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UNITED STATES AID OPERATIONS IN IRAN 


THURSDAY, MAY 31, 1956 


Hovust or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10:25 a. m., in room 304, Old House Office 
Building, Representative Porter Hardy, Jr. (chairman of the sub- 
committee), presiding. 

Present: Representatives Porter, Hardy, Jr. (chairman), John A. 
Blatnik, Henry S. Reuss, Jack B. Brooks, Charles B. Brownson, and 
George Meader. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show that under the rules of the Committee on Gov- 
ernment Operations, a quorum is present for the purpose of conduct- 
ing hearings and taking testimony, constituted by Mr. Meader, Mr. 
Brownson, and myself. 

I want to make a brief comment in opening this hearing. 

For the past several months this subcommittee has been conduct- 
ing an inquiry into United States aid operations, with particular ref- 
erence to Iran. As we open formal hearings on this subject, I want to 
state for the record the purposes we hope to serve and thereby insure 
that our proceedings will be clearly understood and that the particular 
lines of inquiry we may pursue can be viewed in their proper context. 

The jurisdiction of the International Operations Subcommittee 
stems from the Legislative Reorganization Act of 1946 and, specifical- 
ly, from Rule 11 of the House Rules which requires us to examine into 
the economy and efficiency of the operations of those agencies placed 
within our jurisdiction. Both the Department of State and the Inter- 
national Cooperation Administration, as well as the latter’s prede- 
cessors, are such agencies. 

We intend to pursue our study of operations in Iran from exactly 
the same point of view as has governed all other work of this subeom- 
mittee. It is not the ends of United States policy which are our con- 
cern, rather it is the efficiency and economy of the means adopted to 
accomplish those ends. We are, therefore, bound to examine the ex- 
penditure of the United States tax dollars in all the manifold ways 
they are employed in the broad field of foreign aid. 

This function of congressional review of expenditures is well known 
in the United States. It may not be so well understood in foreign 
lands, especially in those whose form of government is different from 
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our own. To some who may not be aware that these hearings are but a 
normal and necessary process in our government, it may appear prej- 
udicial to ask officials of the government to give a public accounting 
of their stewardship. We, here in America, know that no such infer- 
ence of prejudice properly can be drawn, and it is my hope that no such 
inference will be drawn by anyone abroad. 

As I am sure the representatives of the executive branch who are 
here with us today would be the first to agree, free government depends 
—s the exercise of sound judgment by the public at large on public 
affairs, and that judgment can only be exercised in an atmosphere 
where information on government operations is made freely available. 
Each branch of our government has been granted certain powers by 
our constitution, mo each must exercise its powers in a sober and 
responsible manner. 

It is therefore in accordance with the responsibilities of both the 
representatives of the executive branch and this committee that we are 
pursuing this hearing this morning. 

(Mr. Reuss joined the meeting at this point.) 

Mr. Harpy. When we were preparing for the holding of these 
hearings, I addressed a letter to the Secretary of State, Mr. Dulles, 
to invite him to be present with us this morning. 

Specifically, we invited him to be present for the opening of this 
hearing to outline for us the use of the economic assistance program 
as an arm of our foreign policy. We thought that it would be desir- 
able for him to place this broad subject in its proper context at the 
very beginning. 

I am sorry that the Secretary was not able to be with us, but he sent 
his representative, Mr. Murphy. 

Mr. Murphy, I believe that you are going to represent the Secretary 
in this specific assignment. 

Mr. Dcsiee. That is right, Mr. Chairman. 

Mr. Harpy. We are awfully glad to have you and we will be pleased 
at this time if you will give us an expression on this broad general 
subject of foreign aid as a part of American foreign policy. 

Tf you will, just come over and have a seat. 

Mr. Murpuy. Thank you very much, Mr. Chairman. 

Mr. Harpy. And proceed in your own manner. Do you have a 
prepared statement ? 


STATEMENT OF ROBERT MURPHY, DEPUTY UNDER SECRETARY 
OF STATE; ACCOMPANIED BY ROBERT G. BARNES, SPECIAL 
ASSISTANT FOR MUTUAL SECURITY AFFAIRS; LOY W. HENDER- 
SON, DEPUTY UNDER SECRETARY OF STATE FOR ADMINISTRA- 
TION; LEONARD J. SACCIO, GENERAL COUNSEL, INTERNATIONAL 
COOPERATION ADMINISTRATION; AND WARDE CAMERON, 
OFFICE OF THE LEGAL ADVISER, DEPARTMENT OF STATE 


Mr. Murpny. I have a prepared statement, Mr. Chairman, and I 
would be very glad to give you a copy. 

I might say in advance that I share your regrets that Mr. Dulles 
is unable to be here. I am sure that it would have been preferable, but 
circumstances prevented him and he does ask me to express his regrets 
to you, Mr. Chairman. 
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Mr. Harpy. Thank you. We appreciate his thoughtfulness in send- 
ing you down to do the able job which I know you can do because I 
have heard you before. 

Mr. Murpny. Thank you, Mr. Chairman. 

On the general subject of our foreign aid policy, I think it might be 
well to start out by saying that: 

Nearly a decade ago the United States embarked upon a program 
which is quite unique in the history of the world. We then decided 
that in order to protect and maintain our way of life we would devote 
a part of our resources to helping other nations build the economic 
health and military strength necessary for the preservation of their 
freedom. This program, with its various related parts, has become 
known as the Mutual Security Program. An authorizing bill to con- 
tinue this program for fiscal year 1957 has recently been reported out 
by the Foreign Affairs Committee. 

The origin of this program, Mr. Chairman, lay in the situation 
which we faced in Western Europe immediately following the last 
World War. The countries in that area, as you know, had been 
devastated by war. ‘Their industries and transportation systems were 
destroyed. Their trade had been disrupted and their foreign ex- 
change liquidated. Following the withdrawal and demobilization of 
the Allied forces, Western Europe was left without the resources to 
rebuild their economies and maintain an adequate standard of living, 
and without the strength to resist the vast forces still poised in Eastern 
Europe to take advantage, directly or through internal subversion, of 
the chaos and devastation to the west. 

In the face of this situation the then Secretary of State, Gen. George 
C. Marshall, announced in the spring of 1947 that the United States 
stood ready to assist those countries which joined together in a co- 
operative effort to rebuild their economies. 

Subsequent to the original formulation of the Marshall plan, in the 
face of overt Communist hostilities in North Korea, we decided to 
supplement our original economic aid with direct military assistance 
to some of our friends and allies who felt with us that it was essential 
to build a defensive shield against the threat of the Communist 
powers. A substantial part of our Mutual Security Program has 
been furnished to the nations of free Europe in the subsequent years. 
The best measure of the success of this program has been the remark- 
able growth of economic vitality, political stability and military 
strength among these nations. The North Atlantic Treaty Organi- 
zation is a going concern; European unity has progressed; produc- 
tion, trade, and living standards have risen. 

Europe still faces many difficult problems, and our interest in find- 
ing a successful solution of these problems remains. But through our 
mutual security program we have substantially assisted in raising the 
level of European economic activity from the distressing low of the 
postwar years to a point higher than it was before the war. This year 
We are giving no economic assistance to our European NATO allies 
and none is envisaged for next year. We have, as General Marshall 
foresaw, assisted them in getting their own house in order and main- 
taining their own economies. In addition, these countries have raised 
large forces which stand with ours in Western Europe as a shield to 
maintain and protect our way of life. We continue, through the 
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mutual security program, to assist these nations to maintain these 
forces by supplying certain ite ms of military equipment. 

I believe, Mr. Chairman, that that illustration of the use of the 
mutual security program perh: ups will clarify as much as anything the 
way in which it supports our foreign policy. The goal of our foreign 
policy is an enduring peace with justice. So long as there remain 
forces hostile to freedom, we must maintain adequate and coordinated 
military power. So long as there are peoples who aspire to sustain 
their freedom but face economic obstacles which may endanger this 
freedom, it is in our own interest to render them assistance. 

In addressing the American Society of Newspaper Editors last 
April, the President outlined three main guidelines which we should 
follow to sustain and advance the great cause of freedom in the world 
today. 

First, he said, “we must maintain a collective shield against aggres- 
sion to allow the free peop sles to seek their valued goals in safety.’ 

Second, “within the free community, we must be a helpful and con- 
siderate partner in creating conditions where freedom will flourish.” 

Third, he said, “we must seek, by every peaceful means, to induce 
the Soviet bloc to correct existing injustices and genuinely to pursue 
peaceful purposes in its relations with other nations.” 

To earry out this program we must use all of the instruments and 
techniques available to us. We must maintain our military and eco- 
nomic strength at home. We must‘seek the expansion of trade and 
Investment throughout the free world. We must work with other 
nations to assist In developing a society marked by human welfare, 
individual liberty, and a rising standard of living. 

We must continue to provide technical knowledge and assistance 

ud to work with our friends to develop the peace ful uses of the atom. 
We should continue our information programs and our educational 
and cultural exchange programs in order to expand mutual knowledge 
and understanding. 

Che mutual security program remains one of our most essential 
instruments for carrying out the three guidelines laid down by the 
President. Through it we give military assistance to those countries 
willing to stand with us in maintaining a defensive shield against 
aggression. Phrough it we give assistance to those who are facing 
such serious economic problems that, without some assistance, they 
might lose the liberty and independence they cherish. Through it we 
have developed a strength and firmness which has forced the ¢ an 

1unists to change their tactics and which, if maintained with equal 
firmness today, gives promise of a brighter future for us all in years 
oO come, 

Mr. Chairman, let me review briefly the situation we find in the 
world today as the Secretary of State outlined it in presenting the 
mutual security progr am tothe Foreign Affairs Committee. 

In Korea we have an armistice but no formal peace. In Taiwan 
there are almost daily military engagements between the forces of 
the Republic of China and the Chinese Communists. In Vietnam 
there is an armistice but no formal peace. Each of these countries 
is covered by a security treaty with the United States. In this area 
where the danger of aggression is still very real, a total of approxi- 
nately 50 millon free people are confronted by Communists who are 
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using the 600 million people they rule on the Chinese Mainland to 
build a vast milit: uy establishment. 

In the Middle East we find Pakistan, Iran, and Turkey with long 
common borders with the Soviet Union, and Iraq close to it. All 
four of these countries are subject to Soviet threats and to the proxim 
ity of Soviet power. Pakistan is an ally of ours under the Southeast 
Asia Treaty. Turkey is an ally of ours under the North Atlantic 
Treaty, and all four of these anid have united for collective 
security under the Baghdad Pa 

In Western Europe the a lens forces of the North Atlantic Treaty 
Organization stand guard over the greatest industrial and military 
power there is in the free world except for the United States itself. 
We also support the military position and independence of Spain and 
Yugoslavia. 

To all of these countries the United States is currently giving mili 
tary assistance in the form of equipment and materiel and in some 
instances military training. ‘This assistance, as the Secretary of State 
pointed out in his testimony, “is an essential part of our overall secu 
rity program.” It is not a gratuity but is an investment in our own 
self-interest. Admiral Radford has testified that this military assist 
ance is fully integrated with our own defense plans; and that without 
the mutual security program it would cost us 4 to 5 times as mach 
money in our defense budget to achieve the same degree of security 
for the United States. 

Many of the countries which I have mentioned do not have the 
economic strength to maintain the forces which they are willing to 
put into the field and which our military advisers consider necessary 
to an adequate defense. ‘l'o these countries we also render a form of 
economic assistance, which is called “defense support,’ in order to 
assist them to carry the burden of these military forces. 

In addition to the military part of the program which I have just 
mentioned, we also render through the mutual security program some 
economic aid to countries which do not have military assistance agre« 
ments with us. In his statement before the Ilouse Foreign Affairs 
Committee on May 10, Secretary Dulles said this part of our program 
is to— 
help areas in the world which are threatened by Communist subversion and 
which contain people, resources, and strategic locations which, in our own 
interests as well as theirs, should be secure from hostile domination. 

Speaking in Philadelphia last February, Secretary Dulles also 
pointed out that— 
by these programs, we too hope to advance our legitimate national interests. We 
have never pretended otherwise. Our interests will be fully served if other 
nations maintain their independence and strengthen their free institutions. We 
have no further aims than these. We want a world environment of freedom 
We have shown this, time after time, by electing to give freedom where we could 
have had conquest. 

Our economic assistance, Mr, Chairman, is given to those less devel 
oped countries, many of which have only recently won their independ 
ence, In cases where they do not have the resources or independent 
ability to develop their standards of living. In many of these coun 
tries the aver age annual income is only about $100 a year, compared 
with over $2,000 in the United States. The leaders of these countrie 
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are desirous of maintaining their independence, but they may be 
— to do so in the face of the strong competitive forces at work 
today. 

We must recognize, as Secretary Dulles said in his Philadelphia 
talk, that the Soviet Communist experiment has won for itself a con- 
siderable popular prestige in the less developed countries. Industrial- 
ization there is a magic word. It is a slogan the people have come 
to believe will solve all domestic economic and political problems. 
These people do not like to be dependent upon the industrialized West 
for their manufactured goods. They have, for the most part, their 
political independence, but they have not yet achieved what they 
would consider adequate economic independence. 

The economic assistance which we give under the mutual security 
program is designed to meet this situation. We give this assistance 
in many different forms—in surplus agricultural commodities, in 
modern farm and industrial equipment, in loans to assist in the indus- 
trial development of the country, in assistance for transportation and 
irrigation projects, and in some instances for straight budgetary sup- 
port where the finances of the country concerned are in such bad shape 
that disaster might rapidly follow if there were not immediate as- 
sistance. 

This is a task, Mr. Chairman, which, under our system, we would 
normally expect private capital to do. Indeed, much private capital 
today does flow into the less developed countries, but only in cases 
where the economic and political risks make it attractive. In many 
parts of the world, the risks are such that private capital is not ready 
to take them, but we as a nation have a strong security interest in 
those areas. If capital is to be provided, therefore, a substantial part 
no doubt must be provided on a public basis which spreads the risk 
so that it is not appreciable in terms of any single individual. 

Mr. Chairman, before closing I would like to say a word about what 
is commonly referred to as flexibility under this program. We are 
already engaged today, at the request of the Bureau of the Budget, 
in preparing a program to be submitted for fiscal year 1958. This pro- 
gram will be refined during the summer months, included in the Pres- 
ident’s budget message next January and later submitted to the Con- 
gress. After the Congress has acted, perhaps 14 months from now, 
this program will have to be readjusted to reflect the congressional 
action. 

Only at that time can the task of implementing the plans be com- 
menced, approximately 18 months after their first formulation, and 
this process will continue in some cases for another 6 to 12 months. 

Now there is not one of us in the Department of State, the Interna- 
tional Cooperation Administration, or the Department of Defense, 
who will come before you and claim that we are able to predict pre- 
cisely what will happen 2 years from now, or what special problems 
we will then face. In fact, I think all of us will agree that some 
things are certain to happen then that we cannot predict now. 

In this type of a program, unlike the normal budget for an executive 
department, we must face sudden problems in the external world 
which we cannot fully predict in advance. At such times we can 
hardly come back to Congress and develop new legislation to meet 
the special case which has arisen. There must, we think, be a degree 
of flexibility in this program. We request funds to carry out certain 
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types of activity in certain countries, some of it for military and 
some of it for economic purposes, but we cannot assure the Congress 
that illustrative projects which we submit in justification of the pro- 
gram will ee be carried out 2 years later in exactly the form 
in which they are submitted. We think that the mutual security pro- 
gram is our ammunition in the cold war. No committee of Congress 
votes ammunition in a hot war to be used on a particular hill at a 
particular time. That would be as much as to tell the commanding 
officer that in case the enemy had moved to his flank by the time he 
reached the hill he could only fire toward the hill and not to his right or 
to his left. Similarly with our mutual security ammunition in the 
cold war. We can tell you in advance the purposes for which we will 
use it, but we cannot always identify the exact hill on which it may 
be expended. 

In conclusion, Mr. Chairman, may I say that I am not myself an 

expert on all the details of our mutual security program. But I do 
have a judgment as to the value to the United States of these programs 
as a whole. In my opinion, the mutual security programs have 
achieved, and are achieving, measurable success in bringing about the 
conditions which are the best guaranty of peace and freedom in the 
world. As President Eisenhower stated in submitting the 1957 pro- 
gram to the Congress: 
The mutual security program is an indispensable part of our national effort to 
meet affirmatively the challenge of the forces which threaten the independence 
of the free world and to overcome the conditions which make peace insecure 
and progress difficult. 

This program remains today, he said, “as indispensable to the secur- 
ity of every American citizen and to the building of an enduring peace 
as on the day it began 9 years ago.” 

As Secretary Dulles has stated in testifying before Congress, our 
essential task is to continue— 
the policies which have produced this strength and, with it, added safety and 
new opportunities * * * Whatever successes or failures we encounter in our 
immediate relations with the international Communist bloc, we can be sure that 
our chances for peace and freedom will continue to depend, for many years to 
come, upon the total strength which free peoples are able to create and maintain. 

Thank you, Mr. Chairman. 

Mr. Harpy. Thank you, Mr. Secretary, for a very, very fine state- 
ment, and I want to compliment you on the perspective which you 
have given this committee. 

There are just 1 or 2 points I would like to pursue with you, myself, 
and I think maybe some of the other members of the committee might 
like to touch on them, too. I am thinking now particularly about the 
latter part of your discussion and especially in connection with the 
so-called “flexibility” that we are concerned with. 

For your purposes, you selected a very fine definition when vou 
spoke about Congress not being able to specify the particular hill 
against which ammunition would be fired. 

I thought, when you were referring to the use of the foreign aid 
funds, that it might have been more appropriate if you had picked 
the term “valleys,” rather than “hills,” because if we have an economic 
peak in a particular country over there, I would doubt the wisdom 
of using our aid funds in that particular direction. 
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However, I think most of us would agree on the need for some 
flexibility. I know for myself, I recognize this need. But you over- 
looked one point that to me seems rather important, and that is the 
responsibility of the Congress with respect to reviews, and you did 
not bring that out. 

Now, if you cannot tell at the time of this request of the specific need 
of a particular country, what those needs are going to be for a par- 
ticular area or particular program in a country, at least you should be 
in a position to apprise the Congress as to the manner in which its 
stewardship is discharged in the expenditure of the funds that were 
provided with a degree of flexibility. 

Do you subscribe to that program / 

Mr. Murreuy. I would like to say we took that for granted, Mr. 
Chairman; we fully subscribed to that, and did not know there was 
any doubt about it. ‘ 

Mr. Harpy. Well, there is a little bit of doubt about it, apparently, 
because there still seem to be—well, before I say that, let me comment 
on the generally fine cooperation we have recently had in the gather- 
ing of information concerning the particular subject we are concerned 
with now. 

However, from time to time instances do arise where the screening 
process seem to be a little bit unclear as to the type of information 
that will be provided, and I just wonder whether or not you felt that 
there should not be a legislative stipulation that there would be no 
hindrance provided or put in the way of complete access of the Con- 
gress to information and to records, under this flexible appreach. 

Mr. Murrny. Well, I would have thought that the right of Congress 
to that information is so clear—I am no judge as to whether you need 
such a stipulation in the text or not. 

Mr. Harpy. Are you familiar with where the problem first arose 
with the committee, and the citation of certain Executive orders for 
support of refusal to furnish the committee with certain information ? 

Mr. Mureny. I am afraid I am not, Mr. Chairman, because I was 
not involved in that. 

Mr. Harpy. Well, we got over that hurdle in that instance, but the 
point I am making is this: 

There seems to be an area where some people in the Department, 
some of your legal lights—and Mr. Cameron is familiar with that— 
brought up the question of the separation of powers as between the 
executive and the legislative and, in order that there may be no con- 
fusion about it, I am inclined to think that maybe there ought to be 
some legislative clarification regarding the provision of detailed in- 
formation to the Congress on the expenditures of funds that were ap- 
propriated and provided for under a flexible program. 

I would like to have your reaction. 

Mr. Mureuy. Well, I am, frankly, Mr. Chairman, not sufficiently 
a judge of the need for that type of stipulation in the text. I would 
have imagined that there was no hindrance to working the thing out 
between the Congress and the executive branch on a practical basis—— 

Mr. Harpy. Well, I have a feeling that you are going to get a little 
bit of enlightenment if you stick around these hearings. 

Mr. Murruy. Well, that may be. 

Mr. Harpy. Does any member of the committee want to ask 
questions ¢ 
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Mr. BrowNson, Yes, Mr. Chairman. 

Mr. Secretary, in your very necessarily brief retelling of the history 
of foreign : aid, you mentioned the fact that this year there would be 
no economic assistance to our NATO allies. Is that correct? 

Mr. Murrny. That is correct. 

Mr. Brownson. And a little later you went into the area of the 
defense budget, and mentioned defense support assistance. Is not 
defense support assistance going to some of our NATO allies? 

Mr. Murrny. That is right. 

Mr. Brownson. I find it ver y difficult sometimes in these committee 
hearings, as I did in this committee’s hearings in Spain, to differentiate 
prec cisely between economic aid and defense support assistance. 

It seems sort of like water flowing into the bathtub out of two 
faucets, one labeled economic aid, the other labeled defense. When 
you get into the tub it is rather difficult to separate the water that 
originally came from each faucet. 

Mr. Murrny. I agree it is difficult, and you might say, too, the 
provision of material and equipment is, in a sense, an economic boost 
to the area because it relieves them of a budgetary obligation. ‘Those 
are probably refinements and distinctions that have grown up in 
usability 

Mr. Brownson. But there is a great deal of construction such as 
pipelines, highways, railroads, and similar installations included in 
the defense support assistance? 

Mr. Murrny. Yes, sir. 

Mr. Brownson. Which at one time would have been handled under 
the economic aid part of the program ? 

Mr. Mureny. In the beginning, I suppose it would. It would have 
been sort of lumped. 

Mr. Brownson. So, in a sense, this semieconomic aid does still exist ? 

Mr. Mourrny. That is right. 

Mr. Harpy. If the gentleman will yield for a point bearing on that 
observation, I believe that there is some defense construction in our 
line of communications in Europe that have a definite tie-in with 
the economic life of the countries where the installation is being made. 

Mr. Moureny. Yes. 

Mr. Harpy. I believe that is tied in contractually ? 

Mr. Mureny. That is right, sir. 

Of course, you know it is now limited in degree in Turkey, but in 
the past it has affected many—— 

Mr. Brownson. But the commitments have been made to the 
Spanish. 

Mr. Murrny. Yes, sir. 

Mr. Harpy. And for some of the NATO countries, as well? 

Mr. Murrny. Greece and Turkey. 

Mr. Harpy. You have some commitments in France that are con- 
tinuing? 

Mr. Murrny. No; I don’t believe so. 

Mr. Harpy. Military assistance ? 

Mr. Murpny. Military. 

Mr. Harpy. But having an economic connotation ? 

Mr. Murruy. Oh, well; yes. That is a question of degree. 

Mr. Brownson. Mr. Secretary, you spoke of the difficulty of coming 
back to Congress for funds ; inanemergency situation. It isa diffie ulty 
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that we certainly can appreciate, although I think, in all honesty and 
frankness, that we must admit that in the few times that it has been 
necessary for the Department to go to Congress—and I am particularly 
thinking of the grain to India matter now—in an emergency, legisla- 
tion has been rather prompt. I would hate to leave the impression 
that Congress is so cumbersome that it could not react to a crisis. 

I also was amused at the illustration you gave when you referred 
to ammunition, as was the Chairman. I think that what we both 
had in our minds was that when ammunition in a cold war winds up 
by being shot aimlessly and promiscuously, then Congress has the right 
and obligation to investigate what happens to the ammunition. This 
may be somewhat comparable to the situation today. 

Mr. Murpny. I am afraid that we were having Korea in mind when 
we were talking about hills and ammunition. 

Mr. Brownson. That is all. 

Mr. Harpy. Any other questions? 

Mr. Meaper. Mr. Secretary, I don’t have a copy of your prepared 
statement. 

Mr. Morpny. I would be very glad to hand you one. 

Mr. Meapver. But there was a passage which, as I recall it, said 
something to this effect: that many of the economic activities financed 
by these funds would normally be carried out by private capital. I 
am not quite sure. 

Mr. Murpny. Yes. 

Mr. Meaper. I wish you would read that. 

Mr. Mureuy (reading) : 


This is a task, Mr. Chairman, which, under our system, we would normally 
expect private cxpital to do. Indeed, much private capital today does flow into 
the less developed countries, but only in cases where the economic and political 
tisks make it attractive. In many parts of the world, the risks are such that 
private capital is not ready to take them but we as a nation still have a strong 
security interest in those areas. 

Is that the one? 

Mr. Meaper. Yes. Now, I wonder—I don’t recall your saying it 
specifically—but I wonder if you could state that it is our policy in 
conducting these programs and normal diplomatic activities and in- 
formation activities, to encourage the creation of circumstances that 
would favor the time when this will come under private capital. 

Mr. Murrny. Oh, I would like to emphasize that is our policy. 

Ve have tried to favor the use of private enterprise wherever we can. 

Mr. Meaper. And, with whatever tools and bargaining power avail- 
able to the aid program or to the diplomatic missions and the infor- 
mation people, they are clearly instructed, are they, to encourage the 
creation of a climate favorable to private capital ? 

Mr. Murruy. I can say our State Department representatives 
abroad are clearly advised about instructions to that effect. But I 
cannot tell vou off-hand about the Information people. I know it 
applies to the ICA and I believe to the Information, but I don’t 
know. 

I touched lightly upon that when I said, “We must seek the expan- 
sion of trade and investment throughout the free world.” We are 
talking about private trade and its investment there. 

Mr. Meaver. And would it follow, as a necessary corollary, in your 
opinion, that it would be our policy to discourage the extension of 
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nationalized industries and governments operating in the economic 
and industrialized fields ? 

Mr. Murray. Yes; well, we have clearly indicated our lack of sym- 
pathy for those. However, we do operate in areas where there is that, 
shall I say, political philosophy. 

I think our views on that subject are known pretty well in every 
nook and corner. 

To take a difficult situation, if I could go off the record 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Harpy. Mr. Secretary, might we return just a moment to this 
question of the furnishing of information to the Congress. You have 
cone pretty well in avoiding expressing an opinion as to the legisla- 
tive need for a statutory provision. So, let us go back—I was 
only sidestepping that for the time being—but you do recognize, I 
believe you have indicated, that the Congress has the responsibility 
for reviewing the expenditure of funds on programs where there 
have not been prior justifications, and I believe you go along with me 
on that. Is that correct? 

Mr. Murpny. I have no doubt in my mind about that at all. 

Mr. Harpy. And do you further agree with eur conviction that the 
Department of State and the ICA, and the other agencies that are 
involved, have an obligation for furnishing complete information of 
the operations of these programs and the manner in which these funds 
were expended to the committees of Congress that authorized them ? 

Mr. Murruy. Well, I understood that was the attitude of both 
agencies. P 

Mr. Harpy. Well, it is, as of now, but I am thinking that it has not 
always been that way, and it may not always be that way, and I just 

vant to be assured that you concur in the conviction that there is that 
obligation. 

Mr. Murpny. Personally, I don’t see how you could operate unless 
you had that. 

Mr. Brownson. Mr. Chairman, on the same thing you point out, it 
has occurred to me that I have always found that if once we get to 
the top echelon with the State Department people, you get excellent 
cooperation, but when you are on the working level, there is a tendency 
to overclassify which makes it rather diffieult—— 

Mr. Harpy. I think the problem is broader than that. I think 
they are trying to spoon feed information to the committee, and that 
is the thing I think we are trying to avoid. 

Mr. Mureny. The attitude rather than the substance of treatment ? 

Mr. Harpy. Well, it is both, Mr. Secretary, and the experience we 
have had recently has been very fine, I must say. 

Again let me express my thanks for your presentation. The next 
thing we wanted to do was get a picture of the machinery through 
which these programs are carried out. 

Since we are dealing with technical assistance in Iran, especially, 
we have asked the Department to outline for us the organizational 
structure through which this program is carried on. We would like 
to have that presentation now. 

Mr. Murpny. We have Mr. Martin here. 














12 UNITED STATES AID OPERATIONS IN IRAN 


STATEMENT OF HAYWOOD P. MARTIN, EXECUTIVE DIRECTOR, 
BUREAU OF SECURITY AND CONSULAR AFFAIRS 


Mr. Harpy. Mr. Martin, if you will, in opening your presentation, 
please give us a résumé of your present position and your previous 
activities which make you qualified to respond to this particular in- 
quiry with respect to the organizational structure through which these 
programs are generated and carried out. 

Mr. Marriy. Mr. Chairman, I am presently Executive Director of 
the Bureau of Security and Consular Affairs in the State Department. 
In the recent past I have had no direct relationship with the subject 
under consideration by the committee. 

However, in May of 1952 I was assigned to the Technical Coopera- 
tion Administration as Assistant Administrator for Management. I 
remained in that role until September 1953. I believe this was a period 
during which 

Mr. Harpy. That was one of the periods of our interest. 

Mr. Martin. That is my understanding, Mr. Chairman. Now, I 
have no prepared statement 

Mr. Harpy. That is fine. You do know what we are interested in. 

We would like to have a brief outline of the chain of responsibility 
through which these programs are developed and administered. I 
don’t care at which end you begin, whether you begin up with the 
Secretary and go on down to the technician in the field, or whether 
you start in the field and carry it back to the Secretary, just so we get 
it one way or the other. ; 

Mr. Martin. Mr. Chairman, I might begin with the relationship 
between the Aeloniaci rator of the Technical Cooperation Administra- 
tion, as the organization existed at that time, and the Secretary, or 
the rest of the State Department. 

Mr. Harpy. Now, at that time, the Administrator was not under 
the administrative control of the Secretary; is that correct? 

Mr. Marry. Yes, sir; he was under the administrative control of 
the Secretary. 

Mr. Harpy. All night, start right there and go on down the line. 
Mr. Marirx. The Administrator reported to the Secretary, nor- 
mally through the U nder Secret: ary—and I would describe it gen- 
erally that he was on a par with the Assistant Secretaries of State, 

although known by a different title. 

In the operation of the Technical Cooperation Administration the 
Administrator exercised considerable discretion in the direction of 
technical programs and the operational aspects of them. 

However, in matters of policy, the Administrator was governed by 
the policies laid down by the Secretary, expressed frequently through 
the Assistant Secretaries for the several geographic bureaus, and other 
staff levels of the Department. On administration the Administrator 
was governed by the administrative policies laid down by the then 
Deputy Under Secretary for Administration. 

Then, jumping for a moment to the internal organization of the 
Technical Cooperation Administration proper, it was headed by the 
Administrator. He had these major breakdowns in his organization: 
An Assistant Administrator for Programs, that is, for the substance 
of the programs and policy guidance; an Assistant Administrator for 
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Management, which was the role I filled at the time, responsible for 
the budget, fiscal, personnel, and supply: 

Mr. Harpy. Let us have the names in the record, if you recall. 

Mr. Martin. That was the position I held at that time. 

Mr. Harpy. That was you? 

Mr. Martin. That was I. 

Mr. Harpy. That is fine. You may need to stick around. Go ahead. 

Mr. Martin. I am at your service, Mr. Chairman. 

Mr. Harpy. Thank you. 

Mr. Meaper. Did you say how long? 

Mr. Marri. From May 1952 until September 1953. 

We had a program information and reports staff. 

Then jumping to the major operating units of the Technical 
Cooperation Administration, known as the Regional Development 
Services. 

There were 3 of them: 1 for Latin American—and I might inject 
here that in this instance there was a considerably different relation- 
ship because of that being a corporation—it was carried out through 
a corporate structure, and it was a program that had been going on 
for several years before. It had come to be known as point 4 

Mr. Harpy. Well, it does makes a difference whether it is a corporate 
structure or operated as a bureau. 

Mr. Martin. Yes, sir. It came into being during the war. 

We had a second regional service for Asia and a third for the Near 
East and African Affairs. 

Each of these regional services was headed by an Assistant Ad- 
ministrator who was operating on a par with the Assistant Ad- 
ministrator for Management and Assistant Administrator for Pro- 
grams. 

Mr. Harpy. Who had jurisdiction over the Ir milan program / 

Mr. Martin. Mr. Fryer during this period was Assistant Ad- 
ministrator for the Near East and African Development Services. 

Mr. Mounratn. I believe that you want to put his name in as Mr. 
K. Reeseman Fryer; would you not? 

Mr. Martin. Yes, sir, thank you; quite right. 

Mr. Chairman, the next breakdown of organization—lI might inject 
here that because of the-—— 

Mr. Mraper. What was Mr. Fryer’s date? 

Mr. Martin. Mr. Congressman, I cannot give you the exact date. 
He was there before I went into the organization and he le it about 
the same time I did. I cannot give you the exact date of his joining 
the organization. 

The next major breakdown is the country mission, that is, the unit 
of the organization physically functioning In a country abroad. 

rach country mission was he: uded by a director, by a country direc- 
‘ia, I believe they were called in those days. He, in effect, was the 
counterpart of the Administrator and in practice on a daily basis was 
supervised and guided by the regional development service having 
jurisdiction over “the geographic area in which he was assigned. 

Well, that explains—maybe it oversimplifies it, Mr. Chairman, the 
structure of the organization. 

Now, the second part of your question was as to the method of de- 
veloping and earrying out the programs. 
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I think it might be said briefly that under policies established and 
subject to review by the Department and other authorities of the Gov- 
ernment, the Administrator was called upon each year to develop 
planned programs for the succeeding year. With guidance from the 
Administrator, country directors were asked, in collaboration with 
the diplomatic mission to their country of assignment, to develop their 
plans for the following year. Those plans were submitted to Wash- 
ington when they were reviewed, first by the regional development 
service, as appropriate, within the Technical Cooperation Admin- 
istration. 

The plans went from the regional development service to a program 
review committee or program review board, I believe it was called, 
which functioned on behalf of the Administrator of the Technical 
Cooperation Administration. 

After review of these programs worldwide, as opposed to the geo- 
graphic channels through which they had been presented, they were 
then reviewed by the geographic bureaus of the Department of State 
and the Special Assistant to the Secretary for Mutual Security Affairs, 
for consistency of policy. 

From there, they went to the Mutual Security Agency, which was 
the source of the funds to support these programs, where the final 
approval was given before submission to the Bureau of the Budget 
and to the Congress. 

That is the program development. 

Following the appropriation, after legislative endorsement and ap- 
propriation, there was a review of these programs, bringing them 
current with changes that had taken place during the intervening 
periods since the time of their inception. 

This program review took much the same channels as the one I de- 
scribed for the initial development. Following this second review and 
bringing them current, if revisions were needed, country directors were 
given funds and authority to proceed with negotiations and with car- 
rying out the program. 

Mr. Harpy. Would you identify the country director at that time? 

Mr. Martin. I beg your pardon ? 

Mr. Harpy. I don’t believe you identified him. 

Mr. Martin. Well, I was using a typical country. I understand 
you are interested in Iran. 

Mr. Harpy. Yes, Iran. 

Mr. Martin. At that time the country director was Mr. William 
E. Warne. 

Mr. Harpy. Well, if we could take an operation now, a program in 
operation, and outline the line of authority and responsibility from the 
fellow who was the technician in the field, right up to the top echelon. 

Mr. Meapver. Could I ask a question before he does that ? 

Mr. Harpy. Yes. 

Mr. Meaper. I notice that you said, in the presentation of the pro- 
gram, it was developed by the country director in collaboration, I 
believe your word was, with the diplomatic representatives in that 
country. 

Mr. Martin. Perhaps I should have said, “subject to review.” 
Actually, I think it is fair to say “collaboration,” because the economic 
counselor, for example, participates with the technicians and the 
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country director of the Technical Cooperation Administration in the 
actual development and it is not a matter of developing a cold and— 
well, independently—there is a closer relationship, that is what I am 
trying to say. 

Mr. Mraper. Does the Ambassador have authority over the pro- 
grams that are presented, or does he just have the right to express 
his opinion through his channels; and how much information is he 
given about the programs before they are sent on to Washington ? 

Mr. Martin. Sir, Iam not sure I can speak in the sense of the person 
of the Ambassador. I am quite sure from experience that the practice 
would vary from one country to another, depending upon the size of 
the mission and the relationship; but the diplomatic mission in all 
cases would review the programs if not in the process of developmenf, 
certainly before they came to Washington to be acted on. 

As to his authority, the Ambassador had suthority in the sense of 
the policy role he was carrying out on behalf of the President and the 
Secretary to put a stop order on, at least, and if the director wanted 
to pursue the question, it would come, or could come to Washington 
for review. 

I don’t believe the Ambassador would have pocketed a proposal of 
this kind without submitting it to Washington for consideration. 

Mr. Meaper. Well, this is the point—the Technical Cooperation 
Administration at the time you were speaking of was an integral part 
of the State Department. Isn’t that correct? 

Mr. Martin. Inthe first part. It was transferred 

Mr. Mraper. In August 1953, in reorganization plan 7. 

Mr. Marttn. Yes, sir. 

Mr. Mraprr. Transferred to FOA. 

Mr. Martin. Yes, sir. 

Mr. Mraper. And then it was completely outside the State Depart- 
ment. 

Mr. Martrn. Yes, sir; that is, operationally. It was still subject to 
the State Department policies. 

Mr. Mraper. Whatever that may mean. 

Mr. Martin. Yes, sir. 

Mr. Mraper. And about a year ago it was transferred back to the 
State Department, having been mingled with the aid program, as ICA, 
in some kind of a semiautonomous position within or at the State 
Department. There were three different relationships between it 
and the State Department, and at the time we are speaking of, the 
Technical Cooperation Administration was within the Department of 
State. Isn’t that true? 

Mr. Martin. Yes, sir; until August 1953. 

Mr. Meraper. Now, perhaps this is not a fair question to ask you 
because you are not connected with it any more, but I ask you because 
you might happen to know about it. 

Is there any difference in those three classes of relationships between 
technical assistance and the Department of State in the degree of 
control by the Ambassador in a country over the activities of the 
Technica] Cooperation Administration, technical assistance missions 
in that particular country ? 

Mr. Martin. Mr. Congressman, I am not qualified to answer that 
question. My impression is the relationship was substantially the 
same, 
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Mr. Meaper. This subcommittee went to South America last 
October and my impression is definitely that the ambassadors did not 
know just how much authority ony did have over the technical assist- 
ance program, if any. 

Mr. Harpy. We found some rather wide degrees of control being 
exercised by them, some of them wondering whether or not the “y had 
authority to exercise the control which they “applied. 

Mr. Martin. Well, I think, Mr. Chairman, during the period that 
I was in the Technical Cooperation Administration it is fair to say 
the degree of control, daily supervision, over the technical cooperation 
program by the ambassadors did vary considerably from one country 
to another. 

Mr. Harpy. Well, now you have brought up another point in con- 
nection with Mr. Meader’s question that “intrigued me a little. 

You spoke of the control exercised by the Ambassador through his 
economic counselor, as I remember, you made some reference to 

Mr. Martin. Not a control, Mr. Chairman. I was referring to the 
development of these programs within a country. 

The principal staff of the diplomatic missions have a contribution 
to make in terms of the practicality and feasibility and the policy 
aspects of a given technical assistance program, and that contribu- 
tion was sought in each case by the country mission of the TCA. 

Mr. Harpy. Are you pretty sure of that? 

Mr. Martin. Well, I should say it should have been. [Laughter.] 

Granting that there may have been variations. 

Mr. Harpy. I believe in some countries the country director served 
also as economic counselor, isn’t that correct? 

Mr. Martin. Mr. Chairman, I don’t recall a single instance when 
that was true during the period I was there. 

Mr. Harpy. Well, maybe not that period, but I think it happened 
rather recently in some countries. I had understood that some coun- 
try directors considered that their level of authority was so high it 
precluded them from doing business with the economic counselor. 

Mr. Martin. Well, during the period on which I am qualified to 
speak, Mr. Chairman, I would not say that the economic counselor 
had authority over the country director. That is clearly not the 
case 

Mr. Harpy. Well, let us be specific. As long as we are talking 
about Iran, do you know whether in fact the country director ever 
consulted with the economic counselor of the mission in Iran in con- 
nection with the development of this program ? 

Mr. Martin. No, Mr. Chairman, I am not familiar with the inter- 
nal arrangements in Iran, no, sir. 

Mr. Harpy. W ell, let us get back—were you finished, Mr. Meader ? 

Mr. Meaper. I was just trying to find out just how much the 
ambassador had to do with the approval of these programs. You 
apparently don’t know about that. 

Mr. Martin. No, sir, I am not familiar with internal arrange- 
ments in Iran, and what I was giving was the general arrangements, 
as I understood them. 

Mr. Meaper. As far as any paper relationship between the ambassa- 
dor and the country missions, there was just a void; there were no 
instructions to ambassadors that, “You are to interest yourself in 
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these programs and exercise some supervision and control over them.” 
Is that correct ‘ 

Mr. Marin. No, sir; I don’t believe that is entirely correct. 

I am quite sure that there were guides or organizational instructions 
that were issued. I don’t have them with me, Mr. Congressman, and 
I doubt if I could be very enlightening on this point. 

Mr. Meaper. Well, I think the general understanding is that all 
through these phases of relationships between the technical-assistance 
program and the State Department, the ambassador in a mission was 
regarded as having the obligation, I suppose, to give policy guidance, 
whatever that may be; but beyond that, were there any instructions 
that the ambassadors should interest themselves in the development 
of projects or their execution in the technical-assistance field ¢ 

Mr. Martin. No, sir; I don’t think any instructions went so far 
as to suggest that the ambassador should get himself so deeply into 
daily operations. On the contrary, I think that the policy, as re- 
flected in the channels to the field, was that this program, because of 
its nature, differing so much from the normal functions of the State 
Department—that they should operate with considerable flexibility 
in the carrying out of the technical programs. 

Mr. Mreaper. We found that there were variations from country 
to country in the degree of interest that the ambassador took in the 
technical-assistance program, which would indicate that there was 
no general instruction clearly setting forth the responsibilities of the 
ambassador in this field. 

Mr. Martin. Mr. Congressman, I would like to correct the record, 
if I said or implied that there might be a variance in the interest 
taken by the ambassador. What I was speaking of was the method. 

Mr. Harpy. You can correct the record as far as your statement is 
concerned ; but I will edit it insofar as my observations are concerned. 

Mr. Martin. Mr. Chairman, I have just been handed a statement 
which is pertinent, and I would like to read it; it might be helpful. 

Mr. Harpy. Before you do so—and certainly you may do so—I 
think I should observe that I believe there may have been presented 
a question to Mr. Martin that actually should not have been. I think 
perhaps this is a field where we are discussing some of the policy areas 
where I doubt he is qualified to testify from the standpoint of personal 
experience. 

Mr. Mraper. Mr. Chairman, I was interested in finding out whether 
he, as Assistant Administrator for Management for a year, which was 
a material year, was familiar with any formal instructions as to the 
relationship between the mission and the ambassador. 

Mr. Harpy. I think that is a very important question, and I believe 
Mr. Martin has answered that he is not aware of any formal instruc- 
tions of that nature; but I think when you get into this other area 
where we are probably getting a little out of his field, and I want to 
make the observation, Mr. Martin, that I think we had better excuse 
you from attempting to answer. 

Mr. Martin. Thank you, Mr. Chairman. 

In the light of that, I think that it may be better if I do not at- 
tempt to go further. 

Mr. Harpy. And that is a subject that we will cover in greater de- 
tail Jater on. . | 
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Now, unless there is something further along this line, I would like 
to go back to where we left off and pick up on this chain of authority 
in respect to the administration of these programs after they have 
been developed and funds have been appropriated. 

Mr. Marvin. Well, after appropriation, the release of the money 
or the allocation of the money to the Administrator of the Technical 
Cooperation Administration came from the head of the Mutual Se- 
curity Agency. 

This was on the basis of the program revisions having been made 
for the one from the time they were initially presented a year 
previously. Upon release of these funds they were further allocated 
by the Administrator to the country directors abroad for carrying out 
the programs. 

Now, that is the line of authority. The line of authority on the 
funds was from the head of the Mutual Security Agency 

Mr. Harpy. That is the Administrator ? 

Mr. Martin. Yes, sir, to the Secretary—to the Administrator of 
Technical Assistance—— 

Mr. Harpy. What Secretary ? 

Mr. Martin. The Secretary of State. 

I think I am right on this channel, Mr. Chairman. I don’t recall 
whether the allotment was made in those days directly from the parent 
agency to the Administrator or to the Secretary. 

Mr. Mountarn. Perhaps it may help if I ask if this is the process 
that was followed: 

The funds were appropriated by the Congress to the President. 

Mr. Martin. True. 

Mr. Mountain. And by the President allocated, at the time there 
was a Mutual Security Agency, to that Agency which in turn retained 
some funds of its own and reallocated some to the State Department, 
the Department of Defense and some other agencies. 

Mr. Martin. That is correct. 

Mr. Mounratn. Department of State, in turn, allocated the Tech- 
nical Cooperation Administration’s portion to the Technical Coopera- 
tion Administrator. 

Mr. Martin. That is correct. 

Mr. Harpy. Taking it up from that point, the Technical Coopera- 
tion Administrator has had funds allocated to him and he has the 
responsibility. 

Now, how do we get down to the point of expenditure for a specific 
program ? 

Mr. Martin. The Administrator of Technical Cooperation Admin- 
istration in turn allots these funds to a country director based upon 
an approved program for that country. Those funds were allotted, 
as a rule, on a quarterly basis. 

Mr. Harpy. Those funds are allotted for specific programs, or are 
they just allotted in amounts? 

Mr. Martin. They are allotted in amounts, Mr. Chairman, but the 
amounts were arrived at by the components of a program for that 
particular country. 

Mr. Harpy. Well now, they are earmarked for a particular program ¢ 

Mr. Martrn. Yes, sir; I think that is fair to say. 

Mr. Harpy. Are there any strings tied on as to the manner in which 
a country director can then proceed to expend those funds? 
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Mr. Martin. Yes, Mr. Chairman. 

Mr. Harpy. What are those strings? 

Mr. Martrn. In the first place, he is limited in his obligation au- 
thority to the amount of funds totally given to him 

Mr. Harpy. That is the total ? 

Mr. Martin. Yes, sir. 

Within the total funds available, country directors were given some 
discretion as to shifts, because of the projects and the varying cost 
factors that entered into them; but they were not authorized broadly 
to disregard the program premises, and the policy that went into 
them. 

Mr. Harpy. No, but the programs were never in very much detail, 
were they ? 

Mr. Martin. In the sense of public health programs or operations? 

Mr. Harpy. That is right. 

Mr. Martin. Yes, sir. 

Mr. Harpy. Well, I was just reading a hearing the other day and 
the detail that was given before the Foreign Affairs Committee on 
certain funds was—well, they said $6 million for such-and-such ; $10 
million for something else, by amount—there was no detail. 

Isn’t that about the manner in which the obligations were set up in 
your organization ¢ 

Mr. Martin. We had considerably more detail than that, Mr. 
Chairman. We had descriptions of the programs, broken down, as a 
rule 

Mr. Harpy. Yes, but wasn’t the program description that you had— 
weli, were they not illustrative rather than necessarily binding ? 

Mr. Martin. No, sir; they were estimates of cost factors involved, 
but there were no moneys approved for allocation in the field except 
on the basis of approved programs. 

Mr. Harpy. Well, let us go down the line. 

Would you go to the country director? 

What does he do with the funds? How does he spend them? 

Mr. Martin. Mr. Chairman, if I may suggest at this point; I was 
not in Iran and never functioned in the field organization. I under- 
stand there are witnesses who will follow me that can better describe 
the internal operations. 

Mr. Harpy. Well, let us talk about that generally, not specifically 
about Iran. After all, you did have an administrative responsibility 
for these funds back in Washington ? 

Mr. Martin. Yes, sir; I did. 

Mr. Harpy. And in respect to all the countries and the areas; so I 
was trying to figure out what happened after an allocation was made 
to the country director; how he spent it. 

He did not personally contract for whatever services or material 
he needed; he had technicians, I assume. 

Mr. Martin. I follow your reasoning, Mr. Chairman. 

Upon receipt of the funds, upon approval of the program, the 
country director was at liberty to proceed with such further negotia- 
tions as might be necessary with the authorities of the host country 
and make the specific obligations, and carry out the operational 
aspects involving the purchase of supplies that were needed. The 
supplies that were available locally in the country could be purchased, 
and for the ones that had to be supplied from the United States 





























20 UNITED STATES AID OPERATIONS IN IRAN 


the country director would prepare a requisition charging against the 
allotment of funds given to him earlier and send it to Washington, 
to be purchased by the headquarters office in Washington. 

Personnel—he requested the personnel he needed, which was then 
recruited and assigned abroad. 

All expenditures locally in the country were carried on by him 
and not referred back here. 

We did get reports from the field periodically, reports showing 
the amounts of the obligations and the manner in which they were 
expended. 

Mr. Harpy. Would the country director have a controller, gen- 
erally ¢ 

Mr. Marri. Generally, yes, sir. Not in all cases was he known 
by that title, but someone performing that function, as a rule, yes, sir. 

Mr. Harpy. And was the responsibility of the country director 
based on a controllership function exercised by a subordinate, or was 
the line of authority from the technician, who actually made the 
contract or caused the expenditure, to the mission director through 
a controller? 

Mr. Martin. Mr. Chairman, the controller in each case was re- 
sponsible to the country director, and if I might read a statement 
here, I believe it may give us a context within which to clear this up. 

Mr. Harpy. Wait a minute. If you are going to start reading a 
statement, I am going to take just a brief pause here. 

I notice that we have visitors present. I want the record to show 
that there is this group here; and I am glad to have these visitors. 
1 understand they are here under the State Department Educational 
Exchange. 

We have 12 representatives of the NATO countries. 

Gentlemen, we are glad to have you visit with the committee this 
morning. I believe we have a list of you. 

Is this a list of those present ? 

Mr. Srravss. That is the list of the gentlemen here. 

Mr. Harpy. I don’t know whether I can read these names or not. 
I think perhaps you had better read the names and tell the com- 
mittee just who these people are. 

Mr. Strauss. We have with us as members of group IT, 1956, NATO 
leaders project, Members of Parliament: 

From Belgium, Mr. Henri Fayat ; 

From C anada, Mr. Frank Enfield; 

From Denmark, Mr. Erhard Villiam Jakobsen ; 

From France, Dr. André Colin; 

From Germany, Dr. Stefan Dittrich and Dr. Roland Seffrin ; 

From Greece, Dr. George Katsafados ; 

From Norway, Mr. Paul Ingolf Ingebretsen ; ; 

From Portugal, Dr. Alberto Pacheco Jor ge, ‘and Dr. Celestino B. M. 
Pereira ; 

From Turkey, Dr. Kasim Kufrevi; and 

From the United Kingdom, Mr. Percy Daines. 

Mr. Harpy. That is fine, and we are certainly glad to have you with 
us. 

Now, Mr. Martin, getting back to where we left off, you say you 
have a statement that would put this thing into proper context. 
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Mr. Martin. Mr. Chairman, it is not quite as imposing as I might 
have given the impression 

Mr. Harpy. Well, I am afraid that if this is somebody else’s pre- 
pared statement submitted to you and you have not read it—I don’t 
want that kind of testimony coming in from you. 

Mr. Martin. I would be very happy, Mr. Chairman, not to go more 
deeply 

Mr. Harpy. What we want to do is to get the prespective, we want 
the proper perspective so that we can get the proper chain of respon- 
sibility. 

Mr. Martin. Yes, sir. 

I appreciate that, and I am afraid that I am bordering on an area 
where I am not competent as a witness to express—— 

Mr. Harpy. Well, maybe we can get it from Mr. Murphy—he rep- 
resented you to me as being an expert on this subject. 

Mr. Martin. No, sir. 

Mr. Harpy. Well, go ahead. 

Mr. Martin (reading) : 








The country director for technical cooperation is the operating head of all 
point 4 operations and directs the activities of all point 4 technicians and per- 
sonned in the country, whether on the payroll of the State Department or of 
other agencies of the Government or serving under contract. 

He has the responsibility for developing and managing the total point 4 coun- 
try program as an integrated program with all components in the proper balance. 
He is responsible directly to the chief of mission and is his principal aid and 
adviser on all point 4 matters. 

Mr. Harpy. Who is that? 

Mr. Martin. This is the country director of technical cooperation. 

Mr. Harpy. Just one question. Does that country director have any 
responsibility back to the Department of State or the Mutual Security 
Agency, the ICA or whatever it is, through the Ambassador? 

Mr. Martin. He isa subordinate of the Ambassador, Mr. Chairman. 

Mr. Harpy. He is the subordinate of the Ambassador; but a subor- 
dinate from the standpoint of administration ? 

Mr. Martin. Mr. Chairman, I did not do justice to the statement. 
I should have read it in its entirety, and I will read the first part in 
the light of your question. 

Mr. Harpy. Well, that is what I have been talking about, about this 
spoonfeeding of information to the committees, and when you start 
screening out the kind of information that you think the committee 
may want you are going to get into trouble. 

Mr. Martin. Mr. Chairman, the preceding part of the statement 
which at that time I did not think was pertinent, but in the light of 
your questions I do think is pertinent. 

Mr. Harpy. You are trying to read my mind. 

Mr. Martin. This isa statement on the direct line of responsibility : 

Accordingly the direct line of responsibility for the point 4 program descends 
from * * * 


(3) The chief of diplomatic mission in each country having a point 4 program 
who has a direct and major responsibility for the success for the program in 
each such country, for assuring its effectiveness and its consistency with total 
United States policy and other United States activities, for conducting or super- 
vising program negotiations with host government, and for providing or assuring 
certain administrative services for the program. 


79239—56——-3 
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And then the paragraph which I read earlier follows this imme- 
diately, and that sets in context the role of the Ambassador and the 
country director. 

Mr. Harpy. I still do not understand what responsibility the Ambas- 
sador has as to the actions of all of these subordinates, and the ques- 
tion in my mind is simply this: As the Ambassador has, as his major 
responsibility, policy responsibility with respect to the conduct of the 
foreign affairs of the United States, is he also saddled with complete 
responsibility for all of the administrative actions of all of these people 
undertaking assistance and various foreign aid programs ? 

Mr. Mariin. Mr. Chairman, I don’t really feel competent to try 
to elaborate. 

Mr. Harpy. Then Mr. Murphy did not send us the right man. Mr. 
Cameron, do you want to take that ? 

Mr. Cameron. I don’t know that, either, Mr. Chairman. He didn’t 
send me as a witness, by the way. 

Mr. Harpy. I know, but I was just going to draft you. 

Mr. Mounrartn. Mr. Martin, in the early stages of this program, 
didn’t most of the technicians come from other agencies of the Gov- 
ernment, recruited from such agencies as the Department of the 
Interior, the Department of Agriculture, and so on ? 

Mr. Martin. Yes, sir; I think that is a fair observation. 

Mr. Mounvratn. They were supplied for the purpose of carrying out 
things within their special competence and for their services the 
agencies supplying them were reimbursed out of technical assist- 
ance funds? 

Mr. Martin. That varied as to the reimbursement. I think, in the 
majority, they were all reimbursements. However, some were ap- 
pointed in and paid in the field. 

Mr. Harpy. Well, I am more concerned with whom they were re- 
sponsible to than by whom they were paid. 

Mr. Martin. Mr. Chairman, I think I will have to admit, there 
was some confusion in the early days—this was before I was there, 
but I saw the tracks that were left, and in fact undertook to clarify 
some of the relations 

Mr. Harpy. Well, you better stick to what you know, Mr. Martin. 

Mr. Marrin. Once they were in the country, the technicians were 
responsible to the country director 

Mr. Harpy. Well, Mr. Martin, you said that you were not com- 
petent to answer the question about the responsibility of the Ambas- 
sador with respect to the administrative actions of the mission and 
its personnel. 

Mr. Martin. Well, Mr. Chairman, I was not prepared to elaborate 
the statement that I was given. 

Mr. Harpy. Very well. 

Mr. Martin. And describe the role of the Ambassador. 

Mr. Mountain. One more question. 

I believe you testified, Mr. Martin, that it was customary to have 
a controller operating in some countries. Can you tell us the responsi- 
bility of that controller to the agency’s controller here in Washington ? 

Mr. Martin. Yes, sir. 

His responsibility was to the country director, and no direct line of 
supervision existed between the controller in Washington and the 
country controller. 
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However, on technical matters, in the fiscal and accounting and 
budgetary fields and in the submission of reports, correspondence did 
flow directly between the two, each acting on behalf of their principals, 
and so there was a technical relationship bet ween the controller abroad 
and the controller in Washington. 

Mr. Mounrarn. And your understanding is that if the agency in 
Washington laid down certain rules as to the control over funds, it 
was the responsibility of the country director to use his controller in 
the field only as a staffman, and it was the country director’s respon- 
sibility to carry out whatever procedures were laid down here? 

Mr. Martin. Yes, sir; carried out through his controller in the 
field. 

Mr. Mounrarn. In the controllership field ? 

Mr. Martin. Through the controller in his mission; yes, sir. 

Mr. Mounratn. He used a mission controller as a staff assistant ? 

Mr. Martin. Yes, sir. 

Mr. Mounrarn. But the responsibility for carrying out the in- 
structions from Washington was the country director’s ? 

Mr. Martin. They were carried out; yes, sir—I don’t want to 
evade the question, I want to be sure I am not understood as saying that 
the country director was expected to be an accountant; he was given 
a controller, and he was expected to exercise supervision and direct the 
operations of the controller. In the technical sense, the controller 
was supposed to be competent in his own rights 

Mr. Harpy. You had a controller in Washington ? 

Mr. Martin. Yes, sir. 

Mr. Harpy. And he had nothing to do with the details of the opera 
tions in the field; he was controlling only funds as they flowed around 
the agency ? 

Mr. Martin. Mr. Chairman, he would have responsibility for pro- 
viding instructions to the field, which went out as instructions to 
the country director. The country director and his subordinate staff 
were expected to carry them out. 

Mr. Harpy. So, the controller in Washington submitted his in- 
structions through somebody else in Washington to the country 
director ? 

Mr. Marrry. Yes, sir. 

Mr. Harpy. Presumably, the regional director ? 

Mr. Martin. Well, it was in, I believe, manual form, and, signing 
authority depended on the nature of them. They were always coordi- 
nated with the regional assistant administrator, subject to my ap- 
proval as Assistant Administrator for Management, and in most cases 
the Administrator 

Mr. Mountarn. Well, Mr. Martin, if the controller in Washington 
determined there was something in the field that he thought ought to 
be corrected in that controllership area, he would presumably make 
that known to the country director through the assistant adminis- 
trator of that region; isn’t that correct? 

Mr. Martry. Yes, sir. 

As a general rule, all correspondence—— 

Mr. Mountain. In terms of the names used here this morning, 
anything that happened in Iran—would that not be Mr. Fryer, who 
was the Assistant. Administrator—the controller in Washington would 
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make it known to Mr. Fryer who, in turn, would get in touch with Mr. 
Warne? 

Mr. Marrty. The way it worked in practice, the controller 
would draft instructions or communications to Iran and clear with 
the Assistant Administrator, or his representative for that particular 
region who, in that case, would have been Mr. Fryer. 

Mr. Mounrarn. And it would have been addressed to whom ? 

Mr. Martin. In most cases, to the country directors. However, de- 
pending on the nature, some were addressed to the controller in the 
country. 

Mr. Mocnratn. I presume that in the normal course of events some 
people in the field, perhaps even the controller, might be called back 
to Washington for consultation ? 

Mr. Martin. Yes, sir; that is correct. 

Mr. Mounrarn. And when he came, he might then get instruc- 
tions from the controller here about ways to carry out things in the 
field ? 

Mr. Martin. Yes, sir. 

That is in the technical, fiscal, and controller functions; yes, sir. 

Mr. Mountain. If it went any further than that, the instructions 
might then flow through Mr. Fryer to Mr. Warne? 

Mr. Martin. Yes, sir. 

Mr. Mountain. That isall. Thank you. No more questions. 

Mr. Harpy. Any more questions from the committee / 

(No response. ) 

Mr. Harpy. If not, Mr. Martin, just one more question. 

Would he have a controllership manual for use by the controllers in 
the field ? 

Mr. Martin. Mr. Chairman, at the time I joined the organization, 
T don’t think there was a complete manual, and the accounting system 
was then undergoing revisions with the assistance of the General 
Accounting Office representatives who were working physically in our 
office attempting to make such modifications in the accounting and in 
the controllership functions as would better reflect the program 
requirement of this particular program. 

Now, we did accomplish those instructions. I don’t know whether 
they were ever put in a binder that could be called a manual; but they 
did have instructions in the field. 

Mr. Harpy. Well, now, did you subsequently develop a reasonably 
comprehensive controllership manual for use by controllers in the field ? 

Mr. Martin. Mr. Chairman, not in a manual, as such, but instrue- 
tions went to the field. I would say at the time I left the Technical 
Cooperation Administration, we had fairly respectable instructions in 
the hands of controllers abroad. 

Mr. Harpy. Well, you know, using a word like that to describe the 
controllership activities; we need definitions, but when you say “re- 
spectable,” I don’t exactly know what that means—and I think we will 
pass that one over. 

Thank you very much for your helpfulness. 

Off the record. 

(Discussion off the record.) 

Mr. Harpy. I believe this is a good time to recess. We are going to 
start on a different phase when we reconvene, with witnesses from the 
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General Accounting Office. So, suppose we adjourn now to reconvene 
at 2 o’clock in this room. 

(Whereupon, at 12 o’clock noon the subcommittee recessed, to recon- 
vene at 2 p. m., of the same day.) 


AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Let the record show that Mr. Reuss, Mr. Meader, and myself con- 
stitute the quorum for the public taking of testimony. 

On March 15 of this year, the General Accounting Office issued an 
audit report on the United States assistance program in Iran. We 
shall be dealing in some detail with the findings of this report. 

Mr. Martiny, we want to place on the record the extent of these 
audits and some of the findings to date on the foreign aid program 
generally. 

Mr. Martiny, you have Mr. Staples and Mr. Rabel, I believe, with 
you. Gentlemen, I believe that you are the three staff people of the 
General Accounting Office who have personal familiarity with this 
subject. 

Mr. Marriny. That is correct. 

Mr. Harpy. Will you be sworn? 

Do you, and each of you, solemnly swear that the testimony you 
shall give before this subcommittee will be the truth, the whole truth, 
and nothing but the truth, so help you God ? 

Mr. Martiny. I do. 

Mr. Srarzes. I do. 

Mr. Rape. I do. 

Mr. Harpy. Mr. Martiny, you are going to start off for the group 
from the General Accounting Office. Do you have a prepared state- 
ment ? 

Mr. Martiny. I do, Mr. Chairman. 


TESTIMONY OF JOHN H. MARTINY, LEGISLATIVE ATTORNEY, 
GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY GEORGE H. 
STAPLES, ASSISTANT DIRECTOR, CIVIL ACCOUNTING AND AUDIT- 
ING DIVISION; AND FREDERICK K. RABEL, AUDIT SUPERVISOR 


Mr. Harpy. Before you start your formal presentation, Mr. Meader 
would like to get you to give a little personal background. 

Mr. Mraper. How long have you been with the General Accounting 
Office and what was your experience prior to that time, just briefly. 

Mr. Marriny. I came into the General Accounting Office in 1939. 
I have been with the Office since that time. 

At the present time, I am a legislative attorney on the staff of the 
Comptroller General. I come here today as his representative merely 
to make the introductory statement. I don’t profess to be particularly 
familiar with the results of this audit program, or even with the pro- 
gram itself. 

Mr. Meaper. Did you have other experience in government prior-—— 

Mr. Marriny. I did not. It has been entirely with the General 
Accounting Office. 

Mr. Meaper. You are an attorney ? 

Mr. Martiny. I am an attorney. 
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Mr. Meaprer. Did you have private practice before you came with 
the General Accounting Office ? 

Mr. Martiny. I did not. When I started in 1939, I went to law 
school at that time, to night school. 

Mr. Harpy. Thank you, Mr. Martiny. I understand from the 
remarks you already made, and which you may cover later, that you 
did not personally participate in the audit, but you are here repre- 
senting the Comptroller General. 

Mr. Martrny. I participated to this extent. I did not participate 
in the audit. I did review the report for the Comptroller General for 
policy statements and recommendations, so that if there were any 
statements in the audit report that would be contrary to the general 
policies of the Comptroller General, it would be my function to call 
those statements and the recommendations to his personal attention 
before he signed the report. 

Mr. Harpy. I understand. Thank you very much. You just go 
ahead with your statement. 

Mr. Martrny. We welcome your invitation to appear before this 
subcommittee and discuss certain aspects of the mutual-security pro- 
gram and the General Accounting Office audit reports. It is en- 
couraging to us that you are using the information in these reports 
as a part of your study and review. The Comptroller General, the 
Honorable Joseph Campbell, has placed added emphasis on this most 
important function of furnishing reports to the Congress, particularly 
on the constructive aspects in our reporting. 

At the outset, we wish to make it clear that our statements in no way 
intend to be views of basic foreign-aid policy. Our comments cover 
the fiscal and administrative practices only. 

The audits by the General Accounting Office, as the agent of the 
Congress, of foreign-assistance activities have been a continuous 
assignment in which audits are made of selected activities or functions 
either at a given date or for a selected period. The audits are based 
on data available at the Washington headquarters of the agency, sup- 
plemented in some instances by visits to the respective overseas mis- 
sions of the agency. Some of the reports we have submitted to the 
Congress cover the administration of the program in Pakistan, India, 
Iran, and Egypt. Another report related to a study of the bases of 
obligations and administrative practices. 

Mr. Chairman, pursuant to your request to the Comptroller General 
on February 20, 1956, we have been working in close cooperation with 
the staff of this subcommittee. It has been suggested that our com- 
ments today be addressed to three general areas. 

1. A description of the broad statutory authority for the adminis- 
tration of nonmilitary assistance under the mutual-security program. 

2. A summary of findings which are common to the administration 
of the program in the various countries. 

3. A review of the findings applicable to administration of the 
program in Iran. 

Mr. Chairman, with your permission, I would like to have Mr, 
Staples and Mr. Rabel discuss these three phases. 

Mer. Harpy. Thank you very much, Mr. Martiny, and we will pro- 
ceed. 

Mr. Staples, do you have a prepared statement ? 
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Mr. Srarues. I have. I have a prepared summary on the history of 
foreign-aid legislation and the organization that followed its admin- 


istration. 
Mr. Harpy. Mr. Rabel, you also have a prepared statement? 


Mr. Rasew. No, sir. 

Mr. Meaper. I want to ask Mr. Martiny a question. 

Mr. Harpy. All right. 

Mr. Meaper. Mr. Martiny, in your review of the reports and your 
acting on behalf of the Comptroller General, did you have any con- 
versations with the State Department and ICA officials prior to the 
filing of this document with oouetae! 

Mr. Mariiny. I did not personally; no. Any conversation or any 
official correspondence back and forth were held or were conducted by 
the auditors before it came to the Comptroller General’s Office for 
review. 

Mr. Meaper. You personally didn’t have any discussion with either 
State Department officials or ICA officials concerning the release of 
this report ? 

Mr. Martiny. No, sir; I did not. 

Mr. Harpy. Well, now, suppose, Mr. Staples, before you start your 
presentation, you give the committee a little bit of your personal back- 
ground and history, if you will, please, sir. 

Mr. Srapres. I have been associated with the General Accounting 
Office since January 1951. I am at the present time Assistant Director, 
Civil Accounting and Auditing Division, and in that capacity I have 
overall responsibility for, among other assignments, the audit of the 
International Cooperation Administration. 

Prior to my association with the General Accounting Office, I was 
connected for about 6 months with the Atomic Energy Commission 
and prior to that I was engaged in public accounting with a nationa 
accounting firm for approximately 9 years. I am a certified public 
accountant in the State of New York. 

If there are any other details, I will be very glad to give them to 
you. 

Mr. Harpy. Thank you very much. That is satisfactory to me. 
Any questions, Mr. Reuss? 


Mr. Reuss. No questions. 
Mr. Harpy. I wonder, Mr. Meader, since Mr. Rabel does not have 


a prepared statement, if we may just get directly into the questions. 
Maybe before Mr. Staples starts his presentation, Mr. Rabel will give 
us a little of his background. 

Mr. Razer. I have been with the General Accounting Office since 
1952, Mr. Chairman. My principal assignment with the Office has 
been the audit of the nonmilitary activities of the mutual-security 
program. Iam the audit supervisor in charge of the group of auditors 
who have reviewed and examined selected activities of the mutual- 


security program. 
Mr. Harpy. Ever since you have been with the General Accounting 


Office ? 

Mr. Rasen. That has been my principal assignment; yes. 

Mr. Harpy. What was your background prior to that time? 

Mr. Rasew. Prior to joining the General Accounting Office I have 
been in public accounting. I am a certified public accountant in the 
State of Illinois and I have been in public accounting since 1942, 
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Mr. Harpy. I believe they are fairly good qualifications for con- 
ducting an audit. 

Now, Mr. Staples, if you will proceed, please, in your own way with 
your statement. 

Mr. Srapres. Well, pursuant to arrangements with the subcom- 
mittee staff in our previous discussions, I have prepared a short state- 
ment which summarizes the history of foreign-aid legislation and the 
agency organizations which have administered it. 

The legislative authority for the nonmilitary, foreign-aid program, 
prior to the present Mutual Security Act, was cont: ained in the follow- 
ing pr incipal statutes 

1. The Economic C ooperation Act of 1948 authorized the Marshall 
plan for Europe, and subsequently assistance for certain Far Eastern 
countries, 

Prior to that time we had the Institute of Inter-American Affairs 
Act of 1947 which authorized technical assistance to countries in 
Latin America, covering programs some of which dated back as far 
as 1942. 

That might be generally accepted as the starting point or predeces- 
sor of what is presently known as the point 4 program. 

3. The Act for International Development of 1950 authorized tech- 
nical-assistance programs, commonly known under the name of point 
4, for underdeveloped countries. The technical-assistance program 
for Latin America was made a part of the larger program envisaged 
by the act for international development, which was generally con- 
sidered to cover all so-called underdeveloped countries throughout the 
world. 

The Mutual Security Act of 1951 consolidated the aforementioned 
assistance programs into a unified mutual-security program ; however, 
the act retained the individual statutes in force as the operating au- 
thority for the programs, and merely provided the general framework, 
policy, and administrative arrangements within ‘which the various 
types of activites were to be car ried out. 

The Mutual Security Act of 1954 took the final step in consolidating 
all foreign aid by repealing all prior legislation and codifying it in one 
statute, which is the statute that we now have. 

The administration of the program followed the basic legislation. 
Separate agencies were responsible for the different activities. 

Initially we had the ECA which was an agency for the European 
recovery program and certain Far Eastern countries. 

The Technical Cooperation Administration, a unit of the State De- 
partment, was organized for administering the point 4 program under 
the Act for International Development. 

The Institute of Inter-American Affairs, a Government corporation 
especially chartered for the purpose of aid to Latin America, became 
an operating division of the Technical Cooperation Administration. 

Under the Mutual Security Act of 1951, a coordinating agency was 
created in the Exeeutive Office of the President in the form of the 
Director of Mutual Security. The Economic Cooperation Adminis- 
tration was renamed Mutual Security Agency and its head became the 
new Director of Mutual Security. 

Effective August 1, 1953, the President’s Reorganization Plan No. 7 
established the “Foreign Operations Administration in the Executive 
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Office of the President to bring together in one agency the operating 
responsibility for all nonmilitary foreign-aid activities. The reor- 
ganization plan abolished MSA, TCA, and the Office of the Director 
for Mutual Security. 

The Institute of Inter-American Affairs became the Latin American 
Division of FOA. 

On July 1, 1955, FOA was abolished and its functions transferred to 
ICA, a semiautonomous agency in the Department of State, which 
brings our history up to date. 

Mr. Harpy. Thank you, Mr. Staples. 

Let’s go off the record just a minute. 

(Discussion off the record.) 

i Harpy. Back on the record. 

r. Mountain. Mr. Staples, under these various statutes which you 
nave cited, certain authorities are conferred upon the International 
Cooperation Administration and the President. Will you describe 
for us briefly, if you can, what departures, if any, are represented in 
this legislation in terms of authority and flexibility. 

Mr. Srarres. Well, Mr. Chairman, the current legislation and pre- 
vious legislation covering the mutual-security program have tradi- 
tionally ‘conferred in var ying degrees relatively broad authority upon 
the various agencies that were ‘charged with the administration of 
foreign aid, and the President in the carrying out of the nonmilitary 
assistance functions. 

I have here a memorandum which cites certain provisions of the 
legislation as illustrative of this kind of broad authority. In general, 
they fall into two categories. There are those which by their general 
language have the effect of allowing wide latitude in the administra- 
tion. What I mean by that is that the authorization of the activity 
itself is in such broad terms that it allows considerable latitude to the 
operating agency. The second category is one which might be termed 
specific exemptions or authorities which are conferred upon the operat- 
ing agencies and the President to do or to be freed from doing certain 
specific things. 

Illustrative of both of those ce: utegories you might say would be the 
authorization of development assistance which is in section 201 (e). 
The language there is substantially this: It authorizes assistance de- 
signed to promote economic development and to assist in maintaining 
economic and political stability. That is the authorization for 
development assistance. 

An example of the second category would be where you have trans- 
ferability of funds in section 501 which authorizes the transfer up to 
10 percent of the funds made available under any provision of the act 
to any other provision, subject to a limit of 20 percent of the amount 
made available to the benefiting provision. 

In other words, it is a flexibility which permits the President to 
transfer within certain limits the funds from one appropriation to 
another appropriation. 

Mr. Harpy. Of course, that provision is typical of most authorizing 
legislation to the military. They are permitted, usually, some latitude 
on construction programs and are permitted to transfer up to that 
amount from one to another. 

Mr. Sraptes. Well, are there different appropriations in the mili- 
tary, Mr. Chairman? Iam not familiar with that. 
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Mr. Harpy. They come under some different category but, anyway, 
that 10 percent is not unusual. But it sounds to me like the other 
one you mentioned a while ago is not a flexibility. It just leaves the 
thing wide open. 

Mr. Sraries. Generally. And that is typical of most of it. 

On defense support, for instance, the authorization for defense sup- 
port in section 1381 (a) authorizes the furnishing of commodities, 
services, and other assistance designed to sustain and increase the 
military effort in eligible countries. 

Now, that is the authorization for defense support. 

Mr. Harpy. Of course, when you read a broad statute like that, 
though, you don’t really get too much idea of what congressional 
intent was unless you look at the statute in the light of the report of the 
committee. 

Mr. Sraptes. That is right. From my own recollection, Mr. Chair- 
man, the various committee reports underlying this legislation from 
year to year have spelled out principally the necessity or the purpose 
of the kind of aid that is being authorized, and didn’t deal too much 
with the question of whether or not this is authorized in broad terms 
or in specific terms or any other terms. It didn’t attempt, in other 
words, to defend the idea of legislating in this way. 

Mr. Harpy. At the same time, although wide latitude is given, there 
is no discretionary authority given to ignore the normal requirements 
of efficient operations and accountability. 

Mr. Sraptes. Not at all. 

Mr. Meaper. Mr. Chairman, may I ask a question ? 

Mr. Staples, have you made comparison of the delegation of au- 
thority you have just cited with such acts as the Lend-Lease Act, or 
any other aid statutes which authorized specific aid programs? Iam 
speaking now even of Federal aid to localities, States, and so on. 

Mr. Stapres. I am generally familiar with legislation providing 
Federal aid to the States on public roads. I am also familiar with 
the Federal-aid to airport program which is carried on by the Civil 
Aeronautics Authority. I am generally familiar, although not in 
detail, with that kind of legislation. 

Mr. Mraper. Have you made any comparison of this language with 
the lend-lease? 

Mr. Stapies. Not with lend-lease; no, sir. 

Mr. Meaper. But you have with the other two Federal-aid 
programs? 

Mr. Srapies. Not chapter and verse. I have done it based upon 
my own knowledge of the three pieces of legislation. 

Mr. Meaper. And is it your opinion that this language is far 
broader than that contained 

Mr. Sraptes. I would say it is considerably broader than the other 
two I am familiar with. However, I will say this, Mr. Congress- 
man, that it may well be contended that there is not too much compara- 
bility between the mutual-security legislation and the legislation 
underlying our aid for public roads. 

Mr. Harpy. We are going to have to take a 15-minute recess. 

(A short recess was taken.) 

Mr. Harpy. The committee will come to order. Let the record show 
the presence of Mr. Brownson and myself as constituting a quorum. 
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Mr. Mountain. Mr. Staples, did you have further illustrations of 
the flexibility which has been granted under the law to both the In- 
ternational Cooperation Administration and the President in the 
use of nonmilitary assistance funds? 

Mr. Srapues. Yes, Mr. Mountain. There are a number of them and 
two more, I think, are worthy of being cited here, if I may take the 
time of the subcommittee. 

One of them is section 533, the waiver of certain Federal laws which 
permits the functions authorized under the act to be performed with- 
out regard to such provisions of law other than the Renegotiation Act 
of 1951, as amended, regulating the making, the performing, amend- 
ment, or modification of contracts, and the expenditure of Govern- 
ment funds as the President may specify, whenever he determines it 
to be in furtherance of the purposes declared in the act. 

Mr. Harpy. Well, now, will you tell the committee just what that 
means ? 

Mr. Sraries. Well, in summary, Mr. Chairman, what it means is 
that the International Cooperation Administration is freed of the 
usual requirements that surround contracting. In other words, they 
do not have to engage in competitive bidding, for one thing. 

Mr. Harpy. We have been through the same thing in the Armed 
Forces Procurement Act, where we were in an emergency declared by 
the President. Apparently they didn’t have to abide by the normal 
procurement procedures. 

Is that essentially the same type of thing? 

Mr. Srarries. That is one of the features of it, yes. There are un- 
doubtedly other features of it as far as carrying out the performance 
of the contract. They can carry it out pretty much any way they 

vant. They can administer it any way they want, and they can de- 
termine the performance as it suits them. 

Mr. Harpy. And they are not subject to question about the per- 
formance under it? 

Mr. Starters. Legally, no; administratively we still consider them 
to be subject to what you might call an accounting of their steward- 
ship, or the accounting of the manner in which they perform the con- 
tract, but legally I do not believe that they could have been declared 
to have violated the law, if in our opinion or anybody else’s opinion 
the contract was not carried out or not performed in the manner in 
which we thought it should be. 

Mr. Brownson. Mr. Chairman, may I ask the witness a question? 
From what document were you quoting when you read? 

Mr. Srartes. From the statutes. 

Mr. Brownson. I mean specifically what statute? 

Mr. Srarres. Mutual Security Act of 1954. 

Mr. Brownson. The reason I asked is that this is a matter we are 
going to have to consider shortly. In that connection I would like 
to ask, has the matter of congressional intent ever been examined by 
the General Accounting Office ? 

In other words, the chairman was speaking of procurement by nego- 
tiation of certain classified military equipment here in the United 
States. It is obviously almost impossible to get bids because you have 
the problem of protecting the classification and you cannot permit too 
many people to know what is going on, so you negotiate. 

Is negotiation overseas on the same basis? 
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Has there ever been any reason like that established, to your knowl- 
edge, as a guide for interpreting this clause in the Mutual Security Act 
of 1954? 

Mr. Starters. To my knowledge, no, but I must confess that a very 
large part of the testimony or “legislative history underlying much 
of the Mutual Security Act has been in executive session, and I would 
presume the background of those things had been discussed there. 

Mr. Brownson. Of course, that is one of the great dangers which 
all of us on the congressional side realize and recognize as character- 
istic of an executive session. What you do there becomes not a matter 
of precedent and history for the guidance of others, but a matter only 
for the guidance of that particular small group of principals at that 
moment. 

Mr. Sraries. I would say that is so. We might add that we have 
on several occasions, in trying to test the history of the legislation 
in certain provisions of the act through public hearings and other in- 
formation that we might have, just run smack into a br ‘ick wall. 

We don’t know why or what the background of such provision is 
except as far as the agency sees fit to tell. But when we can’t find 
anything in the legislativ e history, we then assume this is the type 
of matter that undoubtedly must have been discussed in executive 
session. 

Mr. Harpy. That is an assumption that I am afraid you might 
make erroneously at times. 

Mr. Srapues. It doesn’t hurt us because we can’t do anything about 
it anyway. 

Mr. Mountarn. Was there another section of law on which you had 
an illustration ? 

Mr. Srapues. I did have this in mind: Section 101 (a) authorizes 
that of the funds made available under the act, up to $50 million may 
be used without regard to the requirements of the act or any other 
act for which funds are authorized by this act in furtherance of such 
acts when the President determines such use to be important to the 
security of the United States. 

That means that up to $50 million the President may determine that 
he wants to use these funds for purposes he determines are within the 
security interests of the United States, and he may use them for any 
purpose whatsoever, regardless of how they were appropriated. 

Mr. Harpy. And those really are not subject to scrutiny. 

Mr. Stapies. Yes. They are subject to scrutiny, but there is an- 
other provision which is a part of that same section which states that 
up to $50 million of the total authorized under the act may be ex- 
pended without specifying the nature of such expenditure upon cer- 
tification by the President that it is inadvisable to so specify. 

Mr. Harpy. That isa different $50 million 

Mr. Sraptes. Yes. There is another section, another part of the 
same section, which authorized the Presidential fund of $100 million, 
and that $100 million the President may also use as he may so 
determine. 

So you have about $150 million of the total appropriated which 
may be used as the President may see fit. 

Mr. Harpy. Is that in the authorization act, or are those things in 
the ap propr iations— 





Mr. Srapries. In the authorization act. 
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Mr. Harpy. The authorization act itself ? 

Mr. Startes. Yes. 

Mr. Harpy. The basic act? 

Mr. Srapies. That is right. 

Mr. Mountain. Mr. Staples, I believe you have a number of other 
references. Could you submit them for our record at a later date? 

Mr. Sraries. We will be glad to do that, Mr. Mountain. 

(The information will be found in appendix I, p. 991.) 

Mr. Mounvrarn. You mentioned earlier the Act for International 
Development. Are there distinct differences between the authorities 
granted under that act and those under the mutual-security legisla- 
tion? 

Mr. Starters. Well, the old Act for International Development was 
somewhat less specific in certain aspects than the present mutual- 
security legislation, which has absorbed or enveloped the assistance 
provided in the Act for International Development. 

It was a somewhat broader piece of legislation. 

Mr. Mountarn. Were both of those acts in existence at the same 
time at any point? 

Mr. Starters. Yes. The Act for International Development was en- 
acted in 1950, and it remained in force as the basic operating legisla- 
tion for technical assistance up to 1954, when all mutual-security 
legislation was codified into the present Mutual Security Act of 1954. 

Mr. Mounrarn. During that period, from 1950 

Mr. Srapies. Now, in 1951, the Mutual Security Act, the first 
Mutual Security Act, was enacted, and that act largely brought to- 
gether the other pieces of legislation; brought together the program 
supervision and direction under a single head, but it retained the other 
legislation such as the ECA Act and the Act for International De- 
velopment and the Institute of Inter-American Affairs Act, as the 
operating legislation under which those specific types of activities 
would be performed. 

So in efiect, the first Mutual Security Act merely said we now estab- 
lish a Director for Mutual Security who shall supervise and direct al! 
this under one head. 

But the other pieces of legislation still remained in force, and they 
did remain in force until 1954 when the present Mutual Security Act 

was enacted. 

Mr. Mounrarn. So that during that period, from 1950-—— 

Mr. Srapirs. 1952, 1953 and 1954, you might say, you had both 
pieces of legislation. 

Mr. Mounratn. And certain operations might be taken up or sup- 
ported from either one? 

Mr. Srapies. Well, the Mutual Security act of 1951, as amended in 
the following years up to the codified act, generally did not get into 
the operating areas or the types of areas. 

What it did was to authorize technical assistance as provided for 
in the Act for International Development. It authorized economic 
assistance as provided for in the ECA Act. And then the rest of the 
act dealt largely with special provisions and supervision. 

Mr. Mounratn. In view of the elements of flexibility which appear, 
according to your testimony, to have characterized this legislation, 
what sort of a burden does this put on the administrators of these pro- 











34 UNITED STATES AID OPERATIONS IN IRAN 


grams as far as exercising control of them is concerned; does it in- 
crease or lessen it ? 

Mr. Sraptes. Well, I would say that to me, and to our office gen- 
erally, implicit in any broad authority, whether it is the mutual se- 
curity legislation or anything else, and of course, since we are talking 
about mutual security, we would deal specifically with that, that im- 
plicit in such broad authority the operating agencies have a heavy 
responsibility for a very high degree of management prudence to 
assure that funds are obligated only under conditions which most 
closely approximate their utilization and which measures as accurately 
as possible the amounts required. I would say that in the hght of the 
broad authority which the Act confers in many respects, that the 
agency has quite a heavy responsibility for prudent management. 

Mr. Harpy. Are you talking about a legal responsibility or moral 
responsibility ? 

Mr. Sraries. I would say, rather, a business responsibility, Mr. 
Chairman. As distinguished from an act which sets down specifically 
every single thing you can do and you can do nothing else. 

Mr. Harpy. You have already indicated from a technical legal 
standpoint some of these things might not require intimate accounting, 
and now you are saying that in effect the administration of an act with 
this much authority requires very cautious exercise of judgment and 
intelligence and managerial control. 

Mr. Staries. I would say so; yes. 

Mr. Harpy. Are those two conversations incompatible? 

Mr. Svraprtes. I don’t believe they are, sir. I would say the relief 
that the agency gets from adhering to a strict line of activity, and 
the wide latitude it has within certain areas to do things pretty much 
as it sees fit, imposes upon the management an obligation to be very 
prudent about what it does and how it does it. 

Now, neither of those, nor both of them, can be associated with 
what you might call accounting. Iam more concerned with manage- 
ment and, of course, management would include accounting. 

Mr. Harpy. A very interesting point. I am inclined to subscribe 
pees to that point of view. [ am not sure that it doesn’t open 
up some legal avenues for escaping accountability if individuals are 
inclined to do that. 

Mr. Sraptxs. I believe that they probably could under this legis- 
lation, but that is purely a personal opinion that somebody else would 
have to interpret. 

Mr. Harpy. What you have said in effect is that there may be a 
basis here for avoiding accountability in a strictly technical, legal 
sense. But from a standpoint of public service, an unusual amount 
of managerial control is reauined to discharge that responsibility 
which the act imposes. 

Mr. Sraries. That is a very good way of saying it. I like the words 
“management prudence,” which, of course—— 

Mr. Harpy. That is a good word. 

Mr. Srapies. To me it connotes care and intelligent consideration 
in how you use your money, when you are given money. 

Mr. Harpy. You are not trying to draw a distinction between that 
and integrity? 
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Mr. Sraptes. No, I am not; I am not impugning integrity here at 
all. Imean I have no basis for in any way implying a lack of integrity. 
None. 

Mr. Harpy. So, there is a distinction between prudence and 
integrity. 

Mr. Srapues. Yes. 

Mr. Harpy. Integrity might not necessarily carry with it prudence. 

Mr. Sraptes. I would agree with that, sir; yes. 

Mr. Mountatn. One expression has ‘been ‘used here, Mr. Staples. 
] wonder if you would care to clarify it a little bit. The word “account- 
ability.” Do we understand that in any event, whether this legislation 
is drawn in general language or not, there is still accountability for 
what is done with the money ? 

Mr. Sraptes. I believe there is no less accountability in mutual- 
security operations than there would be in any other Government 
activity. There is no more accountability, either, except in certain 
provisions of the act which require reports to be made to the Congress 
in the event that certain authorities are exercised. But ordinarily, 
and in the absence of those particular provisions, I would say that 
ICA and its predecessors had responsibility for accountability in the 
same manner as any other agency hie for its operations. 

Mr. Mountain. The only exception being those cases in which, ac- 
cording to presidential determination, they are not to specify what 
they did with the money. 

Mr. Srartes. That is right. Wherever the President may so deter- 
mine. Even there you would have a voucher for it, and the voucher 
would so state that the purpose is not being specified. 

Mr. Mountatn. I believe you have made, your organization has 
made, several audits of nonmilitary assistance programs, and accord- 
ing to Mr. Martiny’s statement earlier, have made certain broad obser- 
vations about your findings. 

Could you detail some of them for us, Mr. Staples? 

Mr. Srapres. I will be glad to. I have prepared a little memo, 
several copies of which I have given to you for the benefit of the 
members. I notice here that 

Mr. Harpy. How long is that ? 

Mr. Srapues. It is five pages, Mr. Chairman. If you want me to 
read it—— 

Mr. Harpy. Suppose you do, if you will. This has to do with the 
various audits you have made on this program ? 

Mr. Sraptes. That is right, sir. 

Mr. Harpy. Go right ahead and read it for the record. 

Mr. Mountarn. This is not limited to one country, is it? 

Mr. Srapres. This is not limited to one country. I would say, how- 
ever, that it represents the results of our audit findings over the past 
2 or 3 years and, of course, not within the last 7 or 8 or 9 months, or 

ossibly a year, so that the material here is generally based upon 

indings that were made somewhat up to a year ago and back behind 
that 2 or 3 years. 

Mr. Harpy. Go right ahead and read it. 
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Mr. Srapies (reading) : 


PROGRAM PLANNING 


Our audits indicated that prior to fiscal year 1955 the predecessor agencies 
of ICA did not have adequate procedures for formulating definite program 
plans as a basis for individual projects. This absence of planning was indi- 
eated in various situations disclosed in our audits. 

1. Undue lapse of time between the execution of project agreements and the 
initial implementation step. 

2. Project funds have remained idle for long periods, and eventually projects 
were curtailed or canceled and the funds transferred to finance other projects. 

8. Projects have stretched out past their scheduled completion dates due to 
conditions that should have been resolved in the preparations for the projects. 

4. In individual countries, the agency, through its missions, has, in many in- 
stances, committed itself to a wide diversity of projects within the respective 
fields of activity. Because of the limited number of technicians and other 
factors, the missions have so dispersed their efforts as to be unable to administer 
the projects effectively. 

5. Equipment procured from the United States has remained unused or was 
placed in storage pendinz fulfillment of other necessary conditions, such as the 
erection of buildings which are to house the equipment, or the recruitment of 
technicians who are to demonstrate the equipment. Some items of equipment 
were found unsuited to the purposes for which they were originally procured. 

Effective in fiscal yeur 1955 ICA put into operation a new accounting plan 
designed to assure commitment of United States funds only for specific projects 
based on definite operating and financial data. This plan has not been in oper- 
ation for a sufficient length of time to evaluate its effectiveness. 

The record of performance over the past few years shows a considerable 
lag in carrying out the annual programs, especially those for project type aid. 
These and other factors support the belief that the annual programs proposed 
by the agency are in part beyond the capacity of the agency and the recipient 
countries to get under way during the year for which the funds are appropriated. 
We look upon the annual appropriation as contemplating that the activities un- 
derlying the appropriations will be initiated during the year—at least something 
more than the execution of obligating agreements. 

We believe that this situation is attributable to (1) political considerations in 
determining the level of aid for certain countries, and (2) insufficient recogni- 
tion of the capabilities of recipient countries and of past experience in the 
time required to negotiate and implement projects. 


REVIEW OF OBLIGATIONS AND SUBOBLIGATIONS 


Since most obligations are stated in estimated amounts, individual activities 
should be reviewed throughout the year so that obligations may be adjusted in 
the light of current information about the needs of the activity, and funds obli- 
gated in excess of such needs may be productively used in other program activi- 
ties. While progress has been made along these lines, on the basis of our recent 
work in this area, we feel that much more should be done and that the review 
should be carried out on a systematic and uniform basis throughout the year for 
all activities covering the Washington office and the missions. 


PROCUREMENT AND CONTRACTING 


Both the procurement of project equipment and the contracting for technical 
services have suffered from undue delays which to a large extent were caused 
by poor coordination between the missions, the Washington office of ICA, and the 
United States agency undertaking the procurement action (for example, GSA). 
This has been evidenced in a number of ways: (1) disagreements regarding the 
desirable equipment or services needed, (2) inadequate or unrealistic snecifiea- 
tions in the procurement requests by the missions, and (3) delays by the Wash- 
ington office in processing stateside procurement in response to field requests. 
Also in the financial administration of contracts we found that improved coop- 
eration between Washington and the field offices was desirable. 
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PROPERTY MANAGEMENT 


"he overseas missions have not maintained effective accountability over United 
States financed project equipment. Until recently their procurement records 
have not been conclusive as to major items ordered and received, unit property 
records were not up to date, and physical inventories were not taken. During 
1955, we found a growing awareness of the need for better property manage- 
ment, and in the missions visited by us we saw efforts toward establishing the 
needed unit records. The policy as to ownership of project equipment and its 
transfer to agencies of the recipient country requires clarification in several 
overseas missions and more specific procedures are also desirable. 


THE END-USE INSPECTION 


In the countries formerly administered by TCA, the missions generally have 
not carried out end-use inspections of United States financed commodities to 
ascertain that effective use is made of project equipment or salable commodities 
are used effectively and in accordance with United States aid objectives. Lack 
of instructions in the earlier years, and the shortage of qualified manpower were 
advanced as reasons for the absence of the necessary inspection activities. In 
the meantime instructions by the Washington office have brought the need for 
end-use investigations into proper focus and the missions are gradually being 
staffed to enable them to discharge their inspection duties. 


DISTINCTION BETWEEN TECHNICAL AND DEVELOPMENT ASSISTANCE 


The agency has included in some of its technical assistance activities the 
financing of commodities or equipment which go beyond the scope of demonstra- 
tion projects and we believe represent capital investment or development type 
assistance. In the earlier years, when economic and technical assistance funds 
were appropriated in one and the same appropriation, this practice amounted 
to an improper designation of the program in the various countries. It was 
criticized by the congressional committees on several occasions. In more recent 
years, the legislation has provided separate appropriations and has introduced 
a prohibition against the purchase of supplies and equipment from technical 
cooperation funds for other than demonstration purposes. However, ICA has 
not prescribed criteria to guide the missions in determining the limitations on 
equipment for demonstration purposes. 


COOPERATION OF FOREIGN COUNTRY 


In some countries the administration of program activities was hampered 
because the recipient countries did not make the agreed contributions—mone- 
tary and in kind—for projects and submit the required reports within reason- 
able time periods. The agency was not always successful or did not take the 
appropriate steps toward obtaining the necessary cooperation as contemplated 
in the bilateral agreements, and pursuant to the fair share requirement con- 
tained in the legislation. We recognize, however, that foreign policy considera- 
tions limit the agency’s power of decisive action. 


RELATONSHIP WITH TECHNICAL AGENCIES 


ICA has encountered difficulties in obtaining from its cooperating technical 
agencies of the United States Government the necessary fiscal reports. Failure 
to receive timely and accurate expenditure reports on activities handlvd by the 
other agencies has impaired financial reporting by ICA. During the last year, 
we noted significant improvement in the fiscal relationship between ICA and 
the technical agencies, and in overcoming the problem of undistributed ex- 
penditures. 

COST ALLOCATIONS 


The allocation of certain support and overhead expenses between program 
and administrative funds has not always been based on equitable cost criteria. 
There has been a tendency to charge administrative-type expenses to program 
funds, rather than to the administrative funds on which the Congress has im- 
posed an appropriation limitation. Certain categories of expenses, for example 
embassy support costs, call for a clarification of allocation criteria in order 
to achieve a more equitable and consistent cost distribution. 
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Mr. Harpy. That was a very interesting document. 

Now, I understand that that is a summary of your reports in this 
field, of which the report on Iran is one. Is that correct? 

Mr. Srapies. That is correct, Mr. Chairman. 

Mr. Harpy. Then your report on Iran deals specifically, insofar 
as that country is concerned, and the programs in that country are 
concerned, with the generalities which have been set forth in your 
statement ? 

Mr. Sraptes. That is generally correct, sir; yes. 

Mr. Reuss. Will the Chairman yield at that point? 

Mr. Harpy. Yes. 

Mr. Reuss. I notice that the document which you have just used 
as the basis of your testimony bears the caption: International Co- 
operation Administration. I take it that that merely indicates the 
organization audited and that this document is, in fact, a GAO docu- 
ment ? 

Mr. Srartes. A General Accounting Office document, that is right; 
ves, sir. 

Mr. Reuss. Thank you. 

Mr. Mountarn. Mr. Staples, will you tell us brieily the circum- 
stances of the audit that you people made on Iran? Specifically, when 
it was made and by whom. 

Mr. Srartes. On and off, over the past couple of years we have been 
engaged in the audit of the Iran program, and we brought it to a head 
in 1955 from the Washington side. We felt that the situation was such 
that we could not make a very comprehensive report unless we also 
visited Iran and got some information or some exposure on the spot. 

So, in July of 1955, Mr. Rabel visited Iran as part of a tour of 
several Middle East countries, and spent 3 weeks in Iran, concentrat- 
ing on what we had selected as the more important things to examine. 

Mr. Mountatn. And the result of this audit was this document 
which bears the title: “United States Assistance Program for Iran, In- 
ternational Cooperation Administration, Department of State, June 
30, 1955”? 

Mr. Strapuies. That is correct, sir. 

Mr. Mounratn. This document was submitted to the Congress, to the 
Speaker of the House and the President of the Senate, on March 15, 
1956? 

Mr. Straptes. That is correct. 

Mr. Mountarn. Mr. Chairman, I ask permission that we incorporate 
this document in our record, and include it as appendix IT. 

Mr. Harpy. Without objection, it is so ordered. 

Mr. Mountarn. Mr. Staples, would you turn to page 1 of that docu- 
ment, and read for us the summary of your findings, the numbered 
items in your summary ¢ 

Mr. Srapies. On pages 1 and 2, Mr. Mountain, from 1 to 16? 

Mr. Mounrtatn. Yes, please. 

Mr. Srapries. This represents purely an enumeration of findings 
which are discussed in somewhat more detail throughout the report. 
There were, in total, 16 items on which we reported findings. They are 
listed as follows: 

1. Significant administrative deficiencies existed in prior years, but 
have been substantially remedied. 
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The complex machinery with which the aid program is admin- 
isha ed requires simplification. 

3. Substantial quantities of agricultural equipment were unused. 

4. The mission did not make systematic end-use checks to determine 
pre utilization of ICA- financed commodities. 

Internal control procedures require strengthening to prevent ir- 
r egularitis 

Transfer of all functions from the Office of Consolidated Services 
to ‘ts successor, the Master Joint Fund, would simplify joint opera- 
tions. 

7. Increased embassy support to the ICA mission may reduce overall 
administrative costs. 

8. Several industrial-type development projects have serious operat- 
ing deficiencies which prevent successful completion. 

9. Development projects have been improperly designated as demon- 
stration projects. 

10. The project for rural community development has shown slow 
progress. 

11. Recorded commitments for procurement of equipment are over- 
stated. 

12. Improvements are needed in the administration of the training 
program. 

13. The student assistance program, because of its unusual nature, 
should have been sepaiately disclosed to the Congress. 

14. The sugar import program in 1955 has been unsatisfactor y. 

15. The commodity import program has lacked the benefits of 
centralized administration. 

16. The utilization of counterpart funds warrants more effective 
control by ICA. 

Mr. Mountarn. Mr. Staples, I believe in the structure of your re- 
port these 16 items that you have covered here are treated twice in 
the report. I believe you have a slightly enlarged summary of them 
further on in the book, and then a description of them later on. Isn’t 
that correct ? 

Mr. Srapuies. For most of them, that is true, Mr. Mountain. There 
are a few, I notice, which are not discussed in complete detail in the 
body of the report because we did not feel that they needed any further 
discussion. 

Mr. Mountain. Returning to the first item that you mentioned, 
which was “Significant administrative defici iencies existed in prior 
years but have been substantially remedied ;” to make sure we under- 
stand the context, you mean prior to June 30 of 1955? 

Mr. Srapies. That is right. 

Mr. Mounratn. And such remedies as may have occurred were 
either under way or contemplated at that time? 

Mr. Stapies. Most of them had been remedied completely, and we 
were satisfied that they were finished. 

There were one or two of them on which the remedy had been 
undertaken, and we were satisfied that it was proceeding in a satisfac- 
tory manner, so that it did not have to be reported as a current 
deficiency. 

Mr. Mocnvatn. I wonder if you would turn to page 7 of your 
report, where you go into somewhat further detail, and a that 
first paragraph for us. 
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Mr. Srarzes. I should like to state, Mr. Mountain, that the de- 
ficiencies that we talk about here, or that we are referring to which 
existed in prior years but have been substantially remedied, are spe- 
cific deficiencies. They in no way at all refer to a general pattern. 
There were certain specific things, and we do not mean to enlarge 
on that or to imply in any way that it covers an entire pattern of 
operations. They are these specific deficiencies that we referred to and 
none other that we considered to be satisfactorily remedied. 

As to any others, why, if there were any others, the deficiencies 
which were in existence and which were contemplated for correction, 
we have outlined as separately from these. 

Mr. Mountain. Then, we might understand you to be underscoring 
the word “administrative” in this context ? 

Mr. Straptes. Well, I am more underscoring the limitation that I 
want to put on the statement of significant administrative deficiencies 
that have been remedied, that they refer only to the five that we have 
listed here, and no others. 

Mr. Mountatn. Would you read that paragraph, then, and tell us 
what those five were ? 

Mr. Srapies (reading) : 

The assistance program for fiscal years 1952 and 1953 suffered from significant 
administrative deficiencies. Because of the urgency with which United States 
aid was required, combined with lagging administrative support by the Wash- 
ington office, the mission in Iran entered into sizable program commitments before 
an adequate field organization was built up and sound programing and financial 
procedures were developed. We noted the following principal deficiencies : 

Do you wish me to read those ? 

Mr. Mountarn. Would you, please ? 

Mr. Harpy. Do you want to read them, or do you want to tell us 
very briefly what each of them consisted of ¢ 

Mr. Sraries. Well, I can probably read them just as quickly, Mr. 
Chairman, as I could try to paraphrase them. 

Mr. Harpy. All right. 

Mr. Srapues (reading) : 

1. The handling of local currency funds—acquired by the mission for the 
purpose of meeting local costs of the assistance program—outside the prescribed 
custody of a duly authorized disbursing officer of the United States. The re- 
quired custody was established for transactions starting in October, 1952. 

Mr. Harpy. Do I understand in that particular situation funds were 
being disbursed improperly and programs illegally operated until 
this change was made ? 

Mr. Srapies. Yes, they were in the sense that they were not being 
handled according to the established required legal procedures of the 
United States Government for the handling of United States funds. 

In other words, they were being handled by the mission directly 
and by a designated official in the mission, whereas, they should have 
been deposited to the credit of the United States in the custody of the 
local United States disbursing officer at the Embassy at Tehran. 

Mr. Harpy. Is there a statute that requires that procedure? 

Mr. Srapies. I believe there is, Mr. Chairman, but to be more spe- 
cific about it I might ask Mr. Martiny if he is familiar with that. 

Mr. Martiny. I am not familiar with the particular statute, but I 
am sure there are statutes that require all moneys of the United States 
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Government to be deposited to the credit of the Government, to any 
official disbursing officer, who, of course, would have to be bonded. 

Mr. Harpy. In any event, this particular deficiency was corrected 
in October of 1952 by administrative action ? 

Mr. Sraries. That is correct, Mr. Chairman. 

Mr. Harpy. All right, go ahead. 

Mr. Sraries (reading) : 

® The use of such local currency funds for grants to Iranian Government 
agencies without obtaining a satisfactory accounting of their disposition. The 
necessary control was accomplished for assistance funds made available in sub- 
sequent years through the establishment of the joint funds, in particular the 
Master Joint Fund, in April 1954. The operations of tue joint funds and the 
procedures followed by them were placed under the supervision of the mission. 

Mr. Harpy. I don’t know as I understand that. 

Mr. Srapirs. To paraphrase that, Mr. Chairman, there were funds 
turned over directly to various ministries in the Iranian Government 
to be used supposedly for the support or administration of the techni- 
cal assistance projects that were going on at that time, and there was no 
requirement for any accounting by the Iranian Government for the 
use of those funds. 

Is that a correct statement, Mr. Rabel ? 

Mr. Rasex. Well, I would paraphrase this in saying that the mis- 
sion tried to obtain an accounting but they did not obtain an account- 
ing for some of these funds which were turned over to the Iranian 
ministries, some of them in round amounts. 

Mr. Harpy. Is there any statutory provision that is supposed to 
require TCA or ICA to keep a measure of control over the expendi- 
tures of those funds for the joint use? 

Mr. Raset. Sir, I believe that under the legislation there is no 
such requirement, because these funds we are talking about are local 
currency funds. 

Mr. Harpy. They are generated by 

Mr. Razex. They are the result of expenditures of appropriated 
dollar funds and these dollar funds have been accounted for by the 
mission, and now the mission comes into the possession of foreign cur- 
rency funds which are being turned over to the Iranian Government 
without obtaining the necessary accounting, so I doubt whether that 
would be in violation of the legislative requirements. 

Mr. Harpy. Well, you are saying then that there is no legislation to 
require that we know or that our people know what happens to local 
currencies generated by dollar expenditures. 

Ido you mean to say that we have got our statutes so loosely drawn 
that goods purchased with dollars and sold for local currencies and 
the local currencies that are returned on the basis of those sales can be 
turned over to the host country—and I am not talking about Iran, I 
am talking generally now, without any statutory requirement that they 
be accounted for? 

Mr. Sraptes. I believe, Mr. Chairman, that that generally reflects 
the broad authority contained in the legislation. 

I think, if you referred to certain specific provisions, particularly 
development assistance, you will note that the legislation authorizes 
assistance for the economic and political development of the recipient 
countries. It does not specify how that assistance is to be rendered. 
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Mr. Harpy. Yes, but I am trying to see through this situation and 
what the possibilities are. 

Do I understand that funds generated through the expenditures of 
dollars under the aid program may be turned over to the host govern- 
ment or to anybody in the host government without any statutory 
requirement that they be accounted for ? 

Mr. Srap.es. Well, I think that that is what has happened. It has 


0) 
happened in several countries and happened in Iran, too, because " 
there were cash grants made in connection with the program for Iran, 
and there was no legal requirement and it was not considered that 
there was any legal requirement for them to account back to the a 
United States for what they did with those grants. at 

Mr. Harpy. Is that the type of thing that you say imposes a require- Co 
ment for management prudence ? 

Mr. Srapues. I have that in mind, Mr. Chairman; yes. 

Mr. Harpy. But in any event, you do not interpret the statute as 
containing anything which makes that kind of action illegal ? 

Mr. Srapies. We have not so interpreted it that way ; no, sir. 

Mr. Harpy. All right. a 
‘ Mr. Meaper. Mr. Chairman, might I interrupt for a little anecdote pi 

ere ¢ W 


Mr. Harpy. Do you want it on the record ? 
Mr. Meaper. I don’t mind. C 
This sounds somewhat reminiscent of the man who told his wife he f 
didn’t complain about the money she spent, but he wanted her to make 
1 
i 





an accounting of it. So, he gave her an account book for receipts 
and disbursements and, after a month of it, he said, “Well, have you 
kept your accounts?” And she showed him the book. 

Under receipts it said, “June 1, received from Henry, $100.” Under 
disbursements she had written down, “Spent it all.’ 

I wanted to ask, before we got into this detail, if what you are 
telling us about the broad language of the act meant that it would 
be difficult to pin down any exercise of judgment on expenditures 
under the authority of that act because the terminology was so broad, 
but that there was nothing which exempted the ICA from any general 
statutes governing Federal agencies across-the-board in their budget- 
mg and accounting procedures. 

Mr. Sraptes. I would say that is true, Mr. Congressman, and it all 
depends on the degree to whieh you want to carry that. In this sense, 
that ICA or any of its predecessor agencies can account for what they 
did with the money. In other words, they gave it to the Iranian 
Government up to a certain amount and it was given to them as part 
of the assistance program. 

Mr. Mraper. Now, there seems to be some doubt, then, whether 
just saying we turned it over to the Iranian Government was adequate 
accounting for the funds, but you seem to say that there is nothing 
illegal about such an accounting. 

Mr. Sraptes. That is our feeling, yes. 

Mr. Mraper. Now, under item No. 1, as I recall it, although you 
could not cite the specific statute, either of you gentlemen, you were 

uite clear that the depositing of local currency funds or placing 
those funds in the hands of someone other than an authorized dis- 
bursing officer was in actual violation of the statutes. 

Mr. Srarres. That is correct. 
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Mr. Meaper. And I thought it would be appropriate for the com- 
mittee to ask you gentlemen to provide a reference to that statute. 

Mr. Harpy. I think that will be a good idea. 

(The information requested follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 27, 1956. 
Hon. Porter Harpy, Jr., 
Chairman, International Operations Subcommittee, 
Committee on Government Operations, 
House of Representatives. 

Dear Mr. CHAIRMAN: Pursuant to the request made by Mr. Meader during 
the recent hearings on ICA operations in Iran, there is transmitted herewith 
a Memorandum concerning the applicability of section 495, title 31, United States 
Code, to foreign currencies owned by the United States. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


APPLICABILITY OF 31 U. S. C. 495 To FOREIGN CURRENCIES 


Section 495, title 31, United States Code, provides that “every person who 
shall have moneys of the United States in his hands or possession, * * * shall 
pay the same to the Treasurer, or some public depositary of the United States, 
without delay, and in all cases within 30 days of their receipt. * * *” 

The phrase “moneys of the United States” is distinguishable from “currency of 
the United States,” which, as used in other sections of title 31, United States 
Code, means United States legal tender (31 U. S. C. 444). And it is apparent 
from a reading of the section that ‘“‘moneys of the United States” means moneys 
owned by the United States, or, in other words, public funds. The word “money” 
is a generic term, and has been held to cover everything which by consent is made 
to represent property and passes as such currently from hand to hand, whether 
it be the iron of the Spartans, the cowry of the African, the gold and silver of 
the world, or the paper of modern Europe and America (Crutchfield v. Robins, 
5 Humph. (Tenn.) 17). It may be noted, also, that those sections of the code 
dealing with stolen property use the term “money” as including the legal tender 
of the United States or of any foreign country (18 U.S. C. 2311). 

In arriving at the meaning of title 31, United States Code, section 495 it is 
pertinent to consider the provisions of a related statute, the act of June 19, 1922 
(42 Stat. 662, 31 U. S. C. 473), which are as follows: 

“The Secretary of the Treasury may designate such depositaries of public 
moneys in foreign countries * * * as may be necessary for the transaction of 
the Government’s business, under such terms and conditions as to security and 
otherwise, as he may from time to time prescribe. * * *” 

Discussion of this legislation prior to passage indicates quite clearly the expec- 
tation of Congress that foreign currencies owned by the United States would be 
held in such depositaries abroad. See, for example, the following colloquy 
appearing at page 8350 of the Congressional Record for June 7, 1922: 

“Mr. WINGco. * * * if this commission desires to designate a certain depositary 
to receive them, and it should appear to the Secretary to be to the advantage of 
the United States to receive that deposit as designated in a foreign country on 
account of the exchange situation * * *. 

* * ~ * * * «& 


“Mr. Winoo. I think the gentleman as a businessman can conceive of a situa- 
tion on account of exchange conditions where the Treasury of the United 
States or this debt commission might find it to the interest of the United States 
to let the payment be made in the first instance to a depositary of the United 
States in London and then send it over here. We might get a benefit by it * * *, 

“Mr. Layton. Might we not get a loss?” 

The act of April 4, 1918 (40 Stat. 506), which added section 16 to the Second 
Liberty Bond Act, authorized the Secretary of the Treasury to issue Liberty 
Bonds payable in any foreign money and “* * * to designate depositaries in for- 
eign countries, with which may be deposited as he may determine all or any 
part of the proceeds of any bonds or certificates authorized by this Act, payable 
in foreign money or foreign moneys.” See also section 4 of the act of September 
24, 1918 (40 Stat. 966), which provided: 
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‘‘* * * The Secretary of the Treasury may, during the war and for two years 
after its termination, make arrangements in or with foreign countries to sta- 
bilize the foreign exchanges and to obtain foreign currencies and credits in 
such currencies * * * and he may designate depositaries in foreign countries 
with which may be deposited as he may determine all or any part of the avails 
of any foreign credits or foreign currencies.” 

Thus, under the laws preceding the present foreign depositary law, it clearly 
was expected that foreign currencies belonging to the United States would come 
into the possession of consuls and other Government officials abroad, and one of 
the purposes of designating depositaries of public moneys in foreign countries 
was to permit the deposit therein of foreign currencies so received. It is impor- 
tant that such receipts of foreign currencies be deposited promptly, thus per- 
mitting the Secretary of the Treasury to decide, depending upon the foreign 
exchange situation, when and to what extent such currencies should be ex- 
changed for United States currency. For these reasons, and giving consideration 
to the general purpose of title 31, United States Code, section 495, it is believed 
to be applicable to all moneys belonging to the United States, whether foreign 
or United States currency. 

Mr. Marriny. Under No. 1, those are currency funds that were 
owned by the United States Government. 

Mr. Sraetes. That is right. 

Mr. Marriny. And that is not the case that he is referring to under 
No. 2. 

Mr. Srapies. Yes; that is true. 

Mr. Harpy. I think it is the same thing, except one is local currency 
and the other is dollars. 

Mr. Srapres. It is the same, Mr. Chairman, but I think we have a 
distinction here that the extent of accounting or the manner of use 
in which an agency can use the funds depends in large measure 
upon the statutes which authorize it. 

Now, where the No. 1 item comes into play is that no matter how 
the Congress may authorize activities or authorize funds to carry on 
activities, they must in any event be carried on through the authorized 
disbursing and financial channels established by the Government. 
There is no exception from that, but the rule that would apply to how 
they shall account or how they shall give away or spend the funds, 
which are appropriated to them, i is usually governed by the statutes 
which authorize those activities. 

I am trying to make a distinction between the purpose for which 
they use them and the financial or banking or funding channels 
through which they use them. 

Mr. Harpy. Of course, you are talking about the channels through 
which they use them and, in No. 1, they did not have or they were not 
using an authorized disbursing officer of the United States to disburse 
those funds. 

Mr. Startes. That is right. 

Mr. Harpy. In No. 2, these funds have been turned over to the host 
government. 

Mr. Sraptes. That is right. 

Mr. Harpy. And from that point on there was no satisfactory ac- 
counting for them. 

Mr. Srapties. That is right. 

Mr. Harpy. Now, in that case they had gotten out of control of our 
mission when they were transferred to the host government, and I un- 
derstood you to say awhile ago that the statement was made, “Well, 
we turned it over to the Iranian Government.” 

Mr. Srapuies. That is right. 
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Mr. Harpy. Well, now, let’s look behind that just a moment. Is 
the accounting such that there is definite evidence that the local cur- 
rencies were turned over to authorized officials of the host govern- 
ment, or is that just sort of a blanket statement? 

Mr. Sraptzs. No, I believe there is evidence in the record indicating 
that the funds were turned over to specified ministries of the Iranian 
Government and the purpose for which they were turned over. | 

You might look upon this, Mr. Chairman, as possibly a delegation 
by the mission or by ICA or its predecessor agency to the ministry to 
handle these particular funds and to use them for the general proj- 
ect-type aid. 

Mr. Harpy. I am just trying to see what our people did, that is all, 
and I suppose that there could be situations in which, if a specific pur- 
pose was involved, the local officials might be appropriately given cer- 
tain responsibilities for its management. I presume that that would 
be a proper finding. 

The thing that I am trying to find out is strictly what happened 
with respect to our own people, and you say that your audit did indi- 
cate adequate recorded evidence that the local currencies were actually 
turned over for specific purposes to host officials ? 

Mr. Srapres. That is correct. 

Mr. Harpy. All right, go ahead. 

Mr. Reuss. Will the chairman yield at this point? 

Mr. Harpy. Yes. 

Mr. Reuss. Mr. Staples, I would like to explore a little with you 
right now the statement made by you, if I understand it right, that 
while the administration of these counterpart funds was not pru- 
dential, nevertheless in your opinion it did not violate the provisions 
of the Mutual Security Act. 

First of all, am I correct in inferring that from your testimony ? 

Mr. Srapies. That is correct; I said that. 

Mr. Reuss. And I am referring particularly to paragraphs 1 and 
2 of the Comptroller General’s report, on page 7, paragraph 1, which 
I gather says that portion of counterpart funds—first, I believe, it was 
5 percent, and later on 10 percent—which is dedicated to the use of the 
United States 

Mr. Srapies. May I correct you there, Mr. Congressman? There 
is no question of counterpart funds involved in this item No. 1. 
They were carrying on a so-called technical-assistance program at 
the time. We had purchased, I believe, these local-currency funds 
with dollars. 

One of the unique features of this Iran program is that to a very 
large degree the United States paid both sides of the cost. In other 
words, they paid the so-called external costs for equipment and 
technicians engaged outside of the country, and in a very large de- 
gree they also footed the bill for the local costs; that is, costs of local 
technicians and local supply purchases, and things like that, which 
in most of the countries are borne by the recipient country as part 
of the fair-share arrangement. 

However, the conditions in Iran apparently didn’t lend themselves 
to that, and it was necessary for the United States to foot the bill 
on both sides of the fence. 

They needed rials, or local currency, in order to pay these local 
costs. And what they did, they would buy either straight for cash 
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or through other devices; they would use dollars in order to acquire 
local currency. 

It was still the United States local currency. Then from that 
point they would draw these checks to the ministers of the various 
ministries of the Iranian Government, charging them or telling them 
that here is an amount to pay for the local costs of this particular 
line of projects. 

Mr. Reuss. And there is no doubt in your mind that, as a legal 
matter, the appropriate Mutual Security Act or its predecessor then 
in force allowed the use of dollar expenditures to buy Iranian cur- 
rency for this purpose ? 

Mr. Srapres. That is right; we have no basis for questioning the 
legality of that. 

Mr. Reuss. How about item 2 on page 7, the use of such local- 
currency funds for grants to Iranian Government agencies; is that 
also a dollar purchase of local-currency arrangement ? 

Mr. Sraptes. That is right. 

Mr. Reuss. So, neither 1 nor 2 has to do with counterpart funds? 

Mr. Stapies. They have to do with local currency that was ac- 
quired by purchase, using dollars. 

Mr. Reuss. Had those reservoirs of local-currency funds been ob- 
tained through the use of local counterpart, there is no doubt in 
your mind—let me finish the question—had those items of local- 
currency funds which are referred to in items 1 or 2 of your report, 
on page 7, been obtained by the use of so-called counterpart, either 
the 5- or 10-percent counterpart reserved for use of the United 
States or the remaining 90 or 95 percent used for the recipient coun- 
try, there is no doubt in your mind, is there, that the use of those 
funds without adequate disbursing or supervisory authority by the 
United States would have been not only a bad administration, but 
contrary to the provisions of the Security Act? 

Mr. Srapies. It would have been contrary, and speaking only of 
the 90- or 95-percent counterpart funds, which are the title of the 
recipient government and may be used for internal economic de- 
velopment in that country, upon the approval of the United States. 
Now, that is, I believe, part of the law. 

Mr. Reuss. The specific language, and I have it in front of me, 
is, “for programs agreed to by the United States to carry out the 
purposes for which new funds authorized by this act would them- 
selves be available.” 

Had these funds been counterpart funds, I take it the degree of con- 
trol exercised was so negligible that it would not have been a legal 
and valid compliance. 

Mr. Sraptes. I don’t believe that we can say that, Mr. Congress- 
man, because, first of all, the 90-percent counterpart funds were physi- 
cally in the possession of the recipient government. 

We have no evidence that they used these funds for any Pree 
or without getting the approval of the mission, or the United States 
Government, for the particular purposes that they wanted to use them. 

Now, how well they used them is another matter. 

Mr. Reuss. But they were at least, as far as your audit disclosed, 
used “for programs agreed to by the United States”? 

Mr. Srapies. Reportedly for programs approved by the United 
States, and I say that advisedly, because the only thing we had to go 
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on were documents or applications received from the recipient govern- 


ment or the mission which specified the purposes for which they were 
going to use them. 

We did not make any physical inspections in the field of any of 
those particular projects, and we have only the reports of the mission 
to go on as evidence that the funds were actually used for the purposes 
for which they were represented to the mission. 

Mr. Revss. Just one more question. Do the end-use check require- 
ments of our various mutual-security acts and their predecessors apply 
not merely to the direct use of United States grant and loan assistance, 
which clearly they do apply to, but also to (1) the use of counterpart 
funds, and (2) to the use of local-currency funds procured with dollar 
exchange, which you are talking about in paragraphs 1 and 2? 

Mr. Stapies. Well, I would say that the end-use inspection by law 
covers the direct-financed commodities of the United States. 

Mr. Revss. It does not cover these latter two? 

Mr. Srapugs. I do not believe it covers these latter two funds. How- 
ever, the agency, by administrative determination—and we have al- 
ways advocated it as far back at 1952—did consider that the end-use 
mspection function should include inspection in some way, possibly 
less intense than in the case of direct-financed commodities, but it 
should include some inspection of the projects which are undertaken 
with the use of counterpart funds. And, generally, the agency has 
adopted that as part of their end-use procedures. 

Mr. Reuss. Does that administrative extension of the end-use 
checkup go not only to counterpart funds, but to the expenditure of 
eee funds, such as you are talking about in paragraphs 1 
and 2¢ 

Mr. Sraptes. No, it does not, Mr. Congressman, and I might say 
that, as far as I know, this experience in transferring local currency 
was unique to Iran. 

It was a manifestation or a recognition of what they believed to be 
: very critical financial situation in Iran, and they justify it on that 

asis. 

It is not a usual, I should say, or an ordinary or a general pattern of 
operation of a technical assistance program, so they do not have any 
procedures for doing that. 

As to whether or not they would be able to, I would imagine that 
if they wanted to go behind the use of the funds which they turned 
over to the Iranian Government, that would be a matter of arrange- 
ment or negotiation between the mission and the Iranian Government. 

Mr. Reuss. But wouldn’t you think that the extension of that end- 
use inspection requirement to this local currency category was as wise 
and, indeed, necessary, as its extension to the counterpart fund cate- 
gory which you have just testified you did advocate? 

Mr. Sraptes. If it were to be a part and parcel of the regular con- 
tinuing operation of the aid program, in Iran or in any other coun- 
tries, I would definitely say yes, but this was, I believe, discontinued 
a couple of years ago, or is being discontinued now. That was not 
intended to be a permanent part. It was to meet what was deemed 
to be an emergency situation and was not intended to be a regular 
part of their modus operandi. 

Mr. Harpy. Let’s go ahead with No. 3. 








48 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Sraptzs. No. 3 is: 


Failure to maintain adequate accounting control over fiscal year 1952 program 
funds, with the result that their obligational status could not be accurately 
determined until sometime in fiscal year 1954. 

Mr. Harpy. Now, do I understand from that one, that in fiscal 1954 
it was possible to determine what was the obligational status of the 
1952 funds? 

Mr. Stapues. That is right. 

The obligational status could not be determined. ‘The records were 
in pretty bad shape, I would say. 

Mr. Harpy. What I am talking about, does that statement indicate 
that the obligational records from the 1952 program were in such bad 
shape that they could not terminate them in 1952, but were they ever 
able to determine what their actual status was? 

Mr. Stapies. We found out that they determined them in 1954. 
In other words, it was largely a matter of reconstructing records, get- 
ting documentation which they hadn’t gotten, and putting enough 
manpower on the job to reconstruct it and build it up again. 

Mr. Harpy. Build up something that made a record, any way. 

Mr. Srapies. Something that made a record, that tied in and 
accounted for all of those funds. 

Mr. Harpy. Don’t teli us that you verified all of those items. 

Mr. Srapues. No, sir; we did not, Mr. Chairman. We would not 
even attempt to. We would have to have too big a staff to be able to 
do that. It was something that was a bad 

Mr. Harpy. In 1954 they had gotten around to a procedure that 
was understandable, even if the stuff that supported the procedure 
was not necessarily supportable. 

Mr. Sraptes. Well, as time went on. their procedures got better and 
they began to get a little more stabilized in their operations and all 
the sins and deficiencies that had occurred back in 1952 and 1951, they 
were finally able to get people to take care of them and get them 
straightened away. 

Mr. Harpy. Let’s go to No. 4. 

Mr. Straptxs (reading) : 





Dollar grants to the Iranian Government for procurement from outside of 
Iran, contrary to prescribed procedures requiring letter of credit arrangements 
with commercial banks in the United States. The required procedures were put 
into effect in September 1952. 

Mr. Harpy. That has been going on a long time. 

Let’s go to No. 5. 

Mr. Strapies (reading) : 

Lack of a clear and consistent method of accounting for the commitment of 
United States funds for dollar and local currency requirements of cooperative 
project activities. Reported obligations and expenditures were finally restated 
at June 30, 1955, to conform to the contributions stated in the arrangements 

Mr. Harpy. I don’t know whether I understand that. 

Mr. Srapies. Well, that is a real toughie, Mr. Chairman; it is quite 
an involved thing. 

IT will do my best to explain it. 

Mr. Harpy. What did they have on June 30, 1955, that got this 
business all straightened out? 
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Mr. Srapies. Well, for one thing, they used two sets of agreements 
in their relations with the recipient countries. One was a broad pro- 
cram agreement where they would agree to ¢ arry on an agricultural 
progr am. 

That kind of agreement would have amounts stated there for both 
the United States and the Iranian Government, and they would also 
specify the amount of local currency costs. 

Then, when they got down to actually implementing that agree- 
ment, they would execute project agreements for individual pr ojects 
underlyi ing those agreements. 

And in those agreements, also, they would specify the amounts to 
be contributed by “the respective countries. 

Now, one of the difficulties was that when you added up all the 
project agreements within a certain program, they didn’t add up to 
the amount that was in the program agreement. 

Mr. Harpy. Well, now, that is w hat I am trying to get at. 

In that type of thing, how did they finally get enough to add up 
to make them come out even ? 

Mr. Sraptes. They were actually spending money under the proj- 
ect agreements, and ‘if they spent more money than what was called 
for in the program agreement, they would have to go back to Wash- 
ington to see whether or not they had more money, more appropriated 
funds which had not been allocated, and then’ they would allocate 
them to make up that deficiency. 

Now, if, on the other hand, it worked the other way around, they 
were all right. Then they merely took the excess that was not used 
and they threw that back and used that for other program purposes. 

Mr. Harpy. Did all of that stay within the 10 percent that they 
were allowed to do the juggling with ? 

Mr. Sraptes. The 10 percent did not apply here because it was not 
a transfer between appropriations but merely a transfer between pro- 
grams and projects within the same appropriation, so that the 10 
percent transfer provisions in the legislation did not apply there. 

Mr. Harpy. So that if one program had been underestimated, they 
would just look around somewhere and try to find something that 
they hadn’t spent and switch over to pay for that one. 

Mr. Sraprxs. Well, that would be one way of saying it, but they 
always have programs on the agenda, and, when they have funds, 
when they find that they have overestimated a certain roject and 
they have money in there, they are in a position to transfer it to an- 
other program where they might need money, or another program 
which they haven’t under taken as yet. 

Mr. Harpy. We need more latitude than that if we want to build 
something under the rivers and harbors program. You can’t juggle 
it around like that and get a river dredge on something of that 
kind, but you could do that in any of these foreign- aid programs if it 
was deemed to be a wise thing to do. 

We will need you again in the morning, Mr. Staples. I am sorry 
we had so many interruptions. 

We will reconvene in room 1501 in the Old House Office Building 
at.10 o’clock in the morning. We stand adjourned. 

(Whereupon, at 4 p. m., the subcommittee adjourned to reconvene 
at 10 a. m., June 1, 1956, in room 1501, Old House Office Building.) 
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FRIDAY, JUNE 1, 1956 


Houser OF REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., in room 1501, New House Office: 
Building, Hon. Porter Hardy, Jr. (chairman of the subcommittee), 
presiding. 

Present: Representatives Porter Hardy, Jr., Henry S. Reuss, and 
George Meader. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel, and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reuss, Mr. Meader, and 
myself, constituting a quorum under the rules of the committee. 

When the subcommittee adjourned yesterday we were receiving 
testimony from representatives of the General Accounting Office, and 
we had concluded a discussion of the five specific points listed on page 
7 of the GAO report. 

We are pleased to have back this morning Mr. Staples, Mr. Rabel, 
and Mr. Martiny, who have all been previously sworn. 

We will now proceed where we left off yesterday afternoon, Mr. 
Mountain. 

Mr. Mountain. Mr. Chairman, I believe Mr. Staples has a short 
opening statement which he would like to make at this time. 


FURTHER TESTIMONY OF JOHN H. MARTINY, LEGISLATIVE ATTOR- 
NEY, GENERAL ACCOUNTING OFFICE, ACCOMPANIED BY GEORGE 
H. STAPLES, ASSISTANT DIRECTOR, CIVIL ACCOUNTING AND 
AUDITING DIVISION; AND FREDERICK K. RABEL, AUDIT SUPER- 
VISOR 


Mr. Sraptes. Mr. Chairman, we would like to clarify two matters 
which were the subject of discussion in yesterday’s hearing. These 
matters are among those set forth on page 7 of the report on Iran. 
They relate to item 3 which was the determination in 1954 of the obli- 
gational status of the 1952 funds, and item 5, which is the method of 
accounting for dollar and local currency commitments on project 
activities. 

We believe that this information will serve to make the record more 
complete on these matters, and will give the committee a fuller under- 
standing of them. 
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Mr. Rabel is more familiar than I am with these details, and 1 am 
asking him to present them to you. I have already distributed a 
memorandum which Mr. Rabel prepared on these matters, and I be- 
lieve that copies have been given to the members of the committee. 

Mr. Harpy. In order that there may be no misunderstanding in con- 
nection with these points, I believe it would be well to have Mr. Rabel 
clear them up right now. 

Mr. Rabel, suppose you go ahead and read into the record your 
statement in connection with these matters which were not entirely 
clear yesterday. 

Mr. Rasex. Thank you, Mr. Chairman. 

Regarding item 3 on page 7, we stated that we did not make a 
detailed audit to verify the obligational status of the 1952 appropria- 
tion accounts as finally determined by the agency. We should add 
that we did make test checks of the accounting records as adjusted 
and we found no errors in the items tested. We generally satisfied 
ourselves that the mission undertook the adjustment of the accounting 
records in an orderly manner. 

As to item 5, page 7, we stated that the lack of a clear and consistent 
accounting of United States project contributions was due to dis- 
crepancies between program and project agreements. We should 
clarify this statement by adding that the discrepancy was not so much 
a monetary one, but caused by the fact that the legal people in the 
mission considered the program agreements as the obligating docu- 
ments, whereas the accounting people had to keep their records on the 
basis of the project agreements. These project agreements did not 
clearly distinguish between two types of project contributions by the 
United States: (1) Those involving a direct dollar expenditure for 
the project itself, such as the procurement in the United States of 
equipment needed by the project; and (2) contributions to pay for 
local costs, which TCA generated by certain special transactions such 
as student assistance and commodity procurement. It is these local 
currency contributions for individual projects which the mission did 
not properly account for. In other words, the financial records and 
statements did not clearly and consistently show exactly how much 
dollars and how much local currency the agency had committed for 
each project, nor did they show the source from which the local cur- 
rency was derived. 

By the close of fiscal year 1955, the Controller adjusted the records 
and statements so as to reflect the direct dollar commitments for each 
project, as stipulated in the agreements. He also analyzed and ac- 
counted for the various sources of local currency financing, whether 
from direct United States contributions, from generated foreign cur- 
rency, or from budget contributions by the Iranian Government. 

The problem of accountability for project costs was somewhat 
unique in Iran because the United States financed both dollar costs 
and local currency requirements, Presently a better accountability is 
being established by recording in the accounts of the mission the ex- 
penditure of the dollars and in the records of the joint fund the ex- 
venditure of local currency. Since United States and Iranian contri- 

utions for local costs are being commingled, they are more properly 
accounted for by the joint fund which has the financial responsibility 
for local currency financing. We should add that the accounts of the 
joint fund are maintained under the supervision of the ICA mission. 
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Mr. Harpy. I think that does help to get a little better understand- 
ing, but with respect to your statement that by the close of the fiscal 
year the Controller adjusted the records and statements, do you mean 
that they had to be reconstructed ? 

Mr. Rapev. Well, I would use the word “rearranged.” The ac- 
counting records and the financial statements now show the amounts 
asthey are. They can be traced directly to the project agreements and 
they are in agreement with the amounts as stated in the agreements. 

Mr. Harpy. In the last paragraph of your statement you call atten- 
tion to the fact that the Iranian program was different from others 
in that the United States financed both dollar and local currency 
requirements. In other words, this program differed from the usual 
technical assistance program in that the host country itself made 
no contributions except those which were also financed by us; is that 
correct ¢ 

Mr. Ranex. The Iranian Government made some small contribu- 
tions of its own but a considerable portion of the local costs were 
financed by the United States. 

Mr. Harpy. Therefore, a large percentage of the normal host coun- 
try contribution or participation in the technical assistance program 
in Iran was supplied through grants of dollars; is that right? 

Mr. Rarev. That is correct, Mr. Chairman, except that these dollars 
were granted in different forms. Some dollars were actually con- 
verted by purchase of local currency and these local currencies were 
made available to pay for local costs. 

Mr. Harpy. Nevertheless, the local currencies were generated by 
the use of dollars which came from United States funds? 

Mr. Rane. That is correct. 

Mr. Harpy. Do we have any indication, or do we have any figures, 
that would indicate whether virtually all or what percentage of the 
local currencies which are normally furnished under a technical as- 
sistance program by the host country—as to how much of that was 
furnished by dollars either directly or indirectly ? 

Mr. Rasev. Mr. Chairman, I could not quote an amount. It is 
not readily available. I believe that the mission probably could 
compile such a figure as to how much local costs have been financed 
by the United States. 

We have quoted in our report on page 39 the amount of cash con- 
tributions made by the Iranian Government, which was somewhat 
over $7 million during the 4-year period, 1952 through 1955. 

Mr. Harpy. That is a direct contribution from the Iranian Gov- 
ernment ? 

_ Mr. Rasen. It is the cash contribution made directly by the Iranian 
Government without the help of the United States. 

Mr. Harpy. There is no indication that these funds were generated 
indirectly by dollar grants? 

Mr. Rare. That is correct. 

Mr. Harpy. All right; go ahead, Mr. Mountain. 

Mr. Mounrarn. Mr. Staples, I would like to refer to the third 
finding which you made in your report which appears at the top of 
page 2 that reads: 


Substantial quantities of agricultural equipment were unused. 


Could you tell us the significance of that finding? 
79239—56——_5 
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Mr. Staples. Well, I would say, Mr. Mountain, that the sig- 
nificance of the finding was that the equipment was unused, and 
meant that it was not being productive and therefore was not being 
used for the purpose for which it had been-acquired. That would 
be one of the major factors and it also raises the question if that 
equipment was not used, was it suitable to be used in the assistance 
program ?¢ 

Mr. Harpy. Do we have any definite knowledge as to whether that 
equipment was ever used for the purpose it was sent over there, or 
whether it was disposed of, or what became of it ? 

Mr. Srartes. We do not know of our own knowledge, Mr. Chairman, 
whether in the days when it was purchased—and I understand most 
of this equipment was purchased in the early days of the program 
in 1952 and 1953. We have only the word of the mission, or the infor- 
mation given to us by mission people, that when it was bought sub- 
stantially all of it was used at one time or another in those early days, 
However, when we were there in 1955 it was at that time not being 
used. 

Mr. Harpy. What do you mean by the word “substantial ¢” 

Mr. Srarues. Well, the point is this: I am allowing for the pos- 
sibility that there may have been a piece of equipment here and there 
which may never have been used, but the information we have is that 
most, if not all, of it was at one time used and was useful. 

Mr. Harpy. But there were no programs underway at the time of 
your field inspection which were utilizing there any substantial 
amount of the agricultural equipment which had been sent over; is 
that correct ? 

Mr. Sraptes. Of that particular agricultural equipment that we 
have referred to in the report, we cannot say that all agricultural 
equipment was being used. We are referring here to certain agricul- 
tural equipment that was not being used at the time we were there. 

Mr. Harpy. Is there any way we can tie that down any closer? 
What does it amount to? How much equipment was involved that 
was idle? Is your report specific on that point? 

Mr. Srapues. Mr. Rabel, I think, can elaborate a little more on 
that for you, Mr. Chairman. 

Mr. Raset. Mr. Chairman, we are not in a position to state the 
amount of it in terms of quantity because the mission has 10 field 
offices in Iran, and I was able only to visit 3, and all of these 3 offices 
showed this picture of unused farm machinery. 

Mr. Harpy. Did you see the equipment yourself ? 

Mr. Rasen. Yes, sir; I saw it myself. 

Mr. Harpy. There were no programs currently in progress that 
required the use of that particular equipment ? 

Mr. Rasev. There were other programs which would use farm ma- 
chinery, but my understanding was that there were no immediate 
plans for its use. 

Mr. Harpy. That was at three locations. Was that machinery 
under cover, or was it housed ? 

Mr. Razer. The equipment which I saw was in the open. Some of 
it was in sheds, and some of it was standing free in the open. 

Mr. Harpy. What kind of equipment was it? Did it involve trac- 
tors, earth movers, or what? 

Mr. Rasew. It was farm implements. 
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Mr. Harpy. It was farm implements? 

Mr. Rasen. Yes, sir. 

Mr. Harpy. Farm tractors? 

Mr. Rapet. Yes, sir. 

Mr. Harpy. Appreciable numbers of them? 

Mr. Rasex. Well, I am not an expert in farming and agriculture. 
It is difficult for me to say because I do not know the exact amount 
of farm machinery purchased in general by the mission, but to me 
as a layman it seemed to be more than you would expect to find 
temporarily idle. f 

Mr. Harpy. Was there a considerable area where this stuff was 
sitting ¢ 

Mr. Rape. It was in what they call in Iran a compound or storage 
area. There was a considerable portion filled. 

Mr. Harpy. Let us take a specific location or a particular post that 
you did visit there, and let us see if we can pin this thing down. 

Being a farmer myself, I am interested in that equipment, and would 
like to have a little better understanding as to just what was involved. 

Can you take a specific location and estimate the size of the area 
that was filled up ? 

Mr. Rasev. No, sir; I could not. 

Mr. Harpy. You are not very good in figuring areas? 

Mr. Mraper. Mr, Chairman, could I ask a question on that point? 

Mr. Harpy. Yes; go ahead. 

Mr. Meaper. Mr, Rabel, in your statement on page 9 you say some 
of this equipment was not suitable for the condition of the territory 
where it was located. 

Mr. Rasew. Yes, sir. 

Mr. Meaper. Now, on what do you base that statement ? 

Mr. Raper. Well, may I mention as an example a seeding machine 
that was of a size which is not used in that part of the country be- 
cause the farmers have a smaller size area for their fields, and the 
machine was too large. It might have been useful in the United States, 
but it was not useful in those particular parts of the country. 

Mr. Meaper. Now, not being a farm expert, did you rely upon your 
own judgment as to the suitability of that equipment, or did the 
mission people say it was not suitable? 

Mr. Rape. Yes, sir; I was accompanied on my trips at all times 
by an official of the mission and my findings were confirmed by the 
mission official and he explained 

Mr. Mraper. What was his name? 

Mr. Rape. I was accompanied by different officials, but may I 
quote Mr. Stoops, who is the Deputy Mission Director in Iran at the 
present time, who, I understand, has agricultural experience, as he 
told me. 

Mr. Meaper. Were there items of equipment other than this seeder 
that you referred to that were not suitable for the type of agricultural 
operations in the territory where the equipment was found ? 

Mr. Rasev. I could not quote you from my memory those items. I 
do not remember at this time. 

Mr. Mrapver. Do you have any field notes upon which you based 
your statement that unsuitable equipment was provided ? 

= Rasev. Yes, sir; we have working papers which I could con 
sult. 
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Mr. Meapvrr. I mean I think we ought to have more than one 
example to support a statement that some of this equipment was not 
suitable for the conditions of the territory where it was located. 

It seems like poor planning and poor procurement if they bought 
a lot of equipment that was not any ane over there. You ought to 
have more than one example, it seems, to put forward a conclusion that 
the equipment was not suitable. 

Mr. Slaten: Well, there is a fairly lengthy discussion of this specific 
item on pages 33 and 34. It does not get into any instances or numbers 
of equipment items but it does discuss in general terms the situation. 

Mr. Mountarn. Mr. Chairman, I would like permission to introduce 
into the record a copy of the International Cooperation Administra- 
tion’s reply dated May 25, 1956, to the General Accounting Office’s 
comments contained in the GAO audit report. 

Mr. Harpy. Without objection it will be included. 

(The document referred to will be found in appendix ITT, p. 1101.) 

Mr. Mounrarn. I would like to quote this comment of the ICA on 
this particular point: 

As indicated in the report the agricultural equipment referred to is mostly 
equipment that was purchased in the early days of the program when speed was 
essential. Also as indicated various types of equipment were shipped from the 
United States on an experimental basis, and before local requirement had been 
adequately determined. This equipment is being carefully inventoried and 
assessed for utility in Iran. The mission is making every effort to utilize this 
equipment in keeping with its agricultural program and any equipment deemed 
surplus will be disposed of in accordance with the established agency policy. 

Mr. Harpy. I think that isa pretty clear statement from the agency. 

Mr. Mountain, I want you to make a note of this specifically: We 
would like to have testimony before we conclude these hearings as to 
whether or not there is any more recent information gathered by 
the agency in connection with that statement, as to what they are doing 
about it. That would indicate that they are looking into the problem 
and, maybe, they will have some information which will indicate that 
thev have had some degree of success and are working on it. 

That, of course, is an indication that there was considerable sub- 
stance to the comment number three, even though we do not have any 
figures to indicate the magnitude of it. 

Mr. Srapies. Our whole force in Iran consisted of one man for a 
period of 3 weeks and our comment here is based largely upon a visual 
observation as you go about making inspections and there was no 
attempt or no effort or no possibility on our part for going around and 
making any kind of a test inventory. We could only form a general 
impression that there seemed to be quite a bit of equipment around. 

Mr. Harpy. With no more time than that, you would have been 
limited as to the detail you could assemble. I wish you had taken a 
little more time. 

Mr. Mraper. Do I understand the mission’s records did not reveal 
the total purchases of agricultural equipment ? 

Mr. Srapues. I believe that is correct. Is it not, Mr. Rabel ? 

Mr. Rasen. That iscorrect. It was not possible to determine readily 
from the mission records how much they had on hand either by units 
or amounts or even get a list of items that were idle. That was not 
possible. 
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Mr. Meaper. But I am talking about their purchases. Were there 
no records to show their purchases of the agricultural equipment ¢ 

Mr. Razei. The mission had then given orders to reconstruct a com- 
plete record of the purchases and tie it into physical inventory but 
they had just started. There were no up-to-date records of either 
purchases or inventory. 

Mr. Meaper. You could not tell whether the mission in Iran had 
bought $200,000 of agricultural equipment in the United States or 
whether they had bought $2 million worth or $10 million ? 

Mr. Rasex. That was not readily available. 

Mr. Meaper. Is that the way the Government usually does business ? 
Do we not have a record of what we buy when an agency buys some- 
thing ? 

Mr. Srapies. Generally. The mission had copies of invoices and 
documents evidencing purchase and delivery of equipment but those 
documents were all fragmentized and never brought together in one 
place, such as a card file or any inventory record that you could readily 
consult, and find out how much of this or that they had bought. 

Mr. Harpy. Are you not making an assumption? You do not know 
whether they had them or not. 

Mr. Srapues. I believe our examination disclosed that insofar as 
we tested, they had folders which evidenced individual purchases. 

Mr. Harpy. But you have no way of assuming they were complete? 

Mr. Srartes. I don’t mean to imply they were complete. I merely 
said they had records which were fragmentized in the sense that they 
were never brought together. I don’t know whether those records 
were complete. I don’t know if the mission knows they were com- 
plete. You could not readily find out how many tractors or how many 
pieces of any equipment they had bought, where they were or whether 
they still had them. That is what I understand the mission set out 
to do in Operation Search to pull together this fragmentary informa- 
tion and build up an inventory. 

Mr. Meaper. Let us assume they had no summary of purchases of 
agricultural equipment but did they not have a program which said 
they would buy $2 million worth of agricultural equipment? Was 
there not information for that type of equipment or was the sky the 
limit? Were there no controls at all on the amount of agricultural 
equipment they intended to buy? 

Mr. Rapsex. The agricultural program is conducted in the form of 
several projects and there might be 10 or 20 or more projects and each 
project has a certain requirement and there are certain approved 
amounts which the mission procures, but on an overall basis there was 
no record to show how much the agricultural program would have in 
terms of similar categories of items. 

Mr. Mraper. In other words, you are telling me now they had spe- 
cific agricultural projects in which they might have a few pieces of 
agricultural equipment, might have some fertilizer, might have some 
seed, and might have had technical know-how or somebody to come 
over and advise them on agricultural procedures ? 

Mr. Raper. That is correct. 

Mr. Meaper. That would all be mingled together and they would 
have a figure for that project, but they never took out of it “We need 
so much agricultural equipment.” 
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Mr. Razeu. In those compounds or storage areas I visited, the equip- 
ment was standing there, but it could not be readily identified as to 
projects. I saw it as a whole, as a mass, but one tractor might belong 
to a demonstration of farm machinery, another might be for a project 
to encourage farm cooperatives, another might be for crop improve- 
—_ It would not be possible to judge on an overall basis the number 
of units. 

Mr. Meaper. Did their records disclose whether the proceurement 
was done on a project basis? 

Mr. Rasext. That is right, sir. 

Mr. Meaper. In other words, if they had 10 projects and they had 
some agricultural equipment in each project there would be individual 
procurement by projects rather than to buy all tractors they needed 
for all 10 projects in 1 procurement ? 

Mr. Startxes. That is substantially correct. 

Mr. Harpy. Were those procurements made by the mission people 
directly or made by ICA in Washington or the TCA ? 

Mr. Raset. The technician assigned to a project would initiate a 
purchase request in cooperation with the Iran technician who works 
with him. They would submit it to the Chief of the Technical Serv- 
ice. In other words, if we talk about agriculture, the Chief of the 
Agricultural Division in the mission. He, in turn, would submit it 
then to the procurement officer and to the mission director and then 
the oa would go to the United States, generally for procurement 
by GSA. 

Mr. Harpy. Has there been an effort made to determine whether 
GSA had records by projects or did they keep them that way ? 

Mr. Rasex. They keep them by individual orders. 

Mr. Harpy. So that unless there were records in the field there 
would be no place where you could find a complete and accurate 
assemblage of data showing just how much had been procured for 
each individual project and by volume and how much had been pro- 
cured for the entire operation in Iran? 

Mr. Rasex. That is correct, Mr. Chairman. 

Mr. Harpy. Would the same thing apply to materials other than 
farm machinery and agricultural projects? 

Mr. Rasen. This is the general way these projects are being handled. 

Mr. Harpy. So that so far as there was procurement of fertilizer— 
I do not know if there was—— 

Mr. Razsex. There usually is. 

Mr. Harpy (continuing). From the United States, there was at 
the time you were there no complete picture of how much had been 
purchsed or where it had been used ? 

Mr. Rasew. That is correct. 

Mr. Meaper. Mr. Staples, is this method of procurement by project 
rather than by items countrywide usual in the ICA to your knowl- 
edge ? 

Mr. Srapixs. I believe that is the established procurement policy 
throughout all missions in the ICA. 

Mr. Meaper. In other words, they do not lump together all like 
items and go through one procurement for all of them, but they have 
a lot of little compartmentalized procurement projects which have a 
variety of items that are being procured for one project ? 
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Mr. Srapixs. As a general proposition that is their policy. 

Mr. Meaper. That is typical throughout the ICA operation ? 

Mr. Startes. That is correct. 

Mr. Mraper. Do you have any views on the desirability of that 
method of procurement, Mr. Staples? 

Mr. Srartes. Somewhere, Mr. Congressman, I can’t identify it at 
the moment, but somewhere I think we made a recommendation in a 
report where it seemed to be particularly appropriate that the agency 
might consider the feasibility of either combining their procurement, 
or at any rate before they would make procurement on a particular 
project to look around and see if they had available equipment from 
another project. I can’t identify that at the moment, but it sticks 
in the back of my head that somewhere we recommended that in some 
report to the agency. 

r. Meaper. It strikes me—maybe I am not experienced enough to 
have any worthwhile views on the subject—that when you buy in 
little pieces like this, you do not get as good a bargain as if you as- 
sembled perhaps worldwide the requirements for agricultural equip- 
ment for ICA and they made contracts and maybe advertised for bids 
for their equipment and procured it on a mass basis. Would it not 
logically seem to be more economical to do it on a large-scale basis 
rather than in little bits and pieces? 

Mr. Srapies. As a theory, that is correct. I do think in all fair- 
ness to the agency, to be objective about it, there are certain practical 
problems involved. For instance, these projects are not all under- 
taken at the same time. There is a matter of timing. One project 
might be initiated in September, and another project might be initi- 
ated the following March or April and, as a matter of fact, one proj- 
ect might be initiated in 1952 and another project using the same kind 
of equipment might be initiated in 1954, and the equipment might pos- 
sibly be used concurrently. While project A and project B are both 
going on they each need a tractor, but they may have started at differ- 
ent times. I believe there are certain practical problems which the 
mission, I am sure, can explain much better than I can. 

It just occurs to me from an administrative viewpoint there are cer- 
tain problems which would prevent a complete application of this 
mass theory of purchasing. 

Mr. Meaper. Is that any different with ICA than it is with other 
Government departments ? 

Mr. Sraptes. No; it isn’t. 

Mr. Mraper. Do they not make their plans on an annual and fiscal 
basis and present their program to Congress, get their money, and go 
out and buy their material after it has been approved by Congress? 

Mr. Srapies. That is right, but I do think that this has a bearing 
on it, that in a domestic agency, once they lay their program out, they 
are free to go right ahead with their procurement. 

In the case of the technical cooperation activities, they have their 
programs laid out themselves, but they have to work in coordination 
with the recipient country. There are things to be done by each, and 
it may be that a project will be in the process of negotiation over a 
period of 4 or 5 or 6 months before it finally gets to the point where 
they sign an agreement and get started on it. | 

n these projects they don’t get started with any procurement until 
after they have come to an agreement. There is that difference. I 
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can’t claim that it is something that the ICA cannot improve. I can’t 
necessarily go along with them on the complete extreme that each 
project must stand completely independently on itsown. I think prob- 
ably there is an area where they might, from our observations, look 
around and possibly make better use. 

Mr. Harpy. I think you can make that observation applicable to 
every operation of Government. I think very often there is evidence 
of somebody’s rather careless approach to view their immediate require- 
ments without taking into consideration the availability of the things 
they need from some other governmental source. 

Mr. Srarres. I think that is correct. 

Mr. Martiny. There is one thing we should add with regard to mass 
purchasing, that the reason for going to GSA is the fact that they 
do have the open contracts generally on this type of equipment. In 
other words, GSA probably woud have an open contract for the pur- 
chase of a particular type of tractor for, say, 1 year. Then if any 
Government agency needed a particular item, they would go to Gen- 
eral Services Administration, and that particular item would be 
bought unter this open-end contract which would cover the mass 
purchasing that you had in mind. 

Mr. Harpy. I think that point is well made. 

Mr. Mounrarn. Mr. Rabel, I believe that on page 9 of your report 
you have somewhat elaborated this finding with the additional state- 
ment “there were other deficiencies in property management.” Do we 
understand by that that inventory controls in other areas than agri- 
culture were somewhat deficient ? 

Mr. Razr. These deficiencies have just been discussed here. That 
is, the lack of up-to-date and complete procurement records which 
would show how much the mission has on order, how much is being 
snipes from the United States, and how much has been received, and 
to follow up on back orders and the complete record of equipment on 
hand by units and by dollars. In both of these areas the mission was 
working at the time I had arrived in Iran and orders had been given 
to bring the records up to date both in terms of pending procurement 
as well as equipment on hand. 

Mr. Mountain. Was there an undertaking under the Iranian pro- 
gram known as the Karadj Dam ¢ 

Mr. Rasen. Yes, sir. 

Mr. Mounratn. Did you visit this project ? 

Mr. Rape. Yes, sir, I visited the project. 

Mr. Mountain. Would you, in connection with your remarks about 


property management, read for us the next to the last paragraph on 
page 47 of your report ? 


Mr. Rasen (reading) : 


Our field examination of this project brought out that the road equipment, paid 
for by United States funds and used by Morrison-Knudsen, has been repainted 
and labeled as Morrison-Knudsen equipment and does not bear the Mutual Secu- 
rity emblem. This, coupled with the fact that the mission had no up-to-date 
record of the equipment delivered and on order, made it impractical for the mis- 
sion staff to exercise proper equipment control. The mission has since informed 


us that a reconciliation of the equipment delivered to the project has been 
accomplished. 
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Mr. Mountarn. Mr. Chairman, I would like to read this excerpt 
from the International Cooperation Administration’s commentary 
dated May 25, 1956, on this point: 

The failure of the mission to properly record and label equipment brought in 
under this project is due entirely to an administrative error by which personnel 
responsible for the receipt and labeling of equipment received oral instructions 
to deliver equipment at the port of the Karadj Dam Authority. This instruction 
was at variance with the usual practice of delivering equipment to Tehran where 
the equipment was placed upon property accountability rolls, labeled, and then 
delivered to project sites. This administrative error has been corrected, property 
records are being reconciled, and the property identified and labeled. 

Mr. Harpy. Is there anything to determine how much equipment 
was involved? That letter was dated May 25? 

Mr. Mounrarn. Of this year. 

Mr. Harpy. That is very recent, so presumably that action to correct 
that deficiency is now in progress. At least, that is the way I would 
understand that letter. 

Mr. Meaper. Might I ask a question for clarification ? 

Mr. Rabel, this sounds like all the road equipment was repainted 
and labeled Morrison-Knudsen equipment, although it belonged to the 
United States Government. 

Mr. Rape. My understanding is that title actually had been trans- 
ferred by the United States to the joint fund. I underst: and that is 
the standard procedure in Iran as well as in other countries, that the 
equipment procured in the United States is transferred where there 
is a joint fund. The joint fund generally is considered an agency of 
the foreign government which would give the ownership of the equip- 
ment to the joint fund. 

However, in this case the joint fund loaned the equipment to the 
Karadj Dam Author ity, which is another Iranian agency similar to our 
TVA, and that organization was supposed to return the equipment 
after use to the joint fund. An American construction company had 
a contract with the Karadj Dam Authority to carry out construction 
work, and it is their practice, as I understé ind, to paint equipment under 
their control a certain color and put their initials on. That had been 
done for this equipment. 

Mr. Meaper. This leaves an impression that Morrison-Knudsen were 
appropriating equipment that did not belong to them. You did not 
mean to leave that impression ? 

Mr. Raper. I don’t believe they intended to do that. I think, as a 
matter of control on their own part, they decided to paint it. However, 
ICA has instructions that all equipment which is financed with United 
States funds be clearly labeled with the Mutual Security emblem, 
which is the clasped hi inds and shows the American colors, to indicate 
to the foreign nations where the equipment comes from. This would 
create the idea that the equipment is furnished by this American con- 
struction company but not through the foreign-aid program. 

Mr. Harpy. Did Morrison-Knudsen Co. have equipment of their 
own on that job? 

Mr. Ranet. That might be. I was not able to tell because the equip- 
ment all looked the same. 

Mr. Harpy. That is the point. If they had any equipment of their 
own, there would have been no way for anybody to tell the ownership 
of the equipment, whether or not this Government-furnished equip- 
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ment actually belonged to Morrison-Knudsen. It would have been 
logical to assume it did. The only way you could have proven other- 
wise would be to dig out serial numbers and go back to purchase 
records ? 

Mr. Raset. I tried to ascertain all equipment delivered to the project, 
but it was impossible because the mission could not tell how much 
had been delivered and how much was on order. 

Mr. Harpy. The mission did not know how much was delivered or 
on order? 

Mr. Raset. I thought by going to the project I could determine 
nee ee had been delivered, but it was impossible because of the 

abeling. 

Mr. Harpy. How did you know any of it was originally furnished 
under the ICA program ? 

Mr. Rasev. I had examined the purchase orders for this project, 
which indicated the type of equipment which is heavy seat banding 
equipment. And by inspecting the equipment it corresponded to the 
items which the United States had procured. 

Mr. Harpy. How do you know? Maybe Morrison-Knudsen took 
that stuff over there. 

Mr. Rasen. I would not be able to identify them for sure. 

Mr. Harpy. You do not know whether this equipment you are talk- 
ing about was actually the property of Morrison-Knudsen Co. then? 

Mr. Raset. I was told by both representatives of Morrison-Knudsen 
as well as by the mission that that was the equipment financed by 
the United States. 

Mr. Harpy. But there was no way to identify it as such ? 

Mr. Rasex. That is correct. 

Mr. Harpy. Except by what somebody told you? 

Mr. Rasev. That is correct, Mr. Chairman. 

Mr. Mountatn. Mr. Rabel, I would like to refer you to that section 
of your report in which you show the amount of funds used on this 
Karadj Dam Authority, I believe it is page 45. Under dollar contribu- 
tions expended by the United States in connection with this project, the 
amount shown is $1,273,501 out of a subobligation of $2 million. Can 
you tell us whether this figure represents the equipment that we are 
talking about or something else ? 

Mr. Rasex. Yes; the major portion of the $1,200,000 represents the 
equipment. As I recall, $400,000 out of this $1,200,000 represents 
costs of the construction contract which the United States financed. 
Morrison-Knudsen received this $400,000 but the remainder of $800,- 
000 is, as I understand it, substantially the cost of the construction 
equipment and the difference between subobligations and expenditures 
represents costs of equipment on order. 

{r. Mountarn. Which had not arrived on the scene as yet, pre- 
sumably ? 

Mr. Razer. Yes. 

Mr. Mountain. I would like to move on to the next point in your 
report on page 2, which is number 4: “The mission did not make 
systematic end-use checks to determine proper utilization of ICA 
financed commodities.” 

I believe that is elaborated on on pages 11 and 34 of your report. 
Could you discuss this finding briefly for us? 






¢ 
I 
I 
I 








een 
1er- 
ase 


ect, 
ich 


or 


ine 
the 
ed 
ct, 


ne 
he 


ok 


Ww 


we Vw 





UNITED STATES AID OPERATIONS IN IRAN 63 


Mr. Raseu. The instructions of the agency generally provide that 
the overseas missions determine that equipment and supplies financed 
with United States money are being inspected by representatives of 
overseas missions to see that such equipment is properly used and in 
accordance with the agreements. These instructions pertain in par- 
ticular to commodities, not so much to project equipment. 

I am referring to commodities imported by the foreign country 
which the United States finances, commodities which go into the 
economy of the country. 

Mr. Mounrarn. Such things as sugar and like foodstuffs and 
material ? 

Mr. Rasew. That is correct. 

Mr. Mountarn. Proceed. 

Mr. Rapev. In case of project equipment, of course, the United 
States technicians are on the job and should be able to determine that 
proper use is made. However, current instructions by ICA also 
require that project equipment as well as commodities be inspected 
regularly and that the mission people know that proper use is made. 

Mr. Mounratn. That is the procedure. What were your findings? 
I believe they were set forth on page 11. 

Mr. Rape. My findings were that was not done by the mission. 

Mr. Mounrarn. It was done in some cases, however, was it not? 

Mr. Ranex. There were isolated cases where the mission had occa- 
sion to investigate the use of the equipment or the commodities, but 
there was no systematic approach to comply with this requirement. 

Mr. Mountarn. Will you read the last paragraph on page 11 of 
your report. 

Mr. Rasen (reading) : 

We noted also that the mission did not obtain arrival reports from the Iranian 
Government as required by ICA regulations, which should be reconciled with 
commodity shipments reported by the Washington office. Unfamiliarity with 
the required reports has been an obstacle in the past, but the mission informed 
us that a satisfactory reporting system has been negotiated and is now in effect. 

Mr. Harpy. What do you mean by “has been negotiated”? What 
did the mission say about it? Do we have anything in writing on it? 

Mr. Mountarn. I am looking for it, sir. 

Mr. Harpy. If you have a ‘statement as to what this paragraph 
means, I wish you would read it into the record. 

Mr. Mountain. There is a fairly lengthy presentation by the ICA. 

Mr. Sraptes. On the subject of arrival reports, if that is what the 
Chairman has in mind, on page 5 of the ICA reply it begins: “on page 
11 the report highlights the fact.” That might be a good starting 
point. 

Mr. Mounrarn. I will read that. 


On page 11 the report highlights the fact that the mission did not obtain 
arrival reports from the Iranian Government. It further indicates on page 35 
that once the mission fully understood the value of these arrival reports, it 
negotiated with the Iranian authorities to secure these reports and that shortly 
thereafter an effective system was reportedly put into effect. 

In fairness to the mission it should be pointed out that in July 1955 the con- 
troller initiated action with the Iranian Government to insure prompt submission 
of these essential reports. In November 1955 the mission controller was assisted 
in the development of a system of arrival accounting by an American specialist 
in these matters who was detailed to the mission from Beirut. In February 1956 
the mission advised that “A system is now in effect by which the Iranian Govern- 
ment is now making a threefold reporting—(1) when the documents arrive; (2) 
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when the goods arrive in customs; (3) when the goods leave customs. This 
system is giving complete protection to United States interests and assisting 
the end-use branch in locating undue stoekpiling.” 

It is felt that both the end-use program and the installation of adequate arrival 
reports are now well in hand and sufficient to adequately protect the interests of 
the United States. 

Mr. Harpy. That is the most specific report of improvement that I 
have heard thus far. I note particularly that it refers to accomplish- 
ment in February of this year. So maybe we can look toward the 
future with some hope of reasonable information on these two points. 

Mr. Mountain. I refer you, Mr. Rabel, to your finding number 8 on 
page 2 of your report, which reads as follow a 

Mr. Reuss. Excuse me. Are we going on from item 4% I have a 
question on 4. Are we coming back? 

Mr. Harpy. Go ahead. 

Mr. Reuss. I would like to ask Mr. Staples a little bit about the 
subject of end-use checks we have just discussed. I will refer to our 
exchange yesterday afternoon. Mr. Staples, on the subject of end-use 
chee ks, | I thought it was your testimony that the mutual security law 
and its predecessors s did require end-use checks for commodities shipped 
under grants. I think you went on to say further that as to counter- 
part funds, there end-use checks, while not expressly required by law, 
were the order of the day by reason of administrative procedures and 
that as to the third category of commodities originating through local 
currency, that there, there was no end-use check, the reason or excuse 
being that by and large these were very intermittent and emergency 
programs. Isthata fair statement? 

Mr. Srartes. I believe it is. 

Mr. Reuss. Let me ask you this question. In the light of the find- 
ings just testified to as to the lack of systematic end-use checks, in the 
early period at least and until January 1956, for ICA-financed grant 
commodities, in the light of that testimony, does it not look as if the law 
was violated as well as prudent administrative practice disregarded ? 

Mr. Sraptes. I believe you might look upon that as a matter of 
degree. They did make end-use checks in the sense that they made 
them on those occasions when there was a specific reason for wanting to 
look into the disposition of a commodity. They had an internal 
audit staff in the Mission which was supposed to carry out the function 
of end-use checks. We believe, in our opinion, that they did not carry 
out an end-use check on a systematic basis and in accordance with a 
regular established proc edural system and that, therefore, they were 
not carrying out as fully as they should their duty of making end-use 
checks. 

Now, whether you can impute a violation of the law into that I 
wouldn't be in a position to answer. 

Mr. Reuss. That depends on what the law is. Mr. Rabel, I think, 
has been opening up the law. Can you cite the end-use section of the 
relevant statutes ? 

Mr. Rave... You are referring to the provisions of the Economic 
Cooperation Act which provides in 115 (d)— 


The Administrator shall encourage each participating country to insure an effec- 
tive followup system that efficient use is made of the commodities, facilities, and 
services furnished under this title. In order further to insure that each par- 
ticipating country makes efficient use of such commodities, facilities, and 
services and of its resources the Administrator shall encourage joint organiza- 
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tion of the participating countries referred to in subsection (b) of this section 
to observe and review the operation of such followup systems. 

Mr. Revss. That is the language I had in mind and it does seem to 
me, Mr. Staples, as if the testimony we have had here this morning 1s 

2 eet > a 
that there just was not an effective followup system until the GAO 
conducted its audit and made certain recommendations which happily 
have been followed. Se 

Mr. Srapres. That is our general view that there was not an effective 
system. What is an effective system in terms of compliance with the 
law I suppose would be a matter of interpretation, but we believe they 
were not carrying out that function as it was contemplated to be 
carried out. 

Mr. Reuss. Thank you. 

Mr. Mountarn. Mr. Rabel, I refer you to finding No. 8 on page 2 of 
your report which reads: “Several industrial-type development pro}- 
ects have serious operating deficiencies which prevent successful com- 
pletion.” I believe they are elaborated on pages 14 and 40 of your 
report. 

Can you tell us something about those ? 

Mr. Rapet. May I read from page 14 where we have explained the 
general picture of these projects ¢ 

Mr. Mountain. Yes. 

Mr. Rasen (reading) : 

The predecessor agencies of ICA entered into financial commitments for a 
number of development projects without requiring reasonably specific operating 
plans and cost estimates. The projects were characterized by delays in execu- 
tion, changes in plans, and reprograming of project funds. 

In particular, this applies to certain industrial projects which were initially 
undertaken under Iran’s 7-year development plan and subsequently sponsored 
by the United States when the Iran plan organization was no longer able to 
meet the foreign exchange costs. Since American financial help was more 
desired than American technical advice, and in view of the urgency with which 
United States assistance was considered necessary, the mission’s technical staffs 
were unable to participate in the preparation of detailed program plans and to 
remove obstacles to the successful completion of the projects. 


We have listed five examples. Shall I talk about these examples? 

Mr. Mountarn. I think not. Would you name the examples that 
you refer to? 

Mr. Razex. The construction of the Karadj Dam, equipment for 
the Teheran water treatment plant, Fars cement plant, the expansion 
of the Tchitsazi cotton mill, construction of two sugar refineries. 
Those are the five. 

Mr. Mountain. I would like to read into the record at this point 
the comments of the agency on this GAO finding. [Reading. ] 


The projects referred to in this section of the report were approved by TCA 
when Iran faced economic collapse due to nationalization of the oil industry 
and complete cessation of oil production. With the immediate collapse of this 
government in a near crisis stage, funds were approved for projects which, in 
many cases, were already firm contracts of the Government of Iran. It had to 
be assumed that the Iranian Government, when initiating these projects, had 
made economic and technical determinations as to the soundness and feasibility 
of these projects. The ‘crash’ operation for political expendiency was the sole 
basis for approval of these projects and a careful analysis of the program for 
the past 2 years reveals that little additional funds have been channeled into 
industrial-type projects. The USOM has in the past 3 years shifted emphasis 
from industrial-type projects to the community development and public ad- 
ministration type of activity. However, since taking over these industrial-type 
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projects ICA has assumed its rightful role in attempting to guide the plan 
organization on the final construction phases, and in the operation and man- 
agement of the facilities. Until United States commitments have been met, 
these few industrial projects will continue to appear in the reports on the TA 
program. It should be noted that the funds appropriated by Congress for fiscal 
years 1952 and 1953 were administered under the act for international de- 
velopment and appropriations were for economic and technical assistance as a 
combined item. 

The commentary follows with detailed comments on these 5 or 6 
items which I think we could omit at this point since we will have the 
whole thing in the record later. 

Mr. Harpy. These specific projects, as I understand it from this 
comment, will be continued as projects. 

Is there any indication as to when they will be completed ? 

Mr. Sraptes. I believe the latest information on that subject with 
respect to some of them is contained in the reply from which Mr. 
Mountain has been reading. As I recall reading it I do not believe 
that in some instances they indicate what the status of these projects 
is from the standpoint of completion. 

Mr. Harpy. One other question. Are not some of them the type 
of project that considerable loss is entailed by discontinuing activity 
and restarting ¢ 

Mr. Straptes. Undoubtedly that is so. What you might be referring 
to is the Karadj Dam on which actual construction of the dam was, 
I believe, initially begun, then suspended, pending some financial ar- 
rangements that had to be made and, of course, when they are made 
you will have the starting-up process all over again. 

Mr. Harpy. Let us talk about that one a minute. What is the 
status of that now or what was the status when you were there, Mr. 
Rabel, did you inspect it? 

Mr. Raseu. The principal activity in the Karadj Dam project was 
the construction of a ae because when the dam is built part of the 
valley will be flooded and the principal highway going through the 
valley will not be usable. 

Mr. Harpy. Has there been any construction started on the dam? 

Mr. Raset. The dam itself was not under construction at that time. 

Mr. Harpy. They were building a road to a nonexistent dam ? 

Mr. Rape. The premise is if the dam is not built eventually, the job 
of building the highway and going through the mountains with sev- 
eral tunnels, which is a costly project, would not serve a useful pur- 
pose. 

Mr. Harpy. Was the road completed ? 

Mr. Rasex. It was under construction. 

Mr. Harpy. Digging tunnels for a road that would end at a high 
point where the dam was supposed to go across the river? 

Mr. Rasex. The road would by-pass the place in the valley where 
the reservoir would be and then join again the main highway as it 
runs through the valley. 

Mr. Harpy. I presume the road would serve that valley whether 
or not it was ever filled up with water, is that right? Would it serve 
any useful purpose if the dam is not built? 

Mr. Ranex. If the dam is built the present highway could not be 
used and therefore the bypass would be necessary. 
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Mr. Harpy. You have one “if”. Now, let us get a different “if”. 
Say if the dam is not built, would that new road serve any useful 
purpose? 

Mr. Rape. Yes, definitely the road can be used. 

Mr. Harpy. Expensive construction to serve a rural area, is that the 
idea ? ; ; 

Mr. Sraptes. The point there is that if the dam is not built, there 
presumably would not have been any need to construct the new road 
in replacement of the road already there. 

Mr. Harpy. That is what I am getting at. That is the kind of thing 
I wanted to find out. We are going to have a nice road and unless 
we build the dam that money will have been substantially spent to 
no real, necessary purpose. 

Mr. Sraries. That is right. There is this to be said about it. The 
mission has insisted in all of this that it was a pretty certain thing 
that ultimately the dam would be built, that there was general agree- 
ment that the dam should be built. Their main problem, as they claim, 
was making the necessary financing arrangements by which the con- 
struction could be financed and they could go forward with it. The 
principal significance of our finding here is that there was no point 
in going ahead with the road until they decided to build the dam and 
it was much more important for them to concentrate on building the 
dam rather than the relocation of the road. 

Mr. Harpy. Do we not have an element here of committing future 
expenditure for participation of the United States in a project some 
years off ? 

Mr. Sraptes. I am trying to think of whether or not the people 
on the other side, the mission, would concede it was some years off. 
There appears to have been pretty much continuous action in trying 
to negotiate and get agreement on constructing the dam and the 
chances are there would not be unanimity of agreement between us 
that the construction of it was some years off. We had no basis for 
believing that the construction was imminent. There had been noth- 
ing other than negotiations going on which had not come to any final- 
ization as to how the project was going to be financed. So we had no 
reason at all to either accept or deny what the mission people had 
told us. 

Mr. Mountarn. Mr. Chairman, the following is an excerpt from the 
agency’s reply to the GAO report on this particular point. 

The relocation of the access highway prior to final approval of the dam 
project might appear at this time to be contrary to sound planning. However, 
it should be remembered that at the time FOA agreed to the release of $400,000 
for the procurement of heavy equipment and 83.7 million rials for construction 
and engineering costs, it was the firm position of the Shah, the Prime Minister, 
and every other important Iranian official that the Karadj Dam would, in fact, 
be constructed and that the construction of an access highway would provide 
badly needed employment and expedite construction work which was expected 
to be completed within 4 years. It should also be remembered that the Mossadegh 
government had recently fallen and that the Shah and Zahedi government were 
struggling with problems arising from a stagnant economy, civil unrest, and the 
increasing pressures from the people for better standard of living. In effect, 
the interests of the entire western world would be endangered by the failure 
of the Shah and his government to meet the economic issues. 

The Shah, the Zahedi government, and the present government have never 


deviated from the expressed intention to construct the Karadj Dam. In any 
large dam project, matters of engineering and financing are time-consuming. 
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The Government of Iran is proceeding to obtain complete engineering studies 
and with oil income increasing, should be able to finance and construct the dam. 
It will then become apparent that the use of funds for the construction of the 
access highway filled a then urgent need of the Iranian economy and expedited 
final construction of the highly important project. 

Finding that the Iranian Government is now prepared to engineer, finance, and 
execute this project, no further funds have been provided for this project in fiscal 
year 1956, nor are any funds budgeted for fiscal year 1957. The United States 
operations mission to Iran will continue in an advisory role to assist the Govern- 
ment of Iran, as requested, in technical matters involved in Export-Import Bank 
financing. 

I would like to add one point to that quotation, Mr. Chairman. I 
believe the figure of 83.7 million rials is something over $1 million 
at the value of the currency about that time. 

Mr. Harpy. Is that what has been spent on that road ¢ 

Mr. Mounvarn. Are these figures which I have just quoted, Mr. 
Rabel, the expenditures by the United States on behalf of this road 
project ¢ 

Mr. Rasen. The 83.7 million rials which are quoted are, to my under- 
standing, counterpart funds, which have been generated by United 
States commodity aid. 

Mr. Mountain. But it was agreed that these local currency funds 
which were bought initially with United States funds would be re- 
leased for this road project ¢ 

Mr. Rasex. That is correct. There was an agreement which, I un- 
derstand, provided that the United States made available $400,000 
for the dollar cost of the project and 83.7 million rials for local costs. 

Mr. Mountatrn. I see on page 45 in the report that the computation 
of the 83.7 million rials is shown as a dollar investment of $909,782. 
J assume that is the correct figure ? 

Mr. Ranev. In the year 1954, the rial had a somewhat higher rate, 
but if you used the current rates, you would come to a figure of $1 
million. 

Mr. Harpy. And the funds spent on this road in rials were gen- 
erated by the commodities that were furnished under one of these grant 
programs ¢ 

Mr. Raper. Yes; those were commodities for consumption in the 
Iranian economy, which were sold in Iran. 

Mr. Harpy. Perhaps surplus agricultural commodities or something 
of that kind. It may have been one of those wheat programs, but at 
any rate they were generated by United States commodities that were 
sold in the Iranian economy ? 

Mr. Raper. Yes. 

Mr. Harpy. And these funds, then, were used for the construction 
of this road ¢ 

Mr. Raper. Yes; that is correct, Mr. Chairman. 

Mr. Mountarn. I refer you, Mr. Rabel, to finding 9 on page 2 of your 
report, which reads as follows: 

Development projects have been improperly designated as demonstration 
projects. 

I believe you elaborate on that on page 17 of your report. Will you 
discuss this for us, please ? 

Mr. Rape. On page 17, we state that— 


The agency has frequently referred to the development projects discussed in 
the preceding section as “demonstration” projects. As they are a major part 
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of the country’s industrial development program, we believe this designation is 
improperly used and misleading 

I would like to explain that in 1952 and 1953, the mission had what 

; ; . ; ‘ 
was known as a technical assistance program, and therefore the pro}- 
ects then conducted were generally known as demonstration projects. 

Mr. Mountatn. Do we understand by that that the supply of capital 
equipment in those days was to be made only for demonstration 
purposes ‘ ‘ 4 

Mr. Raset. We understood that the congressional intent was that 
technical assistance funds should go for demonstration projects, but 
not for capital investment-type expenditures. 

Mr. Harpy. What you are saying is that, essentially, the technical 
assistance program was used as a program of direct economic aid ¢ 

Mr. Raseu. Yes, sir, that is correct. 

Mr. Harpy. Which, of course, was in violation of congressional in- 
tent, if not the letter of the law. We have, I think, seen other evi- 
dences of that same thing. 

Mr. Mounrarn. Mr. Chairman, I would like to read the following 
excerpt from ICA’s reply to this comment : 

ICA would submit that the designation of such projects, more fully elaborated 
upon in the paragraphs immediately preceding as demonstration projects, was 
proper. True, these projects are an integral part of the country’s industrial 
program but they are also pilot projects to demonstrate the feasibility of Iran 
becoming more self-sufficient in the production of such basic commodities as 
sugar, textiles, and cement. Also it was anticipated that the proven success 
of these demonstration projects would serve as an inducement (1) to encourage 
private capital to purchase these plants from the Government of Iran and 
(2) to attract increased investment from private sources in the expansion of 
basic industries. 

All of these projects were intended by the mission to have elements of train- 
ing, and the program agreement in industry, under which these projects were 
included, provided for large-scale technical assistance services in plant manage- 
ment, labor advice, and improved industrial techniques. Each of the industrial 
plants received assistance in the form of improved and modern machinery which 
was intended to provide a model for future installations of like character. 
These projects were executed upon the assumption that adequate technical 
personnel could be obtained to provide the demonstration and training phases 
of these projects. Unfortunately, the timing of such projects coincided with 
increased industrial development within the United States and other parts of 
the world and technicians could obtain much larger salaries in private industry. 
There just were not sufficient technicians to meet the worldwide demands. 
Hence, the demonstration and training phases were of necessity deferred. The 
mission has since engaged the services of George Fry Associates who will con- 
tinue to provide technical and training services to these installations. 

Mr. Harpy. I understand from that that maybe we will have to 
defer some of these questions until we get some of the TCA people 
here, but does that mean that these plants were built and these indus- 
trial-type projects were carried on without the benefit of the dem- 
onstration aspects, which provided the justification for them in the 
beginning ? 

_ Mr. Strapies. That would appear to be what the agency is saying 
in its reply, Mr. Chairman. 

Mr. Harpy. Of course, anybody knows that you can use any kind 
of an industrial plant as a basis for a demonstration proposition, if 
you want to provide it for economic purposes. 

Mr. Meaprr. Mr. Staples, has this type of demonstration project 
appeared in any of the other TCA programs besides [ran ? 

Mr. Srarixs. Yes, I believe they have, Congressman. 
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Mr. Meaper. They built dams, cotton mills, and sugar refineries, 
as demonstration projects? 

Mr. Srapues. Possibly not exactly sugar refineries, but they have 
built similar projects. 

Mr. Rabel tells me that we have 1 or 2 in India that happened that 
way and my recollection is we located some in Pakistan that were not 
what we termed demonstration projects. I might add that I do not 
think that developing plant undertakings like this as demonstration 
projects revolves around the question of whether or not they have 
training technicians engaged in it. I think that you can use tech- 
nicians and training in almost any kind of an undertaking, and I 
daresay that even our United States Steel Corp. uses technicians and 
has training going on in the building or construction of any large 
project. They might have but I would not look upon it as a demon- 
stration project. I find it a little difficult, Mr. Chairman, to believe 
that when you build a dam that it is a demonstration project or that 
when you build a sugar refinery that it is a demonstration project. 

Mr. Harpy. Let us explore this sugar refinery a little bit more. 
Was that plant ever put into operation ? 

Mr. Srapzes. I believe the latest information from the agency on 
that is that one of these sugar refineries is now in operation, and one 
is to be put into operation shortly. 

Mr. Harpy. Let us explore these specific things you were talk- 
ing about. As of the time when Mr. Rabel was there, were any of 
these industrial-type projects in operation, or had they been com- 
pleted when you were there, Mr. Rabel ? 

Mr. Rape. In the case of the Teheran water-treatment plant, for 
which the United States had committed to buy the equipment for water 
treatment and also to make the chemical which is used for water treat- 
ment, the building which was to house this equipment had not been 
constructed at the time I was there, but large parts of other seg- 
ments of the entire waterworks had been constructed. The principal 
feature which needs to be done is the connection of the various house- 
holds in the city with the municipal water plant, and that had not been 
completed during my visit there. 

The water was still running in the streets in open gutters, but the 
project contemplates that the water is to be piped into the households 
and it is to be treated by purification. 

Mr. Harpy. Who is supposed to do that ; is that supposed to be a part 
of the water project ? 

Mr. Rasew. No; that was not a project for which the United States 
is responsible. That was entirely in the hands of the Iranian Gov- 
ernment. The United States has only undertaken to procure equip- 
ment for the treatment plant and for the plant which was to manu- 
facture the chemical. 

Mr. Harpy. What was the status of the production of connections 
to the homes that would make it possible to use the investment which 
the United States had put in? 

Mr. Raper. That was in process, but as I saw it, there was a lot 
more to do to get the water piped through the streets, and to connect 
these water pipes with the households. 

Mr. Harpy. The treatment plant itself had not been built at that 
time? 
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Mr. Raset. No; the plant which was to house the chemical equip- 
ment had not even been started. The treatment plant was pretty much 
complete. 

Mr. Harpy. That is, the reservoir part of it? 

Mr. Rape. Yes; the reservoir part was pretty much completed. 

Mr. Harpy. That was a part of the project which was not our 
responsibility ¢ 

Mr. Rasew. Yes, sir. 

Mr. Harpy. Did you understand that the demonstration aspects of 
that were of a health nature, or were they to teach technicians how to 
build a water-treatment plant ? 

Mr. Rass. I personally could not see any demonstration features 
in this particular project. 

Mr. Harpy. Did they have a textile plant of some kind ? 

Mr. Rapnet. Yes; they had a cotton mill for which the United States 
procured certain machinery. That machinery had been substantially 
procured. There was some more machinery on order. The buildings 
were erected except for one other building in which the United States 
machinery was to go. That was under construction but it was not 
complete. 

Mr. Harpy. Was there any indication as to whether or not a deter- 
mination had been made about the availability of capital to finance 
the operations of those plants, and the availability of technicians to 
run those plants after they were built? 

Mr. Raseu. I am not familiar with the availability of technicians. 
The principal problem in connection with the cotton mill was the lack 
of power. It wasa modern plant. There was much machinery which 
needed a modern power installation, and that installation of power was 
not available. 

Mr. Harpy. Had there been any project programed to study a 
demonstration powerplant, too? Iam perfectly serious about that. 

Mr. Raper: The managing firm of George Fry & Associates which 
was mentioned by Mr. Mountain was studying the problem of how 
power should be supplied. 

Mr. Harpy. But we are providing a textile mill at a place where 
there is no power, before there has been any development of a program, 
and there was no availability of power; is that correct ? 

Mr. Rasen. Yes; that is correct, Mr. Chairman. 

Mr. Harpy. Was there any indication as to how the operation of 
this textile mill was to be carried on, and who was going to put up the 
money to buy the material and pay the labor ? : 

Mr. Rasex. This cotton mill is one of the projects which is being 
run by the Seven Year Plan Organization, which is a Government 
agency in charge of the 7-year development plan in Iran. The Plan 
Coenen had the financial and operating responsibility for the 
plant. 

Mr. Harpy. Did that Plan Organization provide for the financing 
of this plant? 

Mr. Rapet. Yes, sir; they were providing for the financing of it. 

Mr. Harpy. That is not the question. 

Did that Plan Organization provide funds for the financing of the 
operation of this plant? 

Mr. Rasen. Mr. Chairman, I have not examined the financial state- 
ments of the Plan Organization. Iam not familiar with whether they 
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actually had the funds. 
for it. 

Mr. Harpy. Did they also have the responsibility for operating the 
water-treatment plant, for instance ? 

Mr. Rane. I believe the water-treatment plant was not under the 
responsibility of the Plan Organization. It was a separate organi- 
zation, something like a municipal water plant. 

Mr. Harpy. Was there any arrangement for a program for the 
operation of the plant, the personnel to operate it, or to pay for the 
chemicals that would be required ¢ 

Mr. Rasex. My understanding is that was the responsibility of that 
municipal water plant. 

Mr. Harpy. Do you have any information that the municipal water 
plant had entered into any agreement to do that and had provided 
any assurance that it was able to do it 

Mr. Raset. Mr. Chairman, I know that there was an English engi- 
neering firm which was in charge of the construction of this plant, 
and I believe that they were responsible to see that the plant would 
have the technical talent to run it. 

Mr. Harpy. Getting back to the cotton mill for a minute; do I under- 
stand that the equipment was all bought under the technical-assistance 
program ? 

Mr. Razew. No, sir; we financed some of the equipment. Some of 
the equipment had been financed by the Plan Organization. 

Mr. Harpy. I did not understand that the Plan Organization was 
supposed to use any of its money for the purchase of equipment. 

Mr. Rasex. Well, the United States did get into the picture when 
the Plan Organization did not have enough foreign currency to buy 
the equipment which they intended to acquire. That, I would explain, 
was the reason why the United States would only finance certain items 
of equipment. 

Mr. Harpy. You do understand the Plan Organization had made 
provision for the procurement of other items of equipment; I believe 
that is true. 

Mr. Meaper. Mr. Chairman. 

Mr. Harpy. Mr. Meader. 

Mr. Meaper. Going back to this Teheran water-treatment plant, 
I notice in your statement on page 50 that about 250 miles of pipe had 
been laid but only between 1,000 and 2,000 consumers were receiving 
piped water. I do not see in your statement what the total number 
of connections would be or the total number of miles of pipe that 
would have to be laid to make a finished water system for Teheran. 

Mr. Raset. I was not able to obtain the total figures. 

Mr. Meaper. Did not the mission people have any estimates? 

Mr. Raset. I did not receive any estimates. 

Mr. Meaper. Did you ask them for them ? 

Mr. Raset. I do not recall at this point whether I asked them, but 
I have no total estimates. 

Mr. Mraper. Your report seems to indicate that they were getting 
the cart before the horse here. They were building a water-treatment 
plant, but at that time the water was running through the town in 
gutters and being contaminated and there would be no use in having 
a water-treatment plant until the piping system was installed. 


I only knew that they had the responsibility 
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Mr. Rasex. The mission contends that the installation of the piping 
and the water connections is currently progressing, and every day it 
is getting better, and if some of the water is piped and connected 
then a treatment plant would be needed. So, even if the entire city 
is not connected, the mission contends that a treatment plant would 
be needed. 

Mr. Meaper. But you have no idea what percentage of the total 
number of consumers—1,000 or 2,000 consumers—who are presently 
receiving piped water represents; what percentage of the total that 
number represents ? 

Mr. Rasen. I believe that is a relatively small number of the total 
because Teheran is supposed to have a million inhabitants. However, 
250 miles of piping, I believe, is substantial mileage, but I personally 
have seen water running in the streets openly, unpiped. 

Mr. Harpy. Are they using that water that runs down the streets? 

Mr. Rape. Yes, the local population is using the water which is 
running through the streets. 

Mr. Meaper. Do they use that water for cooking and drinking? 

Mr. Rareu. They use it for washing their dishes, their laundry and 
washing themselves, and for drinking. 

Mr. Harpy. In any event, the plant serves a purpose, in that it pro- 
vides water, even if it is not particularly sanitary. It has not been 
treated, and would not need to be treated if it is going to be supplied 
to the people in gutters. 

Mr. Rasen. Yes, sir, that is correct. 

Mr. Mountain. What is the jube system ? 

Mr. Rape. Jubes are these channels or ditches in which the water 
is running through the streets. 

Mr. Mountatn. Mr. Chairman, I would like to read the following 
excerpts from the reply of the agency, dated May 25, 1956, to the 
General Accounting Office on this point: 

The water treatment plant started operating on October 26, 1955, and has been 
in continuous operation since that date. The distribution system has been com- 
pleted in about 33 percent of the Teheran area, and it is estimated to require an- 
other 2 years before all additional mains and house connections will have been 
completed. The jube system of distribution is still in effect and will continue 
indefinitely in order to provide adequate water for trees and gardens. However, 
there is no connection between the use of treated water and the old jube distribu- 
tion system. ICA has a proprietary interest only in the purification plant, and 
the installation of connections with houses will be dependent on the willingness 
and ability of householders to pay for such connections. USOM is pressing for 
early completion of the connections. In the meanwhile, residents of the poor 
section of the city are able to obtain pure water by transporting water from the 
mains in jars, pails and other utensils. 

Mr. Harpy. That sounds as though a lot of progress was made after 
you gathered your information. 

Mr. Meaper. It seems to be in conflict with the impression left by 
your report that they were going to run this treated water through the 
ditches. Yesterday, as I recall the statement. it was that there was no 
connection between the jube system and the piped water system. 

Mr. Rasen. I did not have the benefit of studying this report. 

Mr. Mraper. Your report leaves the impression that they were going 
to build this beautiful water-treatment system and then run the water 
down through these ditches, and the statement of the ICA people 
indicates that they are two separate water systems completely, and 
that they do not intend to run any treated water through the ditches. 
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Mr. Harpy. Apparently that is the situation that existed when Mr. 
Rabel inspected it. : 

There were some areas in which the water was supplied to the resi- 
dents in these open ditches but those jubes are in addition to a piped 
proposal which, as I understand from this report of ICA, is about 
one-third completed, or is it two-thirds completed ¢ 

Mr. Mounta1n. One-third completed. 

Mr. Meapver. But the other report says: 

The present distribution system still uses open gutters (jubes) and thus 
the treated water would become contaminated, thereby losing the advantages 
of the treatment plant. 

Did you just assume that, or did you really look into that question 
as ¥ whether they intended to run treated water through these open 
ditches ? 

Mr. Razer. When I was there, the water was running through open 
ditches and we argued unless the treated water goes through pipes, 
it becomes contaminated and the treatment plant would not have full 
usefulness. 

Mr. Mraper. But you just made that assumption, without looking 
into the details to see whether they had a separate distribution system 
for the treated water and did not intend to use the open ditches for 
the treated water. 

Mr. Razer. At the time I was there the water-treatment plant was 
not in operation. 

Mr. Meaper. If the ICA people say that they had no intention of 
running the water through open ditches, you would have no evidence 
to the contrary. 

Mr. Rasex. No; I would not. 

Mr. Mountarn. Mr. Rabel, I would refer you to page 2 of your 
report, finding 13, which reads as follows: 

The student-assistance program, because of its unusual nature, should have 
been separately disclosed to the Congress. 

I believe you report on that on pages 20 and 74 of your report. Can 
you tell us about that, please ? 

Mr. Razer. TCA in 1952 undertook a special program of furnish- 
ing dollars to help Iranian students who were in the United States, 
to help them continue their studies in the United States. These Iranian 
students received dollars from their parents or their sponsors, but 
because of the foreign-exchange restrictions which were imposed by 
po Iranian Government, they were no longer permitted to receive 

ollars. 

TCA agreed to furnish them United States dollars by an agree- 
ment which also provided that the parents and sponsors of these 
students would deposit in Iran the equivalent in local currency which 
was made available to TCA to pay for local expenses of the technical- 
assistance program. 

This is a special program which is different from training which 
the agency conducts in other countries, and it was necessitated princi- 
pally by foreign policy considerations and, therefore, we felt that 
this program should have been separately explained to the Congress 
in the annual budget presentations. 

Mr. Mountarn. Mr. Rabel, can you tell us approximately how many 
students were involved in this program? 
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Mr. Rasev. We had approximately 1,000 students in each one of 
the years in which the agency financed that program. 

Mr. Mountain. Over these 4 years, how many dollars were expended 
on this program ? 

Mr. Raset. The total number of dollars expended was $4,700,000. 

Mr. Mountatrn. To understand this process properly, is this what 
happened: For certain reasons, the Iranian Government would not 
allow, or did not allow, Iranian parents of students who were in this 
country to buy dollar exchange with their rials, and this deprived these 
1,000 students of the United States dollars to support them in their 
activities in this country ? 

Mr. Rasex. That is correct. 

Mr. Mountarn. And in that situation TCA supplied dollar ex- 
change in return for the deposit in Iran by the parents of rials which 
then became available for our use? Is that the process ? 

Mr. Rasex. Yes, sir; that is correct. 

Mr. Mountarn. Do you know what exchange rate was used for this 
purpose ? 

Mr. Raset. The exchange rate was initially 3214 rials per dollar. 
It was subsequently increased to, I believe, 4114 rials, which is a rate 
substantially lower than the effective rate in those years. 

Mr. Mountarn. Do you know what the effective rate was? 

Mr. Rasen. The effective rate went up from about 60 to somewhere 
around 90 rials for commercial transactions in 1954. Presently the 
rate is 75 rials per dollar. 

Mr. Harpy. So that the exchange rate that was agreed on was 
about twice as favorable, roughly ? 

Mr. Rape. The rate was approximately half of the commercial 
rate on the average. 

Mr. Mountarn. Would you read for us from page 20 of your report 
the numbered paragraphs which include the General Accounting Of- 
fice’s comments on this program ? 

Mr. Meaper. Before you get into that, I notice your report says 
there were 800 students and you just said 1,000. That is about a 20 
percent difference. 

Mr. Rasex. I understood Mr. Mountain to say how many students 
were being trained on an overall basis. 

Initially the figure was 800 students who became eligible under the 
student assistance program. Subsequently, additional students be- 
came eligible and, to mention an average figure, I stated 1,000, because 
in 1955 the figure actually exceeded 1,000 students. 

Mr. Harpy. If you will, read those numbered paragraphs on page 20 
into the record. 

Mr. Razsew. The points on page 20 are: 

1. Eligibility requirements for point 4 trainees did not apply, or were not en- 
forced. There was no careful selection of individual students on the basis of 
technical qualifications in specialized fields of knowledge. 

2. In contrast with the specialized short courses as given as part of point 4 
training, the majority of Iranian students were taking 4-year undergraduate col- 
lege courses. 

3. There was no provision for the systematic utilization of returned students 
for the benefit of the technical and economic development of their native country. 

4. The students’ sponsors were permitted to deposit local-currency funds, in 


consideration for the dollar assistance by the United States Government, at an 
artificially low rate of exchange, although the students were generally members 
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of well-to-do Iranian families. Because of foreign-policy considerations, the 
agency deemed it inadvisable to insist on the use of the higher market rate of 
exchange which would have nearly doubled the rial deposits to the credit of the 
United States technical-assistance program. 

Mr. Mountain. Would you continue reading? 

Mr. Rape (reading) : 

Because of the aforementioned factors, we believe that the agency should have 
made a full disclosure of the nature of, and the need for, the program and 
secured a mutual understanding by the appropriate congressional committees, 
The propriety of the program, within the framework of the statutory authoriza- 
tions for technical-assistance activities, is presently under consideration by our 
office. 

Mr. Mountain. Does that last comment, Mr. Rabel, indicate that 
the Comptroller General has this matter under consideration as to 
whether or not it is legal? 

Mr. Ranet. That is correct. The Comptroller General has presently 
under consideration this matter to rule on the legality of this trans- 
action. 

(For information on subsequent ruling of the Comptroller General, 
see appendix XIV, p. 1259.) 

Mr. Harpy. On the assumption that it is legal, we spent $4.7 million 
on this program, as I understand your figures here. 

Mr. Sraptes. That is right. 

Mr. Harpy. And the rials that were generated were turned over to 
the ICA mission or the TCA mission in Iran? 

Mr. Raset. Initially these rials were turned over to the mission in 
1952 and 1953. In 1954, the rials were turned over to the joint fund 
which operates under the general supervision of the mission. In 
1955 there were no rials deposited for the technical-assistance program. 

Mr. Harpy. So that the $500,000 commitment that was expended 
for 1955 did not generate any rials at all? 

Mr. Razer. That is correct. 

Mr. Sraptes. That was an outright grant. 

Mr. Rasex. Yes; that is correct. 

Mr. Harpy. Was that grant to individuals rather than to the Iranian 
Government? 

Mr. Sraptes. It was a grant made to the Iranian Government which 
it used, together with its own funds, for the benefit of the students who 
were involved, who were the beneficiaries of this so-called training. 
That, I might add, is the aspect that the Comptroller General has 
under consideration, the $500,000, from the standpoint as to 
whether or not that is in conformity with the requirements of the legis- 
lation for the appropriate use of technical-assistance funds. 

Mr. Harpy. Well, the $4.7 million that was spent during the first 3 
years of this operation returned to the mission or to the joint fund 
the equivalent of about 1 for 2 ? 

Mr. Staries. Yes; that is right. 

Mr. Harpy. Because of the fictitious exchange rate? 

Mr. Srapies. That is correct. 

Mr. Harpy. And the $500,000, or the half million dollars for 1955 
returned nothing to the mission or to the joint fund, which means that 
there is actually a loss in effective funds of over $214 million on the 
fiscal year ? 

Mr. Sraptes. That is right. 
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That loss of effective funds, however, would be a loss to Iran, which 
indirectly we believe would affect the amount of assistance which the 
United States would have to give. 

We claim that if it could have been collected from the sponsors 
or the families of these students who were, we believe, in a position 
to pay for it, it would have gone to the Iranian Government and it 
could have been used by them in connection with their various require- 
ments for budgetary support, and to carry out the technical-assistance 
program. 

Mr. Harpy. Did these rials that were generated by the dollars ex- 
pended in the United States for this student-training program go to 
furnish a portion of the host government’s participation in the cost of 
these programs 4 

Mr. Srapies. Yes; that is correct; is it not? 

Mr. Rasev. I would say they went to pay for local costs, but for 
local costs which the United States Government undertook to finance. 

Mr. Harpy. Under the agreement is there any agreed participation 
by the host country in these particular programs ? 

Mr. Rasext. Well, these rials which resulted from the student pro- 
gram went for various purposes. I do not think they can be specifi- 
cally identified as to which projects they went to because they went 
into the general fund from which the United States gave agreed 
amounts for individual projects. 

Mr. Harpy. However, from a practical standpoint did that not con- 
stitute what is normally considered to be host-country participation ? 

Mr. Srapies. That is right. 

Mr. Rasex. Yes, Mr. Chairman. 

Mr. Mounratn. In the administration of this program, Mr. Rabel, 
was there an organization known as the Near East Foundation in- 
volved ? 

Mr. Rape. Yes. 

Mr. Mountain. Can you tell us briefly what the nature of that 
organization was, and what its relationship was to this program? 

Mr. Rapset. The Near East Foundation is a voluntary or a non- 
profit relief agency incorporated in the United States which has been 
administering projects and programs of a relief nature in the Near 
East for quite a few years. This agency was asked by TCA to ad- 
minister the student program. Its function was to disburse the 
dollar funds in the United States to the individual students and to 
see that the students were eligible under the terms of the agreement 
between the United States and the Iranian Government. 

Mr. Mountatrn. Did they have an administrative cost involved in 
this for which they were reimbursed ? 

Mr. Raset. They were reimbursed for administrative costs. 

Mr. Mounrarn. Are those administrative costs included in this 
$4.7 million ? ° 

Mr. Rape. They would be included, and I think they are estimated 
as $75,000 for the period during which the Near East Foundation was 
engaged in this task. 

Mr. Mountain. How long a period of time was that ? 

Mr. Rape. That was for 3 years, 1952, 1953, and 1954. 

Mr. Mounrarn. So the payments to the Near East Foundation for 
administrative costs would have averaged about $25,000 a year? 
Mr. Rape. That is my understanding. 
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Mr. Meaper. Mr. Chairman, may I ask a question ? 
Mr. Harpy. Yes. 
Mr. Meaper. Is the main point here that it may be all right for a 

government that has a lot of money to engage in a aon 
enterprise of providing scholarships for its students but that the 
Iranian Government was so hard pressed that it had no business en- 
gaging in that extravagance in view of its economic condition ? 

Mr. Rasex. The essential point, I believe, is that the students 
would have to leave the United | States if they could not get continued 
dollar support. Iran had a shortage of foreign exchange, and any 
foreign exchange money had to be used for importation of commodi- 
ties. Therefore, the Iranian Government cut off the dollars. The 
United States Government considered it in the interest of the United 
States foreign policy as well as in the interest of the technical assist- 
ance program to finance these students and to prevent their having 
to leave the United States and go home. 

The agency justifies this program on the basis of foreign policy 
considerations. Also, that these students would at least indirectly 
benefit the economic development of their country inasmuch as they 
were studying in the United States and acquiring skills and college 
degrees which would benefit their country. 

Mr. Meaper. Let us pass the point of providing dollars, but I 
understand that in this case, by and large, these Iranian students 
came from families that could put up the rials to finance their 
education provided there was an exchange for dollars? 

Mr. Raseu. That is correct. 

Mr. Meaper. In this instance, because of this artificially low rate 
of exchange the original contributions by the sponsors of these students 
were — 50 percent of what they should have paid in your judg- 
ment 

Mr. Raseu. That is right. 

Mr. Meaper. Then in the 1955 program, apparently, they were re- 
quired to put up no rials at all; that is, the sponsors of the students 
were not required to do that; is that correct ? 

Mr. Srapies. No; I would like to correct that. As I understand it, 
the sponsors paid the Iranian Government for 1955, but I do not know 
how much, and also the Iranian Government itself made up the differ- 
ence in dollar costs between what we were putting into it—the 
$500,000—and what the actual cost was. The Iranian Government 
in turn received payment, but how much I do not know, from these 
same sponsors who had previously been paying for their own students. 

Mr. Harpy. That was an arrangement between the Iranian Govern- 
ment and the Iranian citizens, apparently. 

Mr. Rasen. Yes, sir. 

Mr. Meaper. But the net effect of it was that the Iranian Govern- 
ment was taking out of its treasury a substantial number of rials 
for this scholarship program; is that not correct ? 

Mr. Srartes. I do not believe, Congressman, that it was a scholar- 
ship or a Government-financed scholarship program. These students, 
as I understand the story, were in the United States being educated at 
the expense of their parents or other sponsors who were paying the 
traffic, and they were able to do that through the exchange of rials and 
the dollars. 
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Mr. Meaper. And it was not costing the Iranian Government at the 
beginning ? 

Mr. Srapues. It was not costing the Iranian Government anything, 
and then when the economic situation in Iran had reached a crisis, 
the Iranian Government cut off all dollar exchange for such purposes 
as that. That created a situation where the sons and children of prom- 
inent Iranian families were left stranded here in the United States 
with their education unfinished. They would otherwise have had to 
go back to Iran, but as a political proposition—the way we get it—the 
United States stepped in and agreed with the Iranian Government that 
we would provide the dollar exchange necessary to maintain these stu- 
dents here, and continue their education. 

Mr. Meaper. I understand all that, Mr. Staples. I think that is 
pretty clearly covered, but what I am trying to get at is that right at 
the time the Iranian Government was hard pressed it devoted Iranian 
Government funds to the financing of education of these students, 
whereas it had not done so prior to the economic crisis in the Iranian 
Government. 

Mr. Srapies. No. At the time the crisis came, Congressman, the 
Tranian Government did not step into the picture. The United States 
Government stepped into the picture and agreed to provide the dollar 
exchange which the sponsors were paying, but not the Government. 

Mr. Meaper. Did the financing of these students in the United 
States cost the Iranian Treasury any money ? 

Mr. Starters. As far as we know, no. 

Mr. Raper. Only in 1955 to the extent of $325,000. That would be 
the cost to the Iranian Ministry of Education. 

Mr. Harpy. That seems to me to be a point that we are not too con- 
cerned with, anyway. 

Mr. Meaper. My reason for asking this question is that here during 
this period we were giving budgetary support to the Government of 
Tran and now I want to know whether the Government of Iran was 
using its funds for this educational program. 

Mr. Sraptes. No; it was not. 

Mr. Meaper. So that in a sense it would require us to give greater 
budgetary support to keep the Iranian Government going. 

Mr. Sraptes. No, sir; it was not that. So far as I know, it cost 
the Iranian Government out of the Iranian Treasury nothing except 
possibly in 1955 when they committed themselves to meet some 
$325,000 of the cost. 

I do not know whether that $325,000 was completely reimbursed to 
them by whatever they may have gotten from the sponsors. 

That is an aspect of it that we would need to know more about. 

Mr. Harpy. In connection with the point which Mr. Mountain 
was making, I believe you have already indicated that because of the 
fictitious rate of exchange there may have been a requirement that our 
participation and expenditures in the joint fund operations were more 
than they otherwise would have been ? 

Mr. Srapies. That is correct, Mr. Chairman. That is the conten- 
tion that we make. 

Mr. Harpy. That is strictly because of the exchange rate? 

Mr. Srapres. Yes, sir; that is correct. 

Mr. Mounratrn. Mr. Chairnian, is there not this additional point: 
If the entire amount of United States dollars had gone into the aid 
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program, say, for budgetary assistance, not only the differential but 
the total funds would have been available then for supporting, let 
us say, the Government. 

Is that not true? 

Mr. Srapres. I am not quite sure I understand what you are getting 
at, Mr. Mountain. Would you paraphrase that for me ? 

Mr. Mounrarn. I will try. I may not have a point here at all. 
However, it occurred to me in the course of this discussion. The aid 
dollars were going in this country to pay for the subsistence and other 
costs of certain students in this country and those same aid dollars 
could have bought commodities or other things for import into Iran, 
and to the extent that they did not, the United States in supporting 
the economy of Iran had to put up other dollars to buy those same 
commodities so that the total amount was increased. 

Mr. Harpy. That might be a valid observation, but it is just a ques- 
tion as to what the commodity is which you are going to export— 
whether you are going to export knowledge and training or whether 
you are going to export something you can eat. 

Mr. Srapues. I think another point, Mr. Chairman, is that we 
already know that a certain amount of the American dollar aid was 
used for conversion into local currency. 

Mr. Harpy. Let us go ahead. 

Mr. Srapries. The point is that there was a need for the United 
States to purchase local currency with its dollars and this was one 
way to accomplish that. Our main argument was that they did not 
get a good rate of exchange, and that they should not have had to use 
some of the dollars to buy local currency. 

Mr. Harpy. This just goes to show the ingenuity which can be 
developed when they need to find a way to get a job done. 

Mr. Mounratn. Mr. Rabel, I refer you to finding No. 14 on page 2 
of your report which reads as follows: 

The sugar import program in 1955 has been unsatisfactory. 


I believe you elaborate on that on pages 21 and 55. 

Can you describe that for us, please / 

Mr. Razet. Well, Mr. Mountain, this is a program which was con- 
ducted in 1955. ‘That is not in the prior years. 

Mr. Harpy. Suppose you withhold your comment on the sugar pro- 
gram until we have the ICA observation about the student-training 
program read into the record. 

Mr. Mountain. Mr. Chairman, the reply of the agency is a rather 
lengthy one, and I believe that the gist of it can be mentioned in this 
excerpt. 

The amounts of United States dollars committed to this program, as set forth 
in the GAO report, were as follows: 

In 1952 $1 million; in 1953, $1.5 million; in 1954, $1.7 million; in 1955, 
$500,000— 
for a total of $4.7 million. 


This activity, according to the General Counsel of ICA (memorandum of 
November 9, 1955, to Mr. Warren F. Bedell, GAO), and the dollar expenditures 
related to it, were authorized by the Act for International Development, partic- 
ularly sections 405 (d) and (e) and 418 (a) thereof, and section 203 of the 
Mutual Security Act of 1951, as amended. The General Counsel points out that 
article 2 of Iran-U. S. Program Agreement No. 5 dated March 29, 1952, prescribed 
the relationship of the courses of study to activities designed to further the ob- 
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jective of the (U. S.) Technical Cooperation Program in Iran, and that this 
relationship is in accord with the act. The question of the exchange rate at which 
sponsors of the students benefiting by this arrangement shall deposit rials (under 
article 3 of the agreement), according to the General Counsel, is not a requirement 
of law but rather the result of an administrative determination that the student 
sponsors’ continue to pay in rials amounts equivalent to their payments under the 
Iranian exchange law during the period prior to 1952 when Iran itself furnished 
the foreign exchange. 

Mr. Chairman, I do not know if you want me to go further with 
this. It is a rather elaborate and detailed presentation. 

Mr. Harpy. I don’t think it is necessary, since it has already been 
introduced into the record. 

(The document referred to appears as appendix IIT p. 1101.) 

Mr. Mounrarn. I believe the gist of it, however, is the opinion of 
the General Counsel that their activities were justified. 

Mr. Meaper. Do they have any explanation of the use of the arti- 
ficial exchange rate or the sponsors’ contributions? 

Mr. Srapues. Yes, sir. 

Mr. Mountatn. The General Counsel goes on to say that “the Act 
for International Development and the Mutual Security Act of 1954 
do not provide for rates of conversion of dollars into foreign cur- 
rencies required for mutual security program. In general, ICA (and 
its predecessor organizations) follows the practice of converting dol- 
lars at the highest rate permitted by law in the country with respect 
to the particular transaction. In accordance with this practice the 
rate of 32.5 and 41.5 rials to the dollar employed in fiscal year 1952 
and fiscal year 1953 were the highest official rates for these purposes.” 

Mr. Harpy. Well, I'd just as soon we did not get into any further 
legalistic arguments on that business. We have been through it in 
connection with this Latin American business which we had here not 
too long ago, and we have seen totally misleading information that 
has been presented to the Congress by using fictitious exchange rates, 
and this is just another example of it. I think it is a gross impro- 
priety on the part of whoever does it, and I do not care who it is. I 
think it is one of the things that the Congress has been misled on, 
whether intentionally or otherwise. It certainly has been a revelation 
to me to see how much we have misunderstood the amounts that have 
been involved in some of these programs just because of the exchange 
rates that have been selected. 

Maybe they are not illegal, but they certainly have been mislead- 
ing to the Congress. So, jet us go ahead with something else. 

Mr. Mountain. Mr. Rabel, I believe you pointed out that the ref- 
erence I gave to your report applied to the 1955 sugar program; is that 
right ? 

r. Raper. Yes, sir. 

Mr. Mountarn, I meant to give you a reference applying to the 
1952-53 program. Perhaps, you know your report better than I do. 

Mr. Rapev. You are referring to the sugar program in 1952 and 
1953? ; 

Mr. Mounratn. Yes, sir. 

Mr. Rasen. Well, our comments regarding deficiencies in the pro- 
gram apply to 1955. The question as to the proper deposit of local 
currency funds applies also to the latter 2 years, if you want to limit 
yourself to 1952 and 1953. 
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Mr. Mountarn. I believe you pointed out to me when we were dis- 
cussing this sugar program a few moments ago that the reference I 
gave you on page 21 applied only to the 1955 program ¢ 

Mr. Rasex. That is correct. 

Mr. Mounrarn. I not only want you to discuss that, but also discuss 
the application to the 1952-53 program. I believe you did examine 
that also. Am I correct on that? 

Mr. Raseu. We have no particular finding regarding the sugar pro- 
gram in 1952-53, except it was a program somewhat similar to the 
student program where technical assistance funds were used for an 
activity which is not technical assistance, but where the expenditure 
of dollars resulted in generating local currency funds which, in turn, 
were used to pay for local costs. 

Mr. Harpy. What you are saying is that the technical assistance 
funds were used for the purpose of purchasing commodities that had 
absolutely no technical assistance aspect? 

Mr. Rape. As such, and not until the point where the local cur- 
rency became available to the United States to be used in its commit- 
ment to pay for the local cost of technical assistance projects in Iran. 

Mr. Harpy. After they have generated the local currency by the 
use of those funds for economic purposes, then the rials can be used 
for technical assistance Saepeaelt 

Mr. Raset. That is right; that is the point. 

Mr. Harpy. Are we involved in any fictitious exchange rate in that 
kind of a proposition also? 

Mr. Raper. There was a question as to the exchange rate in subse- 
quent years in 1954 and 1955, if we compare the exchange rate which 
was obtained for the sugar with other commodities procured. We 
find that the exchange rate is somewhat low, and the question arises 
as to what is the justification for the lower exchange rate. 

aa ae: Did you seek to make any determination with respect 
to that? 

Mr. Rasen. Our determination I would say is somewhat inconclu- 
sive. We have stated in our report the explanation by the agency why 
the exchange rate is different, but we are not in a position to come 
to a conclusion as to whether that is justifiable or not. 

Mr. Harpy. Was there an agreement in writing in connection with 
the procurement of sugar ? 

Mr. Rasen. Yes, sir; there were such agreements for the sugar 
imports. 

Mr. Harpy. Well, did they carry a stipulation as to the exchange 
rate that would be employed ? 

Mr. Rape. Yes, sir; the exchange rate was stated in the agree- 
ments. 

Mr. Harpy. The exchange rate was stated in the agreements and it 
was stated at a figure that was below the market rate? 

Mr. Raset. You might say lower than the going market rate for 
other commodity transactions. 

Mr. Harpy. Did you have an explanation of that from the mission ? 

Mr. Razer. We obtained the explanation that the Iranian Govern- 
ment, which has a monopoly in the purchase and sale of sugar, was 
trying to stabilize the market, and was trying to reduce the price at 
which sugar is sold to the consuming public. Sugar is an important 
item in the Iranian economy and that by trying to reduce the retail 
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price of the sugar, that would have a salutary effect on the Iranian 
economy. 

Mr. Harpy. Could we not have accomplished the same thing by 
making a grant of so much sugar? 

Mr. Srapries. That would have, in turn, generated counterpart 
funds. If we had made a grant of sugar under the commodity aid 
program and if that was subsequently processed and sold into the 
economy, it would have been necessary for them to deposit counter- 
part funds and you would also have gotten into the problem of 
exchange. 

Mr. Harpy. If you had made a grant of sugar, would you have had 
to stipulate a price at which it had to be sold # 

Mr. Stapies. Well, you would not, but the usual exchange rate that 
was used, as Mr. Rabel talked about, was the regular going rate, and 
that was the rate that was applied to all the commodity aid and if 
you included the sugar in this, you would have to use the same thing 
for the sugar. 

Mr. Harpy. The point that apparently was sought to be accom- 
plished was a device by which the price of sugar could be reduced on 
the Iranian economy. Is not that what you understood to be the 
situation ¢ 

Mr. Sraptes. In this particular transaction in 1952 and 1953, that 
was given to us as being the reason. 

Mr. Harpy. My point is simply this: This is just a device, in effect, 
for accomplishing a grant. 

Mr. Sraptes. That is right, sir. 

Mr. Harpy. It is again the use of an exchange rate that is un- 
realistic and is determined by somebody else’s negotiations, or some- 
body else’s thinking just for the purpose of accomplishing a specific 
objective? 

fr. Sraries. That is right. That is the reason we brought it out in 
the report. 

Mr. Harpy. This business of manipulating the sugar exchange rates 
by agreement provides a means of doing most anything you want to 
do. That is just another one of the aspects of it that bothers me. 

Go ahead. 

Mr. Mountarn. Mr. Chairman, might I read into the record at 
this point the excerpt from the agency’s reply on the sugar trans- 
actions? 

Mr. Harpy. Go ahead. 

Mr. Mounrarn. The mission’s comments on this finding are as 
follows: 

The rials received under the sugar transaction were returned to the GOI as 
budgetary assistance. A different exchange rate would merely mean that more 
rials were being collected from one part of the Government in order to turn over 
more rials to another part. The net effect of either way is the same. 

We believe that the use of the word “subsidy” was improper since no subsidy 
was involved. The sugar was sold to the Sugar Administration at an agreed-upon 
price, and the so-called subsidy was merely the difference between this price 
and what the price might have been had it been strictly based on a commercial 
rate of exchange. It may be noted that at this time the commercial rate of 
exchange was abnormally high and the agreed-upon price was in line with the 
price paid by the Sugar Administration on previous purchases. 

This is the only portion of the comment on this transaction that is 
germane to what has been raised here this morning. 
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Mr. Harpy. I do not think that calls for any additional comment. 

Mr. Mountain. Mr. Staples, can you tell us from your audit report 
how much money was involved in the Iranian aid program by fiscal 
years 

Mr. Srarres. I think that would be set out on page 91 of our report 
by individual fiscal years. 

Mr. Mountatrn. Yes, sir; what are the total amounts for each year, 
Mr. Staples ? 

Mr. Sraptes. In 1952 it was $23,482,488. 

Mr. Mountatn. Were there not some United States funds used in 
fiscal year 1951? 

Mr. Srartes. There were, but this report covers only a period from 
1952 through 1955, because in 1951 the technical assistance program 
was not a part of the so-called mutual security program. It was han- 
dled totally by the State Department, and we were not auditing it at 
that time. 

Mr. Mountarn. I believe on page 4 of your audit, however, you do 
take in 1951 when there was $1.3 million funded ? 

Mr. Srapres. Yes, sir; we show that for information only. 

Mr. Mountain. Will you continue, please? 

Mr. Sraptes. In 1953 there was a total of $22,088,219. In 1954 the 
total was $83,837,855. In 1955 the total program was $75,529,267. 
These are expressed here in terms of the amounts obligated. 

Mr. Mountarn. They are slightly lower than the amounts pro- 
gramed ? 

Mr. Staptes. That probably is so. 

Mr. Mountatn. What do they add up to in total ? 

Mr. Srapres. $204,937,829. 

Mr. Mountarn. This is against a program of $208,700,000 ? 

Mr. Srapies. Well, I would have to add onto my $204 million the 
$1.3 million for the year 1951, which would build it up to probably $206 
million, against $208 million programed. 

Mr. Mountarn. Mr. Staples, I believe you indicated earlier in your 
testimony that in the early days there were significant administrative 
deficiencies and some of these other deficiencies that you have’ been 
talking about occurred as far back as 1952; is that correct ? 

Mr. Sraptes. That is correct. 

Mr. Mountain. That was the year in which $23,600,000 was pro- 
gramed ? 

Mr. Srapres. That is right. 

Mr. Mountatn. I believe your testimony has also indicated that 
there was a lack of control over those funds at that time and a lack 
of proper management as well as these other deficiencies? 

Mr. Stapies. Yes, sir; that is right. ‘ 

Mr. Mountary. The following year, however, there was an addi- 
tional $23,200,000 programed for that country; is that correct? 

Mr. Srapres. That is correct. 

Mr. Mountain. Then from 1954 on the amounts jumped up to $84.8 
million in 1954, and $75.8 million in 1955? 

Mr. Staptes. That is correct. 

Mr. Movunrarn. I have no further questions, Mr: Chairman. 

Mr. Harpy. Are there any further questions, Mr. Meader ? 

Mr. Meaper. No, sir. 

Mr. Harpy. I believe we are at a good stopping place. 
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Mr. Martiny. Mr. Chairman, may I give you, before you adjourn, 
the citation to the act that the Congressman asked for yesterday ? 

Mr. Harpy. Yes; if you will, please. 

Mr. Martriny. In 31 United States Code 495, there are provisions 
substantially as follows: 

Every person who shall have moneys of the United States in his 
hands or possession, and disbursing officers hav ing moneys in their 
possession not required for current expenditure, shall pay the same 
to the Treasurer, or some public depositary of the United States, 
without delay, and in all cases within 30 days of their receipts. 

Now, as a corollary to that, I mention 31 United States Code 473 
which provides in part that the Secretary of the Treasury may desig- 
nate such depositaries of public moneys in foreign countries and in 
the Territories and insular possessions of the United States as may be 
necessary for the transaction of the Gover nment’s business, under such 
terms and conditions as to security and otherwise, as he may from time 
to time prescribe. 

Mr. Meaper. Is that clearly applicable to foreign currencies? 

Mr. Martiny. The second one I am sure is applicable to foreign 
currencies. 

Mr. Meaprer. How about the first one? 

Mr. Martiny. The first one says all moneys of the United States, 
and as I understand, this was moneys of the United States, regardless 
of whether it was foreign currency or United States currency. 

Mr. Mraper. Do you know of any interpretation of those sections 
on the point as to whether it would include foreign currencies ? 

Mr. Martiny. I am sure we could verify that. Would you wait 
just a minute for me to see? We just assume that the word “money” 
covers everything, but if you want a verification of that, I shall be 
glad to furnish it. 

We do know that there was a designated depositary in Tehran, and 
we do know that there was a disbursing officer there at the time who 
presumably should have received the money. 

Mr. Meaper. In your opinion would either one of those sections re- 
fer to foreign currencies jointly owned by the United States and for- 
eign governments, or counterpart funds ? 

Mr. Martiny. I do not believe they would. This was what we had 
in mind, and referred to in our report—moneys of the United States 
where there was no question about their being counterpart funds 
and they were not joint funds. 

Mr. Harpy. I believe we have reached a good stopping point, and 
we will have to adjourn subject to the call of the Chair. 

We will not be able to reconvene Monday or Tuesday of next week. 
We will just have to issue notices as soon as we can develop the 
time, 

I wi unt to thank you gentlemen for your helpfulness. We will now 
stand adjourned. 

(Thereupon, at 12:45 p. m., the subcommittee adjourned, to re- 
convene at the call of the Chair. ) 
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TUESDAY, JUNE 5, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 2 o’clock p. m., in room 429, Old House 
Office Building, Representative Porter Hardy, Jr. (chairman of the 
subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr. (chairman), Henry S. 
Reuss, George Meader, and B. Carroll Reece. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reece, Mr. Meader, and 
myself, constituting a quorum under the rules of the committee. 

I believe, Mr. Mountain, you said you have some additional testi- 
mony you want from the GAO representatives. 

Mr. Mountrarn. Yes, sir; we would like to have some clarification 
of a point which appears in the General Accounting Office report 
which the committee has been considering. 

Mr. Harpy. We have Mr. Martiny and Mr. Rabel, both of whom 
have been previously sworn. Please proceed. 


FURTHER TESTIMONY OF JOHN H. MARTINY, LEGISLATIVE ATTOR- 
NEY, GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY GEORGE 
H. STAPLES, ASSISTANT DIRECTOR, CIVIL ACCOUNTING AND 
AUDITING DIVISION; AND FREDERICK K. RABEL, AUDIT SUPER- 
VISOR 


Mr. Mountain. Mr. Rabel, I refer you to page 28 of your report, 
the section entitled, “Lack of control over local currency funds.” 

I believe you have a statement to clarify some points made in that 
section of your report. 

Mr. Raseu. I understand your question refers to our comment that 
the mission accomplished complete and effective control over the utili- 
zation of assistance funds after the joint funds, and particularly the 
master joint fund, had been established. 

Mr. Mounratn. Yes, that is correct. The sentence in your report 
which appears in the fourth paragraph on page 28 reads as follows: 

With the establishment of the joint funds, in particular the Master Joint Fund, 
the mission accomplished complete and effective control over the utilization of 


uae funds made available in subsequent years for jointly approved 
projects, 
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Mr. Rape. In clarification of this statement, I would like to explain 
that we are referring to a system of control] and the installation of 
fiscal procedures, the opening of books and records of account by the 
joint funds. 

These accounts were set up under the supervision of the TCA Mis- 
sion in Iran and generally the procedures were modeled after those 
used in the United States Government. 

By that, I mean it is a system of allotment accounting and the use 
of obligations and documents similar to those used in the United 
States Government. 

This system was designed to give the mission a means of control 
and audit for the utilization of local currency. 

Mr. Harpy. Did you determine that the system was in fact pro- 
viding the mission with that effective control over utilization of 
funds? 

Mr. Rapevt. Mr. Chairman, we were satisfied that the system in 
general was adequate and should have provided the control. 

Mr. Harpy. That is not the question, Mr. Rabel. The system 
might have been adequate, but you make a statement that it did pro- 
vide the mission with complete control. 

That is a pretty strong statement you have here, and I want to be 
sure that we understand exactly what you meant by it. 

You said the mission accomplished complete and effective control. 
Is that a fact, or are you saying that they put in a system which, if 
operated properly, would give them effective control? 

Mr. Rapex, That is correct, Mr. Chairman, that if operated cor- 
rectly it should or would give the mission complete and effective 
control. 

Mr. Harpy. Did you determine that it was operating effectively ? 

Mr. Rapex. We have not examined in detail the records of the joint 
funds, and we have not made test checks of these records. 

Mr. Harpy. So then, actually, it is your testimony now that they 
put in a system which, if properly operated, would give them effective 
control, but you don’t know whether t! hey have control or not because 
you don’t know whether the system is being operated properly ? 

Mr. Rape. That is right. We did not want to say that the system 
actually was operating ‘adequately, but that 

Mr. Harpy. Unless you made an examination after the system was 
put into effect and had been in operation for a long enough period 
of time to determine whether or not it was being actually pursued, 
you would have no basis for making an unqualified statement like 
the one you have here; would you? 

Mr. Martiny. I think that is true. I don’t think we had the 
basis for making that statement. 

In giving further evaluation to the way that statement is made, 
we should have indicated that they had installed a system, which is 
quite different from the language that is there. 

Mr. Harpy. That is just the point that I want to understand. 

Mr. Marriny. We are willing to back down from that, very much 
so. 

Mr. Harpy. I am not asking you to back down; I am merely trying 
to find out what was the situation. 
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Mr. Martiny. I am sure this is not the situation that is indicated 
by that language. 

Mr. Harpy. The only point is this: If you have a basis for making 
that statement, I am happy for that statement to be a part of the record 
and to hang my hat on it, but if you have not got a basis for it, let’s find 
out just exactly what the facts are. 

Mr. Martiny. We don’t have a basis for that. 

Mr. Razev. I would not go that far. I would say that the basis of 
the statement is that the sy stem is an effective one if, as the chairman 
indicated, it is properly followed, but that we did not check in detail 
whether the system actually was being complied with. 

Mr. Harpy. Well, you said the same thing that Mr. Martiny said. 

You know, it is not unusual that we find lawyers that equivocate, 
but to find an accountant who gets himself in that position is a novelty. 

But anyway, I think that clears up, insofar as I am concerned at 
least, just exactly what that statement means, or what it is intended to 
mean. 

Mr. Reece. Mr. Chairman, clarifying the statement, I presume, 
rather than the question, as I understand—and I rather infer that you 
felt the same way—that the statement itself is not being challenged 
so far as a policy was concerned. It is only a question “whether the 
policy or the machinery that was set up was effectively applied. 

Mr. Harpy. That, I think, i is substantially correct. 

The whole question is just a question as to whether the GAO had 
a basis for making the statement in which it unqualifiedly said that 
they have complete control over the funds. 

Now he is testifying that what he means is that they have the 
machinery for effective control, but that as a matter of fact they did 
not examine the machinery in operation to determine whether or not 
it was accomplishing what it was supposed to accomplish. That is 
the way I understand it. 

Mr. Rasen. That is correct, Mr. Chairman. 

Mr. Mountratn. Mr. Rabel, at what point in time was the joint fund 
established ? 

Mr. Razex. The master joint fund was established in the spring of 
1954, but I understand that some of the joint funds in the specific 
fields of activity had been established prior to that date. 

Mr. Harpy. Weren’t they in operation, then, at the time you were 
over there ? 

Mr. Rasezt. When I was over there the master joint fund was admin- 
istering the entire program. It was an overall fiscal and administra- 
tive organization. 

Mr. Harpy. Did you audit that fund ? 

Mr. Raper. I did not audit that fund. This fund is an agency of 
the Iranian Government. 

Mr. Harpy. Well, don’t we have any auditing responsibility or au- 
thority? It is a joint fund. 

Mr. Raper. Well, I believe I could have got permission to audit the 
fund. However, the short time of my stay did not permit me to go 
into the detailed records. 

Mr. Harpy. So, then, although the fund was in operation and the 
fund has the machinery for satisfactory operation, you did not have an 
opportunity " carry on an audit? 

Mr. Razer. I did not audit the transactions of that fund. 
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Mr. Harpy. Any further questions? 

(No response. ) 

Mr. Harpy. Thank you, gentlemen. 

Mr. Seager, will you come up, please? 

Mr. Seager, do you swear that the testimony you are about to give 
before this committee will be the truth, the whole truth and nothing 
but the truth, so help you God? 

Mr. Seager. I do. 


TESTIMONY OF CEDRIC H. SEAGER, REGIONAL DIRECTOR, OFFICE 
OF NEAR EAST, SOUTH ASIA, AND AFRICA OPERATIONS, INTER- 
NATIONAL COOPERATION ADMINISTRATION; ACCOMPANIED BY 
LEONARD J. SACCIO, GENERAL COUNSEL, INTERNATIONAL 
COOPERATION ADMINISTRATION; AND DEVEREUX PARLE, 
EGYPTIAN DESK OFFICER, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Harpy. Mr. Seager, will you for the record give the commit- 
tee your full name, your title, and a brief biographical background, 
please, sir? 

Mr. Seacer. My full name, sir, is Cedric H. Seager. I am the 
regional director for ICA of the Near East, South Asia, and Africa 
Operations. 

Prior to my present post I was deputy to the regional director for 
about a year. 

Prior to that, for a brief period, assistant director. 

From July 1952 to July 1953, I was the Iran desk officer for TCA, 
and prior to that, from October 1951 until July 1952, Assistant to the 
Chief of the Israel Division, and, in the last few months, Acting 
Chief of the Israel Division. 

From September 1950 until April 1951, I was ports and coastal 
shipping specialist with the ECA mission in Greece. 

Immediately prior to joining ECA, and for a period of approxi- 
mately 1 year, I was deputy director for the Middle East of Trans- 
World Airlines. 

Before that, military attaché when I was in the Army in Istanbul, 
Turkey. 

Mr. Harpy. Thank you, Mr. Seager. 

Go ahead, Mr. Mountain. 

Mr. Mounrarn. Mr. Seager, will you outline briefly the functions 
of the Iran desk officer at the time you held that post? 

Mr. Sreacer. He operated a small staff and constituted with that 
staff the principal backstop agency for the mission in the field. 

He was the principal point of contact for the mission with the agency 
as a whole and coordinated the activities of the Division with other 
agencies of the Government having to do with technical assistance 
operations. He maintained close ‘contact with the State De »part- 
ment, and, within the agency itself, with the functional divisions of 
the Technical Cooperation Administration. 

Mr. Mounrarn. Do we understand from that description that all 
problems relating to Iran would at least flow through your office? 

Mr. Seager. Yes, sir. 
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Mr. Mounra1n. You would be required, as part of that job, to be 
familiar with the activities in the country to which you were as- 
signed or for which you were assigned responsibility ¢ 

“Mr. Seacer. Yes, sir. 

Mr. Mountain. You were familiar, were you not, with the struc- 
ture of the mission in Iran ? 

Mr. Sracer. Yes. 

Mr. Mountarn. The type of assignments, organizational structure, 
and so on? s 

Mr. Seager. I was; yes, sir. 

Mr. Mountarn. Did that mission have a position known as 
controller ? 

Mr. Seacer. It did. 

Mr. Mountain. Who was the controller of the mission in 1952? 

Mr. Szacer. Mr. Douglas Reeves, who went out to Iran as controller 
in February 1952. 

Mr. Mounta1n. Did Mr. Reeves return to Washington in the sum- 
mer of 1952? 

Mr. Seacer. Yes; he came back at the end of August 1952. 

Mr. Mountain. Can you tell us what you know about the reasons 
for his return and his activities in Washington ? 

Mr. Sracrr. He came back to discuss fiscal and accounting pro- 
cedures, procurement procedures, and various other matters relating 
to his duties as controller in Iran. 

Mr. Harpy. Was he ordered back? 

Mr. Seacer. He requested leave of the mission director, Mr. Warne, 
at that time, as was appropriate, to come back for the purpose of dis- 
cussing these matters with the Washington office, and Mr. Warne gave 
him leave to come home for that purpose. 

Mr. Mounrtarn. I believe, on September 10, 1952, while he was in 
Washington, Mr. Reeves addressed 2 memoranda to you, 1 of which 
was on the subject, Dollar Grants Under Fiscal Year 1952 Programs, 
and the other under the subject, Project and Program Costs. 

Mr. Seacer. That is right, sir. 

Mr. Mounratn. Mr. Seager, I believe the substance of the second 
of these documents on project and program costs was a suggestion by 
Mr. Reeves that because of confusion between funds handled out of 
TCA in Washington and funds handled by the mission in the field, 
all accounts be consolidated in such a fashion that the mission would 
have full knowledge of where its funds were. 

Is that correct ? 

Mr. Seager. That is so, sir. 

I would like to say that the memorandum of September 10, or both 
of them, in fact, was a composits of conclusions that he had reached 
as a result of his experience in the field and after consultation with the 
appropriate offices in our Technical Cooperation Administration head- 
quarters at Washington. 

It constituted his recommendations as well as a memorandum of 
understanding. 

Mr. Harpy. Let’s pinpoint these dates a little better, if we can. 

What was the date on which Mr. Reeves got back to Washington ? 

Mr. Sracer. It was the last week in August, I believe, sir. I haven’t 
got the exact date. 
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Mr. Harpy. Do you know how long he was here? 

Mr. SraGer. He was here approximately 3 weeks. 

Mv. Harpy. Do you know what date he went back to the field ? 
Mr. Seager. I think he went back to the field, as near as I can 


remember, the 16th of September; that is, within a couple of days, 
sir 


Mr. Harpy. All right, go ahead. 


Mr. Mounrarn. Mr. Chairman, I request permission to insert both 
of these documents in our record. 


Mr. Harpy. Without objection, it is so ordered. 
(The documents referred to are as follows :) 


OFFICE MEMORANDUM UNITED STATES GOVERNMENT 


SEPTEMBER 10, 1952. 
To: Cedric Seager, Chief, Iran Division. 
From: Douglas F. Reeves, Comptroller, Iran. 
Subject: Project and program costs. 

As you probably know, a great deal of time and effort has been devoted in 
the development of a comprehensive program in Iran, with the related inte- 
gration of projects and other program items, both in terms of United States 
dollars and of local currency. We have also retraced the operations and rec- 
ords there back to July 1, 1951, in order to determine and properly allocate all 
allotments, obligations, and expenditures of funds to the appropriate programs 
and projects. This was, of course, necessary if pvogram performance is to be 
measured and program planning to have any true significance. 

You will also recall the numerous requests TCI has sent into Washington, 
requesting information. information which pertained to TCI procurement, obli 
gations, and fund balances. Since only about $5,350,000 out of Iran’s $28,450,000 
has been alotted to Teheran, it is obvious how significant the Washington fiscal 
records are in determining Iran’s program performance and project costs. How- 
ever, to date the mission has received no usable information on funds or 
procurement. 

In order to obtain information regarding the status of TCT funds here in 
Washington, a member of your staff and I on Sunday reviewed and examined 
the Iran records and some of the obligation documents. I must now state that 
I found no records or data which could be related directly to our projects, and 
insufficient data upon which to project program performance. The conclusion 
is now inescapable that neither the country director nor your branch can have 
an intelligent or meaningful picture of where the Iran program stands from 
month to month unless and until one of the following takes place: 

(a) All Washington allotments, allocations, obligations and expenditures 
for Iran be unmistakably identified and recorded against specific programs 
and projects, or 

(0) All allotments of Iran funds be made exclusively to the mission, and 
all obligations be made in Teheran, without exception. 

Since reaching the above conclusions, I consider our earlier discussions regard- 
ing the need for a budget and fiscal officer and a fiscal accountant in Iran of 
even greater significance. Lacking project breakdowns on such a large portion 
of Iran’s program funds, it appears neither necessary nor practicable to main- 
tain detailed cost records only in Teheran, or to prepare reports which will 
always be grossly incomplete. The matter of accounting personnel is therefore 
directly tied up with the question of whether or not we shall attempt to give our 
program budget meaning and relate a performance measure against our pro- 
gramed objectives. 

If concrete action is contemplated, I suggest consideration of the following 
steps, all of which have been carefully examined and discussed with interested 
personnel here in TCA, Washington, and apparently meet with their approval: 

(a) Transfer all Iran allotments from Washington to the mission. 

(6) Discontinue making allocations to other agencies without clearance 
and recording by the mission. 

(c) Direct the transfer of all TCI rial funds from commercial bank 
accounts to treasury trust fund accounts. 


(d@) Transfer TCI allotments and records from the Embassy, Teheran to 
TCI. 
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(e) Authorize a certifying officer and alternate in TCI. 
(f) Furnish TCI, immediately, accounting personnel to handle the en- 
larged, transferred, and consolidated records, namely: 
(1) A budget and fiscal officer, to establish and supervise allotment, 
obligation, and fiscal records. 
(2) A fiscal accountant, to maintain project cost records, prepare re- 
ports and analyses, ete. 
A recommendation that the mission request the above personnel should be 
made concurrently with or prior to the issuance of instructions on items (a) 
through (e). 


OFFICE MEMORANDUM—UNITED STATES GOVERN MENT 


SEPTEMBER 10, 1952. 
To: TCA, Cedric Seager, Chief, Iran Branch. 
From: TCI, Douglas F. Reeves, Comptroller. 
Subject: Dollar grants under fiscal year 1952 programs. 

This will confirm my earlier answers to your questions regarding the current 
use of dollar grants to finance the TCI fiscal year 1952 program. Reference to 
the signed project agreements will show the following phrase to be typical of 
the commitment found in the majority of the agreements under the [ran program: 

“The Administration will grant to the irrigation bongah to finance the purchase 
of foreign-made equipment and accessories the sum of $92,000” (article II of proj- 
ect agreement No. 14). 

Proposals for incorporating usual accountability requirements in this same 
project were finally watered down to the simple phrase: 

“Trrigation bongah will furnish the Administration with any documents neces- 
sary to explain the expenditure of the funds.” 

Additional discussions with Mr. Lay of the procurement section have indi- 
cated that the new procurement procedures are designed to handle and facilitate 
just such purchases and payments as are contemplated under these Iran project 
agreements. It has been further pointed out that by the use of the bank contract 
and letter of credit procedures TCA would retain possession of the funds until 
actually expended, on the procurement and that each payment of United States 
Government moneys would be directly and completely supported by conven- 
tional commercial documents. This appears to me to be a big step forward and 
would help to resolve a number of difficult problems now facing TCA in Iran. 
Reference to the terminology of the project agreements suggests that the grants 
can undoubtedly be tonstrued to have been met by providing foreign exchange 
financing rather than by delivery to the grantee of a United States Treasury 
check. 

Il understand that the agreements between TCA and all countries other than 
Iran provide for just such financing as has been outlined above. If it should be 
the decision here in Washington that this policy and procedure be followed 
uniformly by all TCA missions, the [ran mission can, I believe, adapt its opera- 
tions to conform with a minimum of difficulty. Required steps would be: 

(a) Make “bank contracts” with the three banks most active in Iran’s foreign 
trade, i. e., the Irving Trust Co., the Chase Bank of the City of New York, and 
the National City Bank of New York. These contracts should contain a pro- 
vision for TCA to pay the bank charges in view of the lack of foreign exchange 
in Iran. 

(b) Designate an “approved applicant” in accordance with established pro- 
cedures. Such an approved applicant might be either TCA in Iran, Bank Melli 
Iran, or the contemplated joint fund for economic development. 

(¢) Advise TCA, Teheran, by cable that present procurement procedures are 
considered adequate to meet dollar-grant provisions of the fiscal year 1952 
project agreements and that steps outlined in paragraphs (a) and (0b) above 
Will make it possible to implement project commitments without deviating from 
established TCA policies prescribed and followed in other countries. Direct 
dollar grants by means of Treasury checks would therefore be no longer neces- 
sary and proper accountability for the custody and use of United States funds 
would be relatively automatie. 

in the event you or your staff wish to pursue this matter further, I shall be 
happy to cooperate in every way possible. 


Mr. Mounratn. Did you, in the course of the 8 weeks that Mr. 
Reeves was here, have any conversations with him ? 
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Mr. Seacer. Yes, I had periodic consultations with him. He also 
had consultations with members of my staff and with other members 
of the Technical Cooperation Administration. 

Mr. Mountarn. Mr. Reeves did have consultation with a good many 
others, then ? 

Mr. Seacer. Oh, yes. 

Mr. Mountatn. Would you know what functions these other people 
performed with whom he consulted ? 

Mr. Seacer. Within my own office, his principal point of contact 
would be Mr. Parle, who is with us today. He was then the program 
officer in the Iran Division, and he subsequently succeeded me as desk 
officer for Iran. 

Then he would talk with Mr. Kessler, who is also with us today, 
who was Acting Controller of the Technical Cooperation Adminis- 
tration at that time; with Mr. Fryer, who was the Regional Director, 
my boss; with Mr. Ritchie, who was our Legal Counsel; and with 
others whom I don’t think I could name at the moment, but who were 
in the procurement division of the organization. 

Primarily with those people, I would say. 

Mr. Mounratn. Do you recall a specific conversation with Mr. 
Reeves near the end of his visit in which he discussed with you some 
of the problems he encountered in the field ? 

Mr. Seager. Yes. This was, I think, the day prior to his antici- 
pores aupevinss for Teheran, when he discussed a number of prob- 

ems in the mission which were troubling him, relating to actions in 
the field which he said he was in a position, or he felt he was in a posi- 
tion, to criticize and which frankly were worrying him. 

Mr. Mountarn. Do you recall whether or not Mr. Reeves sought you 
out on this occasion ? 

Mr. Seacer. I find it difficult to remember whether he specifically 
came to me and sought me out for that purpose. I know that he had 
had conversations with Mr. Kessler in connection. with some of the 
matters that were worrying him; I know with Mr. Parle, with whom 
he had been constantly in touch; with Mr. Fryer, I think; and my 
guess is, and I think that my recollection is probably accurate in this 
respect, that as a result of statements he had made to some or all of 
these gentlemen I asked him to come in and talk to me about the 
matters that were perplexing him. And he so did. 

Mr. Mountatn. Do you recall whether it was a lengthy conver- 
sation or not? 

Mr. Seager. Yes, it was a conversation of some length, I am sure, 
but I wouldn’t be able to specify how long. 

Mr. Mountarn. During this conversation he disclosed to you sev- 
eral things that were troubling him about the operation of the mis- 
sion as far as controllership functions were concerned ? 

Mr. Seacer. That is right. 

Mr. Harpy. Did you make any written memorandum of your own 
reaction to that conversation ? 

Mr. Seager. No, sir, I did not. I asked him to defer his departure 
for Iran for the purposes of setting down as a matter of record some of 
the matters that he had brought to my attention. 

Mr. Harpy. He was due to leave the following day? 

a Seager. Yes, sir. I think he deferred his departure by a couple 
of days. 
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Meanwhile he wrote the memorandum which is a matter of record 


here. 
Mr. Harpy. Is that the first time he had spoken directly to you 


about the problems ? } 
Mr. Seager. About these particular problems that were worrying 


him, yes. 
Mr. Harpy. You had no previons knowledge that he was disturbed 


about these specific matters 

Mr. Seager. To the best of my recollection; no, sir. 

May I add, in confirmation of my recollection, that had I had 
previous knowledge of that, I would not have authorized his return 
reservation for Teheran without making this a matter of record. 

Mr. Harpy. I think that is a pretty good indication that you did 
not know about it before, otherwise you would have arranged to get 
this finished so that he could meet his scheduled departure. 

Mr. Seacer. That is so, sir. 

Mr. Mountarn. Did you ask Mr. Reeves to set these comments down 
in a memorandum ? 

Mr. Seacer. I did. 

Mr. Mountarn. And he did so? 

Mr. Seager. Yes, sir. 

Mr. Mountarn. Is that document dated September 15 from you to 
Mr. Seager the document he submitted ? 

Mr. Seacer. From Reeves to Seager. 

Mr. Mountarn. I am sorry, from Reeves to Seager. 

Mr. Seacer. That is right, sir. 

Mr. Mountatn. Mr. Chairman, I ask permission that this be in- 
cluded in our record. 

Mr. Harpy. Without objection it is so ordered. 

(The document referred to follows :) 

SEPTEMBER 15, 1952. 
To: Mr. Cedrie Seager, Chief, Iran Branch, NEADS. 
From: Douglas F. Reeves. Comptroller, Iran. 
Subject: Problems related to local currency grants. 


With further reference to our discussions on grants, perhaps some of the his- 
torical background leading up to the present situation may also prove informative 
and helpful. The first TCI grant as such was made to the Iranian Ministry of 
Health on February 9, 1952, for the antimalarial control project, and was in the 
amount of 2 million rials. At the time this check was prepared by the disbursing 
officer at the Embassy, Teheran, Mr. Warne demanded and obtained positive 
assurances from a responsible Ministry official promising to provide a complete 
and detailed accounting for the 2 million rials. In March the Ministry strongly 
pressed for another grant of over 2 million rials for the same project but the 
request was held up pending receipt of the promised accounting for the first grant. 
After some delay, TCI was presented with a listing of about 10 categories of 
expense with figures in even hundreds of thousands listed as estimated payments. 
In order to keep the mobile DDT-spraying teams at work in the villages, how- 
ever, the additional 2,350,000 rials was paid to the Ministry upon receipt 
of new and firmer promises of proper accountability. This has been the re- 
curring problem. 

Twice since then, TCI has been placed in the same position, i. e., to either make 
further payments of millions of rials with inadequate accountability to the United 
States Government or to be publicly held responsible for stopping the DDT spray- 
ing in the villages and apparently, in the public’s eye, abandoning the anti- 
malarial program. It has been a most difficult decision each time, and on the 
basis of some degree of continuing improvement in the types and accuracy of the 
accountability rendered, an additional 9 million rials had been made available 
as of the end of July. As of August 20, however, no reports or accountability 
had been furnished to TCI which could in any way be construed as meeting the 
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minimum requirements for accountability over the use of United States Govern- 
ment funds in any other Department or Agency. 

A common practice with all Iranian agencies or Ministries receiving grant 
funds has been to pay out most of the money as advances to headquarters Officials, 
procurement officers, vendors, or regional offices, and then treat these payments 
as disbursements accounted for by the mere designation of the individual or 
office to whom the check was payable. We have repeatedly insisted that all ex- 
penditures be documented by vouchers, and classified by the nature of the 
expenditure, but when reports were finally received for the first 4,350,000 rials 
paid out as grants, vouchers had been for only a small part of the amounts 
advanced, vouchers received were not being entered in any kind of a permanent 
record (only posted on working papers for us), and of the vouchers reported as 
on hand, approximately 80 percent were listed under the heading ‘‘Miscellaneous.” 
It has proven slow and difficult to get vouchers sent in from even the local offices 
receiving and using advances in areas only 30 to 50 miles from Teheran, but with 
the inadequate communications of Iran, it is claimed that vouchers from the 
outlying areas cannot be centralized for reporting or inspection purposes in less 
than 30 to 90 days. 

It has been further discovered that in the majority of cases the recipients of 
these grants have not established and do not maintain property records for the 
unexpendable property and equipment purchases with TCI grant funds. Large 
purchases have been made without obtaining competitive bids, and without any 
reference to prices at which the same or similar articles could be purchased in the 
United States, or even by the TCI procurement office in Teheran. These prac- 
tices appear to be encouraged by an attitude found prevalent not only among 
the Iranians, but also among some of the key TCI personnel; namely, that funds 
granted by TCI to an Iranian agency are not subject to the fiscal regulations of 
either the Iranian or United States Government. This concept was in several 
quarters encouraged in order to achieve maximum flexibility in adjusting pro- 
gram work from time to time without the necessity of revising documents. 

It must also be reported that funds turned over to the Iranian Government as 
grants have been used to pay past-due salaries and contract payments, i. e., 
obligations which had been assumed and which had become due and payable be- 
fore the negotiation and execution of a project establishing the joint operations. 

To meet the problems which began to thus develop shortly after my arrival in 
Teheran last spring, I prepared an outline of proposed policies and steps to be 
followed in the planning, paying, reporting, and accounting for TCI grants under 
the projects then being written up. As Comptroller, I informally submitted these 
proposals to several staff members for discussion, before submitting them to the 
country Director, but the cold shoulder given them by the program planning 
people clearly indicated that the proposals were considered too restrictive, and 
would find no support if submitted to the country Director. These proposals 
were primarily, that project descriptions or agreements should include: 

1. A definitive statement of the responsibilities of the respective parties to the 
project, sufficiently detailed and clear so an end-use auditor could tell if the 
facilities, equipment, and personnel were properly used. 

2. A clear definition of the purposes for which grant funds were intended, 
with a budget or at least a listing which could serve as a starting point in review- 
ing the propriety of the actual use made of the fund. 

3. Estimated needs by months and/or phases of the programed work so the 
funds granted could be related to demonstrated and measurable needs. 

4. Designation of regional areas involved, and the portion of the grant to be 
made available and used at the regional level. 

5. An unmistakable commitment that the grantee would furnish such account- 
ings and reports on the use of the funds, in such form and detail, and at such 
times as might be prescribed by the country Director. 

Detailed instructions outlining the nature and extent of audit required were 
prepared for the use of TCI auditors or Iranian employees in checking on the 
use made of grants. Check lists and pro forma reports were also prepared for 
use in this work, but once lacking definitive commitments and statements in the 
projects themselves, the audit of generalities became ineffective to the point of 
frustration and quite meaningless. 

None of the steps cited above have to date proved effective. I have been 
repeatedly faced with the accomplished fact of project documents drafted, 
executed, and signed by the country Director and an Iranian Minister before 
IT knew of the contents, or had seen them. In fairness to Mr. Warne, I must 
state that he has several times announced in staff meetings that all financial 
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matters must be cleared with his Comptroller prior to being submitted to him for 
signature, and in personal discussions he has expressed the opinion that he has 
made a practice of requiring initials of all staff members before he signs project 
documents. Nevertheless, the actual record shows that he has consistently 
signed project commitments presented to him by his program officer without 
their prior review or concurrence by the Comptroller. Such action can only 
be construed as evidence of an existing administrative policy which precludes 
interference of financial considerations with program objectives—and under 
present conditions, a comptroller has to live with that policy. 

Grant funds in general are now used for payment of— 

1. Direct labor costs on projects. 

2. Supplemental salaries to Iranian Government civil servants (technical, 
administrative, and clerical) over and above their regular Government 
salaries. 

3. Per diem payments to Iranian Government civil servants when away 
from their offices in connection with point 4 work. 

4. Travel expenses of Iranian Government officials attending point 4 
conferences. 

5. Construction and equipping of laboratories and research facilities. 

6. Purchases of motor vehicles, machinery, and technical and office equip- 
ment and supplies. 

7. Repair and maintenance of Iranian Government motor vehicles and 
other equipment. 

8. Transportation of DDT and other supplies, both locally and between 
regions. 

9. Lump-sum payments on existing Iranian Government contracts. 

Upon exaniination, the following actions or procedures involving local currency 
grants in Iran can be recognized as minimizing United States control over the 
use of TCA money: 

1. Only one project calling for a grant has a detailed budget spelling out the 
proposed use of funds granted, and even that budget bears no confirming signa- 
tures and is not referred to im the project document itself. (A copy of this 
project grant budget is attached for your study.) 

2. Two separate Iranian Government agencies have stated categorically that 
they were told by TCI technicians that once the funds were turned over to them, 
no fiscal accountability was required—and in fact, no vouchers or records were 
kept until my office convinced them otherwise. 

3. Iranian officials have almost universally held that TCI grant funds were not 
subject to usual governmental fiscal regulations, either Iranian or United States. 

4. Projects have been written, and approved, with ever-increasingly general 
terms, rather than in light of the need for more specific provisions as borne out 
by experience. 

5. The program officer in Teheran has consistently argued that end-use checks 
by TCL were not to be made on funds granted to Iranian Government agencies. 

6. Later projects have had their terminology diluted to require only such ac- 
countability as may be prescribed by regional directors or chief technicians, 
neither of which have personnel qualified to appraise accountability. 

7. Grant funds have been used for purposes not even within the general terms 
found in the projects. In some cases, approval of these diversions of funds has 
been given either verbally or by letter by TCI technicians. 

8. Local procurement and equipment maintenance originally to be performed 
by the TCI procurement staff has been turned over to a ministry by means of a 
simple memorandum altering the terms of the project to provide that Rls 
~,000,000 would be granted to the Ministry for this purpose, reducing TCI par- 
ticipation proportionately. 

¥. One ministry has requested that it be permitted to use grant funds to rent 
in office building to house Ministry functions due to its stringent financial position. 
This proposal had the support of a number of TCI technicians. 

10. No positive corrective action has been taken when programing personnel 
have bypassed the Comptroller’s Office in proposing or executing something which 
fails to meet minimum accountability standards for the use of United States 
Government funds. 

There also exists the problem of whether grants should be made at the regional 
level or through the central Ministry offices in Teheran. The regional directors 
on the one hand, and the heads of the TCI technical staffs in Teheran on the 
other, each claim that their working relationships and effectiveness will be best 
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enhanced by letting them handle the grant negotiations and payments at their 
respective levels. In order to encourage decentralization, and due to poor com- 
munications systems in Iran and the abundant redtape in the central offices in 
Teheran, that funds given to the Ministries in Teheran are both too slow, and in- 
adequate, when they reach the local areas for use. On the other hand, funds 
granted locally cannot be subjected to proper accountability and end-use checks 
without placing an auditor in each regional office or operating at least a fair- 
sized audit staff out of Teheran. 


CONCLUSIONS 


1. Grants made in local currency probably constitute the only means by which 
a program the size of the Iran program can be carried out within present staffing 
limitations. 

2. Present practices in the planning, approving, using, and accounting for local 
currency grants in Iran unquestionably fall far short of minimum standards 
called for by either sound financial management and practices, or General Ac- 
counting office standards. 

8. In order to be objective, any decisions between program flexibility and 
financial safeguards and accountability for public funds must of necessitiy be 
TCA/W decisions since key personnel in missions are predominantly program 

le. 
oe - Grants are probably most effective when made at the local or regional 
level but this in turn increases the difficulty of securing proper and adequate 
accountability. 

5. Technicians’ requests for payments of large sums as grants prior to actual 
need by the grantees have in several cases served to give misleading impressions 
of progress under certain projects or programs. This could not happen if proper 
fiscal provisions were incorporated in the project agreements. 

6. Adequate accountability and reporting on grant funds is and will continue 
to be difficult in view of the political pressures on those in possession of grant 
funds, the Iranian Government’s desperate need for funds for numerous non- 
point-4 activities, the widespread areas over which the funds are distributed for 
use, and the all-too-evident reluctance to be pinned down in responding to our 
demands that all expenditures be documented, related to work authorized by a 
project, and reported to TCA/M on a curreint basis. 

7. Many of the difficulties have stemmed from a lack of adequate planing and 
detailing of the intended use of proposed grants and the failure to incorporate 
sufficient detail in project agreements to give financial accountability any signifi- 
cant meaning. 

8. Even with better definition of approved uses to which grant funds may be 
put, present staffing patterns fail to provide personnel to make even routine 
test checks or audits in Iran. 


RECOM MENDATIONS 


(The following recommendations do not represent the position of the TCA 
Mission in Iran, but only the reaction of myseif, as Comptroller, to the problems 
found to exist or to be developing there. These recommendations are obviously 
not related to program development so much as to maintaining what I consider 
as a result of my experience with other United States foreign spending pro- 
grams to be necessary to adequately protect TCA under the future scrutiny of the 
General Accounting Office and possible congressional investigations. ) 

1. The existing form and terminology of project agreements should be re- 
examined to assure that projects spell out financial responsibilities of the 
grantee to TCA as well as the technical responsibilities to the technician in 
charge. 

2. Projects should inelude a specific and detailed statement of the purposes 
for which the grant funds may be used, or make positive reference to a docu- 
ment or budget which does give such information. Commitments to make grant 
moneys available should also be related to phases of the project work rather 
than to fixed points of time only. 

3. Loeal currency procurement should be effected in accordance with approval 
procurement procedures, rather than my making grants to ministries and agen- 
cies and then letting them effect the purchases with TCA funds. 

4. TCA/W should make a comprehensive review of intended and actual uses 
made of grant funds, and issue necessary policy statements to the missions 
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clearly defining those purposes for which lump-sum payments may be made as 


grants. 


5. Recognition must be given to the consequences involved in withholding sub- 
sequent grants in order to apply the only effective form of pressure available 
when the grantee fails to adequately account for funds already advanced. 

6. Such country comptroller should have an internal audit staff sufficient to 
make intelligent and effective test checks, reports, and end-use investigations to 
assure the country director and TCA/W of the proper use of all TCA funds 
and property. 

7. Regional audit offices might well be established by TCA, serving the fol- 
lowing purposes : 

(a) To maintain a small floating audit staff available to assist individual 
country comptrollers upon call in meeting special audit situations, such as 
periodic checks of property accounts, reviews of grants at widespread regional 
levels, or extra heavy workloads caused by peaking of local grants, etc. 

(b) To make, on behalf of TCA/W, periodic independent audits of the in- 
dividual mission offices, with regard to: 

(1) Adequacy and accuracy of the accounts and records maintained by 
TCA/M. 

(2) Adequacy of property records and accountability procedures. 

(3) Propriety of fiscal policies, practices, and procedures. 

(4) Adequacy of reporting techniques and practices. 

(5) Existence of any policies, procedures, or practices which interfere 
with, or have a direct bearing upon the custody or use of United States 
Government funds. 

8. There should be developed and promulgated a clearer line of responsibility 
and operating relationships between country comptrollers and the TCA/W 
comptroller and fiscal office. A greater degree of guidance by, and coordination 
with, these offices would undoubtedly prove of immeasurable value to country 
comptrollers, each endeavoring to meet his problems individually. 

9. A regional conference of country comptrollers, directed and attended by 
the TCA/W comptroller, could achieve much. 


Mr. Mountain. Can you briefly summarize for us, Mr. Seager, the 
tenor of this document of September 15, which I notice is eight pages 
long of single-spaced typing? 

Mr. Sracer. I could go through it. I don’t know that I have the 
information accurately in my mind to summarize it for you without 
reference to the document itself. 

Mr. Harpy. I think perhaps as an observation, Mr. Seager, maybe 
we don’t want this document summarized too much. 

I think perhaps we had better be sure that we are talking specifically 


about what the document says. 
I believe it would be better, Mr. Mountain, to read into the record 


specific sections that are pertinent to the matter we are concerned with. 
Mr. Mounrtarn. I would like to read the first paragraph of this 
letter, Mr. Chairman, and ask for Mr. Seager’s comment. 


With further reference to our discussions on grants, perhaps some of the his- 
torical background leading up to the present situation may also prove informa- 
tive and helpful. The first TCI grant as such was made to the Iranian Ministry 
of Health on February 9, 1952, for the antimalaria control project, and was 
in the amount of Rls. 2 million. At the time this check was prepared by the 
disbursing officer at the Embassy, Tehran, Mr. Warne demanded and obtained 
positive assurances from a responsible Ministry official promising to provide a 
complete and detailed accounting for the Rls. 2 million. In March the Ministry 
strongly pressed for another grant of over Ris. 2 million for the same project 
but the request was held up pending receipt of the promised “accounting” for 
the first grant. After some delay, TCI was presented with a listing of about 10 
categories of expense with figures in even hundreds of thousands listed as “esti- 
mated payments.” In order to keep the mobile DDT-spraying teams at work in 
the villages, however, the additional Rls. 2,350,000 was paid to the Ministry 
upon receipt of new and firmer promises of proper accountability. This has 


been a recurring problem. 
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Mr. Harpy. Off the record. 
(Discussion off the record.) 

Mr. Mountain. Referring to the first page of the memorandum, is 
it the substance of this memorandum that accounting by the Iranian 
Government was difficult to obtain for currencies granted to them 
under the TCI program? 

Mr. Seager. I think it would be true to say that at that time account- 
ing by them was difficult to obtain. 

I think you are well aware of the situation that then prevailed in 
Iran, which was chaotic to an extreme degree, and I would say that it 
is fair to assume that accounting by them was difficult to establish. 

Mr. Harpy. I think that is not quite the point that we are trying to 
get at here now. 

We want to understand what this memorandum contains for the 
purposes of discussion, if we can, and that was one phase, as I take 
it, of the presentation which Mr. Reeves submitted. 

Mr. Seager. Yes, sir. He was much concerned, and I think that 
first page has reference to it, with the question of our making direct 
grants of dollars to Iranian ministries. 

That subsequently was corrected; in fact, not subsequently but I 
believe it was done prior to his return to Iran. The mission was in- 
structed to make no further grants of cash dollars direct to the minis- 
tries in Iran. I believe those instructions went out early in September. 

Mr. Harpy. I don’t know whether I understand what that entails. 

Did that mean that subsequently dollars would be converted to rials 
before they were turned over to the Iranian Government ? 

Mr. Seager. No, sir. 

Mr. Harpy. What did that mean, then, if they discontinued making 
direct dollar grants? 

Mr. Seager. The dollar grants would be held by us, not put into 
custody of Iranian ministries. 

Mr. Harpy. Used as a joint fund arrangement; is that what you 
mean ? 

Mr. Seacer. Ultimately, yes, sir. 

Mr. Mountain. Referring to the second page of the report 

Mr. Meaper. Before you read that point, Mr. Seager, do I under- 
stand that you, as Iranian Desk Officer, sent instructions to Mr. Warne 
in Iran not to give any more money to theIranians until they received 
an accounting for the previous money ? 

Mr. Seacer. Not to make any more cash grants to Iranian Minis- 
tries. 

Mr. Meaprer. What I wanted to get at was the date in relation to 
this memorandum of September 15. Was that before the memo- 
randum ? 

Mr. Sracer. The date, I believe, sir, and I would like to check my 
records on that, was—or I might ask Mr. Parle if he has any recol- 
lection of it. 

Mr. Parue. September 5, I believe that is the date. 

Mr. Seacer. September 5. 

Mr. Meaper. Was that prior to your discussion with Mr. Reeves? 

Mr. Seacer. This was prior to this last discussion that we had, but 
related to the discussions regarding fiscal procedures that he had had 
with various people in the Administration. 
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Mr. Meaper. And your instructions of September 5, then, were based 
upon the statements Mr. Reeves had made? 

Mr. Seacer. Conversations that he would have had with the appro- 
priate fiseal authorities within the Administration. 

Mr. Harpy. Are we talking about dollars or rials? 

Mr. Sreacer. We are talking about dollars, sir. 

Mr. Mountain. Referring to page 2, Mr. Chairman, I don’t sec 
any way to deal with this except to read this paragraph. 

It has been further discovered that in a majority of cases the recipients of 
these grants have not established and do not maintain property records for the 
unexpendable property and equipment purchases with TCA grant funds. Large 
purchases have been made without obtaining competitive bids, and without any 
reference to prices at which the same or similar-articles could be purchased in 
the United States, or even by the TCI procurement office in Tehran. These 
practices appear to be encouraged by an attitude found prevalent not only 
among the Iranians, but also among some of the key TCI personnel, namely, 
that funds granted by TCI to an Iranian agency are not subject to the fiscal 
regulations of either the Iranian or United States Governments. This concept 
was in several quarters encouraged in order to achieve maximum “flexibility” 
in adjusting program work from time to time without the necessity of revising 
documents. 

There is another observation in this- 

Mr. Harpy. Let’s look at that one just a minute. I want to see if 
I understand what that means. 

Mr. Seacer. I think I could best give you a reply to that by quoting 
Mr. Warne’s letter to Mr. Fryer. 

Mr. Harpy. I don’t think we want to get at the question of reply 
at the moment. The thing that I want to do is try to understand what 
he is talking about. 

As I understand from this, in effect he is saying that TCI personnel, 
as well as some Iranian personnel, had the idea that they did not have 
to be accountable for these funds that were grants. 

Mr. Seacer. That was pretty thoroughly refuted by the mission, 
sir, 

Mr. Harpy. I am not talking about the refutation. We will get 
to that subsequently. I am trying to see what Mr. Reeves is saying 
here, now. 

Mr. Seacer. That would be my understanding, sir. It is his state- 
ment here. 

Mr. Harpy. We do want to take every one of these points subse- 
quently and try to develop all of the facts related to them, but what 
| am trying to do now is to understand what statements or allegations 
he is making. 

Mr. Sracer. That is the allegation that is contained in that para- 
graph, sir. 

Mr. Harpy. All right, go ahead. 

Mr. Mounrarn. Immediately following that, this statement ap- 
pears: 

It must also be reported that the funds turned over to the Iranian government 
aS grants have been used to pay past due salaries and contract payments, i. e., 
obligations which had been assumed and which had become due and payable 


hefore the negotiation and execution of a project establishing the joint opera- 
tions. 


_ Can you elaborate on that, Mr. Seager, as to what the meaning is 
in that one, as you understood it? 
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Mr. Seager. My assumption from this is that he alleges we used 
our money to pay off old accounts and salaries that were due before 
the appropriate project agreement had been drawn up. 

In other words, inatenlt of making payments—this is his statement 
here, sir—instead of making payments from the point of signature 
of a project agreement, payments were made for past services. 

Mr. Harpy. Well, is Anat a usual procedure? I mean, is that ever 
done, that current funds for one project are used to pay unliquidated 
obligations of a previous one ? 

Is that what he was saying ? 

Mr. Sracer. Not to my knowledge, sir, and to the best of my recol- 
lection, that is not a valid criticism, it is not a valid allegation. I 
believe his statement would not be borne out by the facts. 

Mr. Meaper. If true, Mr. Seager, is it in good order ? 

Mr. Seacer. I don’t think I could give a general answer to that. 
I would assume in principle, no. 

Mr. Meaper. In other words, there should be no liability of United 
States funds for something that was done by somebody without any 
basis for any agreement between the United States and the foreign 
government ? 

Mr. Seacer. I am trying, frankly, sir, to think of a case in Iran 
where there might be validity to such a transaction if it occurred. 

There were a number of projects in Iran that we had to implement 
on an urgent basis because of the situation that prevailed in that coun- 
try, and if you entered into an agreement with the Iranian Govern- 
ment to carry forward a project that had been initiated by them and 
that had come to a halt because of lack of funds in Iran, funds that 
had failed them because of the development of the oil crisis in that 
country, I do not know but that it might have been desirable to merge 
some of the moneys with 

Mr. Harpy. Well, that might have been desirable from somebody’s 
point of view, but is that a proper procedure? Is it in keeping with 
fiscal accountability to start with ? 

Mr. Seager. I would say; no, sir. 

Mr. Harpy. Well, then, actually if there are insufficient funds pro- 
vided for a specific program, it would seem to me that the logical and 
proper way to carry out the program would be to get some more funds 
allotted to it, not to borrow from Peter to pay Paul. 

Mr. Seacer. I think we are being a little too general, sir. I can’t 
think of any instance where that was done. 

Mr. Harpy. I don’t know that it happened, but we are talking now 
about an allegation, and, if true, it would be irregular. 

Mr. Seager. I think that is fair comment, sir. 

Mr. Reece. Mr. Chairman, in view of the critical situation that 
existed in that area and the sensitiveness of the political situation, and 
I take it the primary purpose of all our expenditures, the ultimate 
objective of all of our expenditures was to accomplish stability of 
government, without which the development of the area could not be 
ee I could imagine a situation existing by which funds might 
ye applied to the purposes referred. 

Mr. Harpy. It would seem to me, Mr. Reece, under that kind of a 
situation they should have gotten funds somewhere else, from an 
emergency fund or something of that kind, rather than taking them 
from one project fund to pay off another one. 
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Mr. Seacer. Mr. Chairman, with your permission. 

Mr. Harpy. If you can help us straighten this out, I wish you 
would. 

Mr. Seacer. I think the Congressman’s remarks were very apt. 

Mr. Harpy. It is very apt from the standpoint of trying to excuse 
something that has been done; but frankly, although I can subscribe 
to the fact that you did have a touch-and-go situation, I don’t know 
that that necessarily justifies impropriety in the use of funds. 

Mr. Rerce. I am not undertaking to justify it, I am undertaking 
to analyze it. 

But, we had a long-range objective in Iran, I assume, and the re- 
sponsible officials had the responsibility of following the best means 
of accomplishing that long-range objective, and it could not be ac- 
complished without a stable government and a government that was 
friendly to our objectives. 

I am not at all familiar with what went on, but it seems to me as 
if somebody there ought to have authority to apply funds if the 
applications of the funds would accomplish a good purpose. 

Mr. Harpy. I think I can subscribe to the general philosophy, 
except when you get to the point of going beyond uteltiahied pro- 
cedures. 

There are certain procedures for the employment of emergency 
funds that have been granted to the President without any require- 
ment of accountability at all, but there are procedures and rules and 
certain statutory limitations with respect to the employment of funds 
for the technical assistance program, and that is what we are talking 
about right now. 

Mr. Rerce. What impresses me, and this is not in reference to any 
particular transaction, we had a long-range objective in Iran. We 
were in a very precarious situation during part of that period. We 
came out of it with a high degree of success, and that success having 
been achieved with great difficulty. 

And, when the program is successful, then I think, in analyzing it, 
we need to interpret it in the light of the situation that existed and 
the results accompanied. 

Mr. Harpy. Wouldn’t you agree, though, that you still have to do 
that in the framework of proper fiscal accountability ? 

I don’t think that any employee of the United States Government 
has any right to expend tax dollars without being accountable for 
them, and accountable for them in connection with the proper pro- 
cedures. 

I am not saying that has been done here. I don’t know. But that 
is in substance what the allegation is. 

Isn’t that right, Mr. Seager ? 

Mr. Seager. That is right. 

Mr. Reece. I don’t disagree with the chairman. 

Mr. Harpy. You arfd I can philosophize here for a long time and 
probably we would come out at the same point 

Mr. Rerce. Sometimes what is done in a situation such as existed 
there, which was highly volatile, it might be that the best interests 
of the situation would require the transaction to be publicized. 

Mr. Harpy. Are you going to assume the responsibility for passing 
on that best interest deal ? 
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Mr. Reece. If I were there, I would not hesitate to assume it. If I 
had the responsibility for assuming it, that is what I would do. 

Mr. Harpy. I venture to say that you would want to try to see 
that you were within the normal procedures with respect to the use 
of funds. I am not insinuating that anybody didn’t, but I want to 
look at what is before us. 

Mr. Reece. I think the proper officials ought to be thoroughly 
familiarized with what went on. 

Mr. Harpy. Let’s get back to where we were. 

Mr. Mountain. Mr. Seager, this memorandum by Mr. Reeves was 
written after a lengthy conversation with you, is that correct? 

Mr. Seager. That is right. 

Mr. Mounrarn. So some of these statements in this memorandum 
are digests in part of details that he had given you verbally ? 

Mr. Seacer. That is so; yes, sir. 

Mr. Mountain. Do you recall whether Mr. Reeves, in connection 
with the point that we have been discussing, told you that there were 
activities underway by the Iranian Government which had incurred 
obligations that the United States later paid after having signed a 
project agreement to continue them ? 

Mr. Seacer. I don’t specifically recall that, Mr. Mountain. 

Mr. Mountarn. But do you know whether this matter we have been 
discussing referred to that kind of transaction ? 

Mr. Seager. I would say that is a fair interpretation, but my mem- 
ory does not serve me well enough on that point, Mr. Mountain. 

Mr. Mountatn. Does Mr. Reeves’ memorandum to you go on to 
state that he had attempted to outline proposed policies and steps to 
be followed in the planning, paying, reporting, and accounting for 
TCI grants then to be written up? 

Mr. Seager. That is in his memorandum. 

Mr. Mountarn. Does he state also that as controller he submitted 
these proposals to several staff members for discussion before sub- 
mitting them to the Country Director, but that the cold shoulder was 
given to him by the program planning people who considered them too 
restrictive ? 

Mr. Seager. That is stated here. 

Mr. Mounrtatn. Does he go on to list the nature of those proposals, 
which perhaps can be summarized by saying he wanted better deserip- 
tions of projects to enable him to audit something more than generali- 
ties ¢ 

Mr. Sracer. That is a broad description of what follows. 

Mr. Mountain. Does he go on to say that he issued detailed instruc- 
tions, but that none of the steps cited has to date proved effective ? 

Mr. Sracer. That is so. 

Mr. Mountatrn. Does he go on to state that he had been repeatedly 
faced with the accomplished fact of project documents drafted, exe- 
cuted, and signed by the county director and am Iranian minister be- 
fore he knew of their contents or had seen them ? 

Mr. Seager. He so states here. 

Mr. Mounrarn. He also states 

Mr. Meaper. Might I ask, Mr. Seager, do your procedures in TCA, 
or ICA, require a controller to be consulted in advance of entering into 
such an agreement ? 
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Mr. Seacer. In such matters he would be consulted, sir, yes. 

Mr. Meraper. Is that required by some regulation of TCA, or was 
it required at that time? 

Mr. Sracer. That is implicit in all controller functions, Mr. Con- 
gressman. 
~ Mr. Mounrarx. Were there such procedures in effect in TCA at 
the time this memorandum was written ? 

Mr. Seacer. No, sir; there were no such procedures. 

Mr. Mounvarn. I think, to keep this record consistent, Mr. Seager, 
I would like to read this sentence: 


In fairness to Mr. Warne— 
who was the country director— 


I must state that he has several times announced in staff meetings that all 
financial matters must be cleared with his controller prior to being submitted to 
him for signature, and in personal discussions he has expressed the opinion that 
he has made a practice of requiring initials of all staff members before he signs 
project documents. Nevertheless the actual record shows that he has consistently 
signed project commitments presented to him by his program officer without their 
prior review or concurrence by the controller. 

I will go on to ask you now, Mr. Seager, if this memorandum 
specifies certain points that Mr. Reeves regards as questionable in 
the handling of grant funds. 

Does he say in that memorandum that they have been used for 
payment of supplementary salaries to Iranian Government civil 
servants over and above their regular Government salaries ? 

Mr. Harpy. Read that. Why don’t we read those specific allegations 
into the record ? 

Mr. Mowuntatn (reading) : 


Grant funds in general are now used for payment of—— 


Mr. Seacer. I hope the record will state that these are allegations 
and not facts. 

Mr. Harpy. That is exactly what we have tried to state, Mr. Seager, 
that all of Mr. Reeves’ memorandum, insofar as the committee knows 
at this time, are allegations. 

Mr. Seacer. Right, sir. 

Mr. MounTatn (reading): 


Grant funds in general are now used for payment of— 

1. Direct labor costs on projects. 

2. Supplemental salaries to Iranian Government civil servants (technical, 
administrative, and clerical) over and above their regular government 
salaries. 

5. Per diem payments to Iranian Government civil servants when away 
from their office in connection with point 4 work. 

4. Travel expenses of Iranian Government officials attending point 4 
conferences. 

5. Construction and equipping of laboratories and research facilities. 

6. Purchases of motor vehicles, machinery, and technical and office equip- 
ment and supplies. 

7. Repair and maintenance of Iranian Government motor vehicles and 
other equipment. 

8. Transportation of DDT and other supplies, both locally and between 
regions. 

9. Lump-sum payments on existing Iranian Government contracts. 


That is the total of them, Mr. Chairman. 
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Mr. Harpy. I don’t know how much more of that memorandum 
oe is that you need to do any interrogation about. How much more 
is there? 

Mr. Mountain. I don’t think there is much more, Mr. Chairman, as 
long as we have it in the record. There is a later memorandum which 
spells some of these out in detail, which we will have somewhat later. 

Mr. Harpy. All right. 

Mr. Mountarn. Upon receipt of this memorandum, Mr. Seager, 
what did you do about it? 

Mr. Sracer. Mr. Reeves was instructed to return to Teheran, as 
arranged, and take these matters up with the country director. 

I consulted with Mr. Fryer, who was the regional ditestor, and with 
Mr. Ritchie, who was our legal adviser, and a letter was drafted for 
Mr. Fryer’s signature by Mr. Ritchie, to Mr. Warne, our country 
director. I would like to state here that, according to normal practice 
in TCA at that time, there was a legal adviser who was attached to 
each region of the organization. He would be used extensively in a 
staff capacity, not merely for the purposes of utilizing his strictly legal 
qualifications. 

In other words, he was a part of the senior staff in each region. 

Thus Mr. Ritchie was brought in, not only in his capacity as legal 
adviser, but also as one of the senior advisers to Mr. Fryer. 

Mr. Mounratn. You did have an acting Controller at that time; 
did you not? 

Mr. Seager. Yes, sir. 

Mr. Mountatn. What was his name? 

Mr. Sracer. I believe that was Mr. Kessler. 

Mr. Mountarn. Was he brought into the drafting of this letter? 

_ Mr. Seaerr. I do not recall that he was brought into the drafting of 
it. 

Mr. Mountarn. What have been referred to as allegations on the 
part of Mr. Reeves, however, dealt almost entirely with controllership 
matters; did they not? 

Mr. Seacer. To a large extent. I don’t know what proportion of 
it was in the fiscal field, but certainly the larger proportion. 

Mr. Mounrarn. But the drafting of this letter we have been referring 
to was done by the legal officer ? . 

Mr. Seacer. By the legal officer. I would assume, because it was 
normal practice that he would discuss it with the Acting Controller. 
I donot recall his having done so, sir. 

Mr. Mountarn. I will hand you a copy of this letter marked “Offi- 
cial Business—Informal” from Mr. Fryer to Mr. William Warne, 
dated September 18, 1952, and ask you if that is the letter you are 
referring to. 

Mr. Seacer. It is, sir. 

Mr. Harpy. Is that a classified document ? 

Mr. Sracer. No, sir; I think it is not. No, sir; it is not. 

Mr. Mounrtarn. Mr. Chairman, I request permission to insert copies 
of this letter and Mr. Warne’s reply of October 15, 1952, into the rec- 
ord at this point. 

Mr. Harpy. Without objection, it is so ordered. 
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(The documents referred to are as follows :) 


SEPTEMBER 18, 1952. 
Mr. WILLIAM E. WARNE, 
Director of Technical Cooperation, 
American Embassy, Teheran, Iran. 


Dear Brut: We have had occasion in connection with the preparation of the 
1953 fiscal year program submission to DMS, the 1954 fiscal year budget presen- 
tation, your reports and those of Ambassador Henderson, the comments of Jack 
Bingham, and the discussions with Mr. Reeves, your comptroller, to give a great 
deal of thought to the progress and direction of the Iran program. The ac- 
complishments which you have made in the last year are remarkable in view 
of the difficulties with which you were faced. Those of us who have had a share 
in the operation feel jointly with you a great deal of pride in the accomplish- 
ments for which you personally have been primarily responsible. We are equally 
proud of the zeal and competence of your team. 

With the completion of the 1952 program documents and the establishment 
of rather large working funds to carry out the existing project agreements, it 
seems to us that the next step is necessarily to establish effective procedures to 
assure control over the funds made available and adequate accounting over 
those funds. We are particularly aware of this problem at the present time 
since we have two investigators from the Senate Appropriations Committee sta- 
tioned in TCA for the next few months with the object of checking our proce- 
dures and determining the relationship of material assistance to the services and 
technicians. The committees felt that they were given insufficient information 
regarding these features of the operations at the last budget hearings. As you 
know, a proposal was made and received considerable congressional support that 
TCA’s material assistance be limited to three times the expenditure for tech- 
nicians and trainees. In the case of Iran and certain other countries, we have 
pointed out the special circumstances which have dictated a larger reliance 
upon material assistance but the committees have stated their intentions to re- 
examine this matter and the present investigation is an outgrowth of that de- 
termination. 

Our plans at present are to separate technical assistance for a so-called pure 
point 4 operation from economic assistance and to ask for a separate appro- 
priation for economic assistance for several countries, including Iran. Under 
this proposed legislative presentation, we would not eliminate the materials 
necessary to make effective the work of our technicians and to furnish the needed 
demonstration equipment, but the large-scale purely economic assistance needed 
or desirable in some countries would be asked for as a separate item. 

These considerations, and many others, point up the necessity of establishing 
that the United States funds made available for the program have been used 
for the purposes for which they were appropriated; that the host countries’ 
contributions have been made; and that adequate provision has been made for 
full accountability. Within TCA in Washington, it is believed essential that we 
develop procedures which will assure: 

1. That TCA funds, whether in the form of dollars or local currency, not be 
paid in block sums to officials of the host government but that instead such 
sums be paid out only on the basis of purchase authorities or vouchers showing 
the specific use to be made of each disbursement. In the case of local procure- 
ment, it would seem desirable that local purchases be made, insofar as possible, 
by the TCI procurement and contracting officers except amounts for local labor 
costs and the field expenses of your mobile teams or other instances where this 
was not practicable. 

2. That materials furnished comply with the limited degree of material as- 
sistance authorized by the Act for International Development. In this connec- 
tion, I am attaching for your information a copy of legal counsel’s opinion No. 
2 which discusses this problem, although you may possibly have received a copy 
at an earlier date. 

3. That procurement procedures used, where the procurement is made by 
TCI officials or by officials of the host government, should be such as to stand a 
Searching investigation. There should be in writing an understanding whether 
the procedures established by the United States Government or the regular 
procedures of the Iran Government are to be followed in these cases. If 
special procedures are to apply, they should be reduced to writing so that there 
can be no possibility of misunderstanding. 
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4. That disbursements of United States contributions, whether in dollars or 
local currency, are not made unless: (a) There is adequate assurance that the 
Jranian contributions will be forthcoming or, (b) that projects are so amended 
as to present a realistic picture of joint undertakings and responsibilities. It 
would, of course, be very unrealistic to expend large sums for a foreign exchange 
project if it was apparent that the Iranians were not in a position, and would 
not be in a position, to provide the local costs and services necessary to instal] 
and operate the project for which the dollar funds were made available. This 
is another reason for disbursing the dollar funds as the occasion requires and in 
.the light of performance by the Iranians of their obligations under the project 
agreements. 

5. That adequate accountability is established and the maintenance of effec- 
tive records by the Iranian agencies is assured, including property records, 
files of bids, contracts, vouchers, and other fiscal documents. 

6. That a continuous program of end-use checks is maintained to assure 
that funds and property are used for the purposes for which they were made 
available and not diverted to other and unauthorized uses. I understand from 
Jack Bingham’s letters that you have considered the possibility of suspending 
operations under some projects and of refusing to continue disbursements until 
there has been an adequate accounting for the funds and property previously 
made available. If this should become necessary, I think that it would be far 
preferable to a course of continuing to sign agreements with the Iranians 
which they do not comply with or where they do not produce the required 
evidence that they have complied. 

I ask you, therefore, to develop in TCI the procedures and practices which 
you believe will effectively assure the accomplishment of the objectives men- 
tioned above and submit them to TCA in Washington for formal approval at 
your earliest convenience. 

In the meantime, it is felt here that you should make no further large 
grants to be disbursed by the Iranian agencies but should instead disburse 
the funds direct to the suppliers and enter into the procurement contracts 
through the facilities of TCI to the extent practicable. Under normal cireum- 
stances, you would be expected to insist that no large disbursements of United 
States funds be made unless you had reasonable assurance that the Iranians 
were in a position to furnish their contributions to the projects. We recognize 
the exceptional nature of today’s circumstance and the inability of the Iranians, 
in the case of many projects, to make large cash contributions. Where such 
cases arise, the Iranian contribution as to cash, equipment, and services shauld 
be carefully assessed and made a part of the project agreement, which will then 
reflect a true picture of our mutual intentions. It is a dangerous practice to 
draft contracts that indicate the intention of the Iran Government to make 
substantial cash contributions when it is recognized by both parties that the 
likelihood of these contributions heing made is remote. Particularly in the 
case of those projects which now provide that the United States will contribute 
the foreign exchange costs and the Iranian agency the local costs, it would seem 
that the United States funds should not be disbursed unless (1) the local funds 
are available, or (2) we are prepared to amend the project agreement and our- 
selves provide funds for local expenses. This last we should do only with a 
full understanding of the obligations we are assuming, both actual and potential. 

Bill Rowe is concerned that you should follow the procurement procedure 
which is established TCA policy, advising us, as necessary, where specific 
changes should be made to meet any needs peculiar to Iran. Your controller 
has lately been able to study these procedures while visiting Washington and 
should therefore be well aware of his responsibilities. He has been well briefed 
on TCA procurement procedures and fiscal practices and, indeed, with respect 
to all matters dealt with in this letter. He is therefore in a position to devise 
the means of giving TCI full protection in the fulfillment of all propect agree- 
ments. 

A matter that gives us considerable concern is the augmentation of salaries 
of Iran Government officials and employees. TCA policy opposes payments of 
this nature and we have specifically refused to authorize such payments very 
recently in the case of a Lebanon program. You should therefore withdraw 
from commitments of this nature, preferably immediately, but if existing project 
agreements specifically require this, then as soon as amendment of such agree- 
ments can be effected. Again, I appreciate the difficulties that confront you, 
where most of your projects are carried out by or through Iran Government 
officials whose salaries, presumably in arrears, are not commensurate with 
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the tasks imposed on them, In that case, could you not protect yourself and 
TCA policy by taking over on to your own payroll, for full-time service, those 
Iranians actively concerned, with program operations; taking care, at the 
same time, by agreement with the Iran Government, that the civil-service 
rights of the employees concerned are not affected by the transaction? I 
should think that the Government of Iran would recognize that this is a more 
dignified and efficient way of handling our various project activities. 

I am most anxious that you should continue to exercise the initiative and 
imagination that have characterized your operations in Iran to date. Your 
performance has been outstanding and has won general acclaim. At the same 
time, we are peculiarly sensitive to criticisms that will assuredly be directed 
against us if we fail to interpret the intent of Congress with respect to the 
conduct of our operations in the field or if we give evidence of laxity in the 
control of funds committed to our care. 

Errors of omission are easy to make where enthusiasm to get a job done is 
unbounded. I have no desire to curb any of that enthusiasm; yet I think 
you should instruct your administrative staff and your technicians that re- 
straints are placed upon us by which we must abide and that careless practices, 
particularly with respect to expenditure of funds, can cost us more than we 
stand to gain. 

Sincerely yours, 
BE. REESEMAN FRYER, 
Assistant Administrator, Technical Cooperation Administration, in 
Charge of Near Hast and African Development Service. 


TCA: HBRitchie: rk 9/23/53 el-CHSeager PMGlick JKessler WRowe 


UNITED STATES OF AMERICA, 
TECHNICAL COOPERATION ADMINISTRATION, 
AMERIOAN EMBASSY, 
TEHERAN, IRAN, October 15, 1952. 
Mr. E. REESEMAN FRYER, 
NEADS, TCA, 
Department of State, 
Washington, D.C. 

Dear Str: Your letter of September 18 outlining the various switchovers in our 
procurement and disbursement procedures has been reviewed by me and my 
staff, and has met with general acceptance and approval. In most instances, 
the changes recommended are consonant with changes which we either have 
made or were planning to make in the-near future. 

Iam unable to understand, however, the statement contained in the first para- 
graph of page 4, “It is dangerous practice to draft contracts that indicate the 
intention of the Iran Government to make substantial cash contributions when 
it is recognized by both parties that the likelihood of these contributions being 
made is remote.” I have been conferring with Iranian officials for nearly a year 
and not a single one has expressed an opinion, either directly or by inference, 
to the effect that the Iranian Government did not intend to fulfill its obligations. 
To be entirely sure on this point, I addressed a memorandum to my principal 
staff officers to ascertain whether they had any information which had not been 
made available to me. All replied in the negative except Mr. Reeves who cited 
the crown lands project agreement. Since this agreement was signed 9 days 
after the date of your letter, I am sure you were not referring to this agree- 
ment. Iam enclosing copies of my memorandum and their replies. 

I agree with Mr. Reeves that the Iranian contribution to the Development 
Bank has not been deposited; however, there are many good reasons for the 
delay. In the first place, we have not asked them to deposit the funds. Sec- 
ondly, the bank is not completely organized, and Mr. Larson, financial adviser, 
recently arrived in Iran and has not had time to fully get his feet under him. 
Thirdly, we have not made our contribution. 

In many agreements, the estimated due dates of contributions are merely 
approximations of the time the funds are expected to be needed. In July and 
August of this year, we were not able to make our contributions as estimated 
because of a tieup in Washington operations and we cannot complain too bit- 
terly if Iranian contributions are not received on the exact day provided in 
the contract. So far there has been substantial compliance by the Iranian 
Government, 
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We are presently giving consideration to the paragraph of your letter dealing 
with the augmentation of salaries of Iran Government officials and employees. 
Approximately 7 percent of the Iranian employees attached to point 4 payrolls 
are former Ministry employees who have been detailed to point 4. These em- 
ployees work a 40-hour week under the administrative control and personnel 
policies of point 4. In order to protect their rights under the Iranian civil 
service regulations, the Iranian Government has continued to pay a portion of 
the salaries. The payment is made directly to the employees and we consider 
such payments in fixing salary scales. Since these employees are working 
under our administrative control, our legal counsel has held that we are not 
augmenting Iranian salaries, but that the Iranian Government is augmenting 
the salaries of our employees. Since this practice results in a major contribu- 
tion by the Iranian Government, we are reluctant to discard this practice 
unless it becomes necessary. I will be glad to have you consider this matter 
further and advise if you find anything objectionable in this practice. 

Please be assured that we will make every effort to carry out the suggestions 
contained in your letter, both in theory and practice. While I do not desire to 
emulate political candidates who adopt a “me too” platform, we have had and 
will continue to have the greatest concern that our program may be effectively 
carried out in such a manner that credit, and not criticism, will be your reward 
as well as ours. 


Sincerely yours, 


WILLIAM FE. WARNE, 
United States Director of Technical Cooperation for Iran. 


Enclosure: Copies of Mr. Warne’s memo and replies. 
OFFICE MEMORANDUM, UNITED STATES TECHNICAL COOPERATION FOR IRAN 


OctTosErR 9, 1952. 
To: Mr. J. Evans, Deputy Director. 


Mr. J. Goulden, Assistant Director, Operations. 

Mr. R. Workinger, Assistant Director, Programs. 

Mr. C. Gregory, Legal Counselor. 

Mr. D. Reeves, Comptroller. 

Mr. J. Fried, Economic Adviser. 
From: United States Director of Technical Cooperation for Iran. 
Subject: Letter from EB. Reeseman Fryer, dated September 18, 1952. 


Reference is made to the letter of E. Reeseman Fryer under date of September 
18, 1952, and the statement therein contained, “It is dangerous practice to draft 
contracts that indicate the intention of the Iran Government to make substantial 
cash contributions when it is recognized by both parties that the likelihood of 
these contributions being made is remote.” 

In order to adequately reply to this letter, it is necessary that I be informed of 
whether, on the date any of our contracts were executed, you considered that the 
Iranian Government was not likely to make contributions as set forth in the 
proposed contracts. If your reply is in the affirmative, it is requested that you 
cite the contracts, the nature and sources of your information, and the facts 
upon which you based your consideration. It is requested that I receive this 
information not later than October 11, 1952. 


WILLIAM BE. WARNE. 


OFFICE MEMORANDUM, UNITED STATES TECHNICAL COOPERATION FOR IRAN 


OcToBeR 13, 1952. 
To: United States Director of Technical Cooperation for Iran. 
From: Deputy Director of Technicai Cooperation for Iran. 
Subject : Letter from E. Reeseman Fryer, dated September 18, 1952. 

Receipt is acknowledged of your memorandum dated October 9, subject as 
above. 

In reply to your request that I inform you of whether on the date any of our 
contracts were executed, I considered that the Iranian Government was not 
likely to make contributions as set forth in the proposed contracts, my answer is 
an unequivocal no. 

Furthermore, I wish to go on record to the effect that I deeply resent, for TCI, 
and for myself, the implication contained in the reference quotation contained 
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in Mr. Fryer’s letter, as well as (for myself) the implication contained in your 
memorandum, although I fully understand the necessity of your addressing it 
under the circumstances, 


JOHN G. EVANS. 


OFFICE MEMORANDUM, UNITED STATES TECHNICAL COOPERATION FOR IRAN 


OcTOBER 13, 1952. 
To: Mr. William E. Warne, United States Director, TCI. 
From: James J. Goulden, Assistant Director for Operations. 
Subject: Letter from E. Reeseman Fryer, dated September 18, 1952. 


I can state categorically that on the date any contracts were issued with which 
I had any connection, to my full knowledge, the Iranian Government agreements 
to make contributions as set forth in the proposed contracts were firm and 
unequivocal proposals. In no instance was it believed by either or both parties, 
to my knowledge, that the likelihood of these contributions being made was in 
question. 


J. J. GOULDEN. 


OFFICE MEMORANDUM, UNITED STATES TECHNICAL COOPERATION FOR IRAN 


OcToOBER 11, 1952. 
To: Mr. William E. Warne, United States Director, TCI. 
From: Ralph Workinger, Assistant Director for Programs. 
Subject: Letter from E. Reeseman Fryer, dated September 18, 1952. 


In reply to your memorandum of October 9, subject as above, I am glad to 
be able to state unequivocally that on no date when any of our project agree- 
ments or other contracts were executed involving Iranian contributions did I 
have any reason to believe other than that the Iranian officials concerned were 
making the commitments with full knowledge of their import and with the sincere 
intention of fulfilling their commitments. 


As a matter of fact, I remain convinced that, with respect to all of the project 
agreements and other contracts we have executed with Iranian officials, they 
still sincerely intend to fulfill the commitments they have assumed. I believe 
the record to date substantiates this. 


(Signed) R.H. W. 


OFFICE MEMORANDUM, UNITED STATES TECHNICAL COOPERATION FOR IRAN 


OcTOBER 9, 1952. 

To: United States Director of Technical Cooperation for Iran. 
From: Clark 8S. Gregory, legal counselor. 
Subject: Letter from E. Reeseman Fryer, dated September 18, 1952. 

Reference is made to your memorandum of October 9, 1952, subject: Letter 
from EB. Reeseman Fryer, dated September 18, 1952. 

On the dates our contracts were executed I considered that the Iranian Gov- 
ernment would make the contributions set forth in the proposed contracts, and 
I did not have any information on which to base a different consideration. 


CLARK S. GREGORY. 


Orrick MEMORANDUM, UNITED STATES TECHNICAL COOPERATION FOR IRAN 


OcTosBeER 13, 1952. 
To: William E. Warne, Director, TCI. 
From: Douglas F. Reeves, Comptroller. 
Subject : Memorandum to staff personnel dated October 9. 

With reference to the quotation from the letter from Mr. Fryer under date 
of September 18 stating, “It is dangerous practice to draft contracts that indicate 
the intention of the Iran Government to make substantial cash contributions 
when it is recognized by both parties that the likelihood of these contributions 
being made is remote,” cognizance must be taken of the difficulties inherent in 
any attempt to recall the exact dates that specific information became available 
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and to relate it directly to the date individuals became aware of the execution of 
project agreements. 

Although to reply to your memorandum in the affirmative could be probably 
considered neither prudent nor generous, a recent situation does come to mind: 

Project agreement No. 30, “concerning His Majesty’s land distribution pro- 
gram” contains a statement in article V to the effect that “the minister—agrees— 
(3) to provide to the Bank of Development during the period ending September 
30, 1952, capital funds in the amount of Rls 15 million.” This project agreement 
was executed on September 27, 1952. 

Several days prior to the date of execution, this project was the subject of 
discussion at a meeting in the TCI conference room attended by Clark Gregory, 
your legal counselor, Mr. L. E. Lane, Chief, Economic Development Division, 
myself, and three Iranian representatives of the Bank of Development. During 
these discussions, the fact was brought to light that the Iranian Government has 
made available up to that time only Rls 3 million and it was stated with con- 
siderable emphasis that it would be close to a year before the full Ris 15 million 
Iranian contribution would be made. I frankly have not been informed whether 
the additional Rls 12 million to be paid into the Bank of Development by Sep- 
tember 30, 1952, was actually provided subsequent to that meeting but in view 
of the statements made, I would be prone to have at least a reasonable doubt 
that the full contribution would be made by the designated date unless I 
received specific information to the contrary. 

(Signed) D. F. R. 


OFFICE MEMORANDUM, UNITED STATES TECHNICAL COOPERATION FOR IRAN 


OcToBer 138, 1952. 
To: William E. Warne, United States Director of Technical Cooperation for Iran. 
From: Jerome F. Fried, Economie Adviser. 
Subject: Letter of E. Reeseman Fryer of September 18, 1952. 

To the best of my knowledge I wish to state that at the time any of the contracts 
that we executed with the Iranian Government under our program were signed 
I never considered that the Iranian Government was not likely to make contri- 
butions as set forth in the contracts. 

(Signed) J. F. 

Mr. Mountarn. Mr. Seager, will you read for us the third para- 

eer, J 
graph on page 2 of that letter? 

Mr. Seacer (reading) : 

These considerations, and many others, point up the necessity of establishing 
that the United States funds made available for the program have been used for 
the purposes for which they were appropriated; that the host countries’ con- 
tributions have been made; and that adequate provision has been made for full 
accountability. Within TCA in Washington, it is believed essential that we 
develop procedures which will assure—— 

Mr. Mountarn. The letter goes on, then, to list six points where 
procedures must assure carrying out these objectives; is that correct 

Mr. Sracer. That is so, sir. 

Mr. Mountain. Were these points established as a result of the 
memorandum you had received 3 days earlier from Mr. Reeves? 

Mr. Seacer. They would result from that memorandum and from 
conversations that had been held with Mr. Reeves. 

Mr. Mounta1n. So, in effect, this is the action which was taken by 
TCA Washington as a result of Mr. Reeves’ visit at that point? 

Mr. Seacer. That is so, sir, at that point. 

Mr. Mountain. After outlining certain of these procedures the 
letter goes on to require some action by the mission. 

Will you read for us the pertinent paragraph at the bottom of 


page 3? 
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Mr. SeaGer (reading) : 

I ask you, therefore, to develop in TCI the procedures and practices which 
you believe will effectively assure the accomplishment of the objectives men- 
tioned above and submit them to TCA in Washington for formal approval at 
your earliest convenience, 

Mr. Mountain. TCA Washington was requiring the mission di- 
rector to establish certain procedures and submit them to Washing- 
ton for approval ? 

Mr. Sracer. That is so, sir. 

Mr. Harpy. Did these procedures relate to accounting and accounta- 
bility ? 

Mr. Seacer. That would be included, sir. 

Mr. Harpy. Did they go beyond the fiscal considerations that were 
brought up by Mr. Reeves? 

Mr. Sracer. No; they would cover the general field of accountabil- 
ity and fiscal procedures. 

Mr. Mountatn. Will you tell us what action followed on your part 
after this letter was dispatched ? 

Mr. Seacer. Very shortly after this letter was dispatched—TI don’t 
recall the exact date, but it was in early October—I paid a visit to 
Iran. I had not visited the country; I had only recently taken over 
my duties as desk officer, and I needed to acquaint myself with the 
country director, his staff (most of whom I was not acquainted with), 
with the nature of our program in that country, and with the country 
in general. 

Mr. Mounrarn. Did you take to Iran a copy of Mr. Reeves’ Sep- 
tember 15 memo ? 

Mr. Seacer. I took a copy of his memorandum with me; yes, sir. 

Mr. Mountatn. Did you show it to Mr. Warne, the country director? 

Mr. Seacer. I did, sir; yes. 

Mr. Mountarn. Did you also discuss it with him ? 

Mr. Sracer. We discussed it. 

Mr. Mountain. What was the result of that discussion ? 

Mr. Sracer. Mr. Warne expressed shock that Mr. Reeves had 
brought up these matters. He was considerably incensed that Mr. 
Reeves had acted in this manner because much of what Mr. Reeves 
had stated to us, Mr. Warne insisted, was not true. He immediately 
instructed his entire staff to analyze the document in question and 
submit answers to him as soon as possible. 

Mr. Mountatn. Can you fix the date on which this was done? 

Mr. Sracer. I think I can if you give me a moment, sir. 

Mr. Mountain. Perhaps we can approach it this way, Mr. Seager: 
Can you fix the date on which you arrived in Iran? 

Mr. Sracer. Yes; that is how I will fix the date of this. That would 
be around October 9, 1952. 

Mr. Mountatn. Would it be more correct to say October 7 ? 

Mr. Sracer. It would be more correct to say that action was ini- 
tiated prior to October 9, probably 2 or 3 days prior to that. 

Mr. Harpy. Do I understand that the memoradum of September 
15 prepared by Mr. Reeves had not been seen by Mr. Warne until you 
arrived in Iran ? 

Mr. Seacer. That is what Mr. Warne told me, sir. 
Mr. Harpy. Mr. Reeves had returned ahead of your visit? 
Mr. Sracer. He had returned ahead of me. 
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Mr. Harpy. And you had not sent him a copy? 
Mr. Seacer. No, sir; I had not sent him a copy. 

Mr. Harpy. And the letter of September 18, which was addressed 
by Mr. Fryer to Mr. Warne, the then mission director, related to the 
points that were discussed by Mr. Reeves and were actually based on 
Mr. Reeves’ memorandum, but Mr. Reeves’ memorandum itself was 
not sent toMr. Warne. Is that accurate? 

Mr. Seager. That is right, sir. 

Mr. Harpy. So the mission director, when he received Mr. Fryer’s 
letter of September 18—— 

Mr. Szacrer. May I say further to my last answer to your question, 
sir, that Mr. Fryer’s letter pretty well covered the board, so far as 
Mr. Reeves’ memorandum was concerned. 

Mr. Harpy. Yes. I am just not quite sure whether Mr. Fryer’s 
letter, or anything else, indicated to Mr. Warne that it was based 
on a memorandum which had been submitted to you by Mr. Reeves. 

_Mr. Seacer. I don’t find any reference to that in Mr. Fryer’s letter, 
sir. 

Mr. Harpy. Is there any particular significance to legal participa- 
tion in the preparation of that letter from Mr. Fryer ? 

Mr. Sreacer. No, sir; I think not. 

Mr. Harpy. Well, does the legal staff normally prepare administra- 
tive correspondence ? 

Mr. Seacer. No; that would not be normal practice, sir, but we 
were at the inception of the technical cooperation program at that 
time. We were moving into a new field of activity. We were aware 
that in much that we did, there were many legal—obviously, many 
legal difficulties involved as well as problems. So, at that period of 
the Technical Cooperation Administration’s existence, there was 
justification for utilizing the legal adviser in that manner. 

Mr. Harpy. I don’t question the justification for it, but I am just 
trying to understand the reason for it. 

It seems to me to be not too well supported by your observation 
there, unless there were some suspicion that legal counsel might be 
involved in the preparation of charges against somebody. 

Mr. Seacrer. There was no question of the preparation of charges, 
as I recall, at that time, sir. 

The legal counsel was very much involved at that time in considera- 
tion of a variety of matters, such as the separation of economic assist- 
ance from technical assistance, for example, and so forth. 

Mr. Harpy. It just seems to me that that is purely an administra- 
tive letter, and that is why I was trying to explore the participation 
in its preparation by your legal section. 

Mr. Seacer. I would say that it was not normal practice. At the 
— time, it would not be unusual for the legal adviser to draft such 
a letter. 

Mr. Reece. Mr. Chairman; Mr. Seager, didn’t you state earlier that 
the legal adviser was used as a regular staff member in addition to 
serving as purely a legal adviser? 

Mr. Seacer. That is right. He had a very broad relationship to 
the regional director. 

Mr. Harpy. Well, I can understand how that might be a desirable 
situation under most any administrative operation, but I am a little 
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surprised to find legal counsel drafting this type of letter. That is the 
whole size of it. 

I do observe in this letter itself the statement to the effect that the 
Controller had been studying these procedures and responsibilities 
while he was in Washington, and was well briefed on TCA procure- 
ment procedures and fiscal practices. I would have assumed that 
that comment in itself would have provided a basis for the mission 
director to make some inquiries of the Controller with respect to the 
specifics in this letter 

Mr. Seacer. Do you mean the mission director in the field, sir? 

Mr. Harpy. That is right. [Continuing.] Just on account of the 
middle paragraph on page 4. 

Mr. Seager. Is that the paragraph beginning: “Bill Rowe is con- 
cerned 4g 

Mr. Harpy. That is right, and beginning with the next sentence. 

Mr. Seacer. He was in charge of procurement for Technical Coop- 
eration Administration, sir, Bill Rowe. Mr. Kessler was the acting 
controller. 

Mr. Harpy. Is that who you are talking about, about Mr. Kessler? 

It seems to me that that refers to Mr. Reeves. 

Mr. Meaper. Your controller, sir. 

Mr. Seager. Oh, Mr. Reeves. You are correct, sir. 

Mr. Harpy. So, in substance, what that paragraph is saying is 
that your controller has just been to Washington, he has been looking 
into all these things, and he has been br iefed on TCA procurement 
procedures and fiscal practices, and he is in a position to devise the 
means of giving TCI full protection in the fulfillment of all project 
agreements. 

“That is the way your letter reads, and it seems to me that it says 
to Mr. Warne: Your controller has just been over all this stuff, he 
has got the answer to all these things, and he is in a position to prepare 
the position to all these points we have enumerated in this letter. 

That is what it means to me. 

Mr. Seacer. He would be in a position to discuss them, sir. Cer- 
tainly he would be in a position to set up whatever procedures are 
required in Teheran. It would be Mr. Warne’s expectation that he 
would do so. 

Mr. Harpy. It would be a normal procedure? 

Mr. Seager. Yes, sir. 

Mr. Meaper. Mr. Seager, I don’t want to belabor the point about a 
lawyer writing a letter, but actually the memorandum of Mr. Reeves, 
of September 15, does make assertions and allegations of a rather 
serious nature; isn’t that true? 

Mr. Seager. Yes, sir. 

Mr. Meaper. And it prompted a rather lengthy letter of instruc- 
tions to the country director. 

You have said that your letter of September 18 was based upon Mr. 
Reeves’ memorandum of September 15 and his conversations, which 
contained rather serious charges? 

Mr. Seacer. That is right, sir. 

Mr. Meaper. And it strikes me that would be a very good place 
to employ a lawyer, to be careful that the language in which these 
instructions were couched meant what it was supposed to mean. 
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Mr. Sracer. I don’t think that implication is apt in this instance, 
sir. I would insist that his drafting that letter was primarily as a 
staff member rather than because of his position as the legal adviser. 

Mr. Meaper. I want to ask one other question. 

When you arrived in Iran, had Mr. Warne already received Mr. 
Fryer’s letter of September 18? 

Mr. Sr AGrR. He had received it and had replied promptly to it as 
a first acknowledgement, with the understanding that he would reply 
at greater length “subsequently, which he did. 

Mr. Meaper. Had you received his acknowledgement before you left 
Washington ? 

Mr. Seacer. I think I had not, sir, but I don’t recall. I don’t recall 
having seen it. 

If I may study the date of his first letter, I would probably know. 

No sir, I don’t recall seeing it. 

Mr. Meaprr. But you are certain that it was when you gave him 
a copy of Mr. Reeves memorandum of September 15, after your arrival 
in Teheran around the 7th or 9th of October, that he first realized that 
Mr. Reeves had made all of these accusations ? 

Mr. Sreacer. Well, there was a letter from Mr. Fryer which he had 
received and that pretty well covered the field. But the specific memo- 
randum that Mr. Reeves drafted in our office and which he took out 
to Iran with him had not been shown to Mr. Warne. 

Mr. Meaprr. In other words, when you gave Mr. Warne a copy of 
the Reeves memorandum of September 15, he had not been aware up 
until that time, as far as you know, that Mr. Reeves had made all these 
accusations ? 

Mr. Seacer. That is right, sir 

Mr. Meaprr. Now let me ask, would it have been in order for Mr 
Reeves, when he returned to Iran, to have given a copy of his memo- 
randum to Mr. Warne? 

Mr. Seacer. I would think that it would be almost mandatory. 

Mr. Meaper. Well, he had given it to you and you had taken action 
on the basis of it. 

Now, would it have been in order for him to cross wires with your 
channels of communication with Mr. Warne? 

Mr. Seacer. It wouldn’t be a case of crossing wires because he went 
out to Iran with instructions to show the memorandum to Mr. Warne 
and to discuss its contents with him. 

Mr. Meraper. He was instructed to do so? 

Mr. Sracer. Yes, sir. 

Mr. Meaper. But he didn’t, so far as you know? 

Mr. Seacer. He did not, sir. 

I think I should say this, that he had a discussion with Mr. Warne 
when he returned to Teheran, as far as my recollection serves me, but 
in the course of that discussion he did not show to Mr. Warne the 
memorandum that he had in his possession. 

Mr. Harpy. Now, let us understand this. I want to get the record 
correct on this point, because there is going to be a lot of sworn testi- 
mony on this thing before we get through. 

Do I understand that it is your testimony that eg instructed Mr. 
Reeves to show this memorandum to Mr. Warne! 

Mr. Sracer. To the best of my recollection ; yes, sir. 
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And when I put it that way, it is because it is obvious that I would 
do so, not that I recall the phrasing 

Mr. Harpy. Then you don’t recall whether you did or not? 

Mr. Seacer. I don’t recall saying, “Take this memorandum and 
show it to Mr. Warne.” 

Mr. Harpy. I can understand how it would seem to be a rather 
logical procedure to show it to him, myself, because he is working for 
him, but I would like to know whether it is your testimony that you 
did in fact instruct him to show that memorandum to him. 

Mr. Seacer. To the best of my belief, sir, I did. My answer to 
that was accurate. 

Mr. Harpy. Do you have any recollection that you did ? 

Mr. Seacer. I recollect telling him to take these matters up with 
Mr. Warne. I do not recollect telling him in so many words, “Show 
this memorandum to Mr. Warne.” 

Mr. Reece. Mr. Chairman, as I understand it, Mr. Reeves, in effect, 
made a statement of charges against Mr. Warne. He was Mr. 
Warne’s subordinate ? 

Mr. Seacer. Yes, sir. 

Mr. Reece. Would it be expected that he would, on his own initia- 
tive, present his superior, Mr. Warne, with a statement of charges? 

It hardly seems to me as if it would be the logical thing for him 
to do. 

I can understand how he should have sought out Mr. Warne and 
discussed the problems which he observed, but after he got himself in 
a position of drawing up a statement of charges, I would hardly expect 
him to walk in, put the statement of charges on Mr. Warne’s table. 

Mr. Harpy. It would seem to me that it would be the logical thing 
for him to do; that is, to go back and say, “Look, here is what I have 
been trying to tell you all this time, but you wouldn’t listen to me so 
i had to tell” 

Mr. Mounratn. Mr. Chairman, I think I can clarify this, perhaps, 
a little bit, through some questions of Mr. Seager. 

Did Mr. Reeves volunteer to put this statement in writing or did 
vou instruct him to do so? 

Mr. Sacer. No, I asked him to put it in writing. 

Mr. Mountarn. Was he reluctant todo so? _ 

Mr. Seacer. Not that I recall. 

Mr. Mountain. You were in a position of authority where you 
could instruct him to do so? 

Mr. Seacer. Yes, sir. 

Mr. Mountarn. Did you at that time ask Mr. Reeves whether he 
had discussed these matters with Mr. Warne, the County Director? 

Mr. Seager. Yes, sir, I asked him that question. 

Mr. Mountatn. What was his reply ? 

Mr. Sracer. He said that he had discussed some of them, but that 
he had found Mr. Warne generally difficult to approach. 

1 am not using his exact words, but that was the sense of what he 
conveyed. 

_ Mr. Harpy. He indicated that he tried and had been unsuccessful: 
is that right? 

Mr. Seacer. That is right. 
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Mr. Mountarn. Did Mr. Reeves make any suggestions, other than 
utting the matter in writing, as to the way this could properly be 
andled ? 

Mr. Sracer. No, I do not recall that he did. 

Mr. Mountarn. He did not suggest that what was needed was 

some instruction from Washington to back up his position? 

Mr. Seacer. I don’t recall his making that mgenseee. 

Mr. Mountarn. But in any event he wrote the memorandum at 
your specific instruction ? 

Mr. Seacer. Yes, sir. 

Mr. Mountatn. And he made it clear to you that he had made 
nie to get these things across on his own and had been unable to 

0 so? 

Mr. Seacer. That was his statement. 

Mr. Mountarn. And that the reason that he could not do so was 
beens he found the Country Director inaccessible, or words to that 
effect ? 

Mr. Seager. I think he used the words “difficult to approach,” but 
T can’t remember the exact way he put it. 

Mr. Meaper. Mr. Chairman. 

Mr. Seager, did you go out to Iran to look into these accusations? 

Mr. Seacer. No, sir. I had planned to go back to Iran before Mr. 
Reeves returned to Washington. 

It was in the normal course of my duties. I would be required to 
go out to Iran to acquaint myself with the country of which I was the 
desk officer, and I had planned to go out there anyway. 

Mr. Mountain. Was Mr. Warne apprised in advance of your 
coming ? 

Mr. Seager. He knew that I was going to visit Iran. He did not 
know at what specific time I was coming. There was a mixup in the 
cable communications at that time. 

In fact, I may say I was rather annoyed when I showed up and 
expected to be met by Mr. Warne at the airport and was not met. 

Mr. Mountarn. Is it true that Mr. Warne’s opinion was not solic- 
ited with respect to your visit to Iran? 

Mr. Seacer. I think that I made that statement in a letter to Mr. 
Fryer, but the statement as it appears in that letter, as far as I am 
able to remember now, is a little misleading. I think that it was to the 
questioning of the timing that I referred, as far as I can recall. 

Mr. Meaper. Mr. Seager, I understand, before you ever knew any- 
thing about the charges Mr. Reeves made, you had planned to take a 
trip to Iran, just as a normal inspection field trip. 

Mr. Seacer. That is right, sir. 

Mr. Meaper. But was your departure in any way affected by the 
charges that had been made? I mean, did you speed up your time of 
departure or had that been arranged in advance ? 

Mr. Seacer. No, it was not, because I left shortly after that. I 
wanted to complete my visit to Iran in advance of the regional direc- 
tors’ meeting, which was to be held in Rome. That was some 5 or 
6 weeks later, and I wanted to get back to Italy in time for that 
meeting. 

So my visit was timed in that sequence. 
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Mr. Mountarn. Mr. Seager, I will hand you a document dated 
October 11, 1952, a copy of a memorandum from the United States 
Director of Technical Cooperation in Iran, to Mr. Douglas Reeves, 
Comptroller, and ask you if you were shown that document while you 
were in Iran. 

Mr. Sracer. Yes, I was. , 

Mr. Mountarn. The classification on this document is restricted, is 
that correct ? 

Mr. Seacer. Correct. 

Mr. Harpy. It looks like maybe we have arrived at a point where 
we will have to make some decisions with respect to these classifica- 
tions. 

Is that whole document restricted ¢ 

Are you in a position to lift that classification or are you in a posi- 
tion to read excerpts from that document? 

Mr. Saccro. Mr. Chairman, I believe that Mr. Warne is here and 
that he can look at the document and, if there is nothing in there, I 
will request that he declassify that. 

Mr. Harpy. You take a look at it and if we can get it declassified, it 
would be helpful. 

We have some other documents here that we are going to have to 
try to do the same thing with. 

Mr. Saccro. We have already considered that question, Mr. Chair- 
man, and a few other documents we have already declassified. 

The classification “restricted” is not one that is prevalent today 
and, ordinarily, this would mean, to my knowledge, that it was an 
internal communication and nothing to do with security, as far as I 
know. 

Mr. Harpy. Will you take a look at those and see if we can get them 
reclassified ? 

Mr. Saccro. All right, sir. 

Mr. Mountarn. Mr. Seager, before we go on with this particular 
document, I want to make sure we have your testimony straight on 
the record. 

Am I correct that you have testified that the letter of Mr. Fryer 
covered all the facets of Mr. Reeves’ memo of September 15? 

Mr. Seager. I believe, sir, that it covered the highlights. 

Mr. Mountain. So that it had brought to the attention of the 
country director all the important things that derived from Mr. 
Reeves’ September 15 memo ? 

Mr. Seager. Those things about Mr. Reeves’ visit that had caused 
us the most perplexity and anxiety, I would say. 

Mr. Mountain. I would like to ask you, in that connection, what 
purpose was served by taking the September 15 memo out to Mr. 
Warne, in your judgment? 

Mr. Snacer. It was a more detailed and documented memorandum 
and I think; therefore, would serve the purpose of giving a more com- 
plete picture. 

Mr. Mountarn. I now refer you again to this October 11 memoran- 
dum. 

_ Is this, in substance—it is a lengthy document of six pages—is this 
in substance a requirement placed by Mr. Warne upon Mr. Reeves to 
cite chapter and verse on every one of the allegations made in the 
September 15 memorandum ? 
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Mr. Harpy. I don’t like the words chapter and verse. 

Mr. Seacer. I believe it was Mr. Warne’s instruction to Mr. Reeves 
to give a more complete explanation. 

Mr. Harpy. To be specific. 

Mr. Seacer. To be specific. ; 

Mr. Mountatn. Something in excess of, perhaps, 35 or 40 points 
on which he was to be specific, is that correct? 

Mr. Seacer. I thinkso. I don’t seem to have it here. 

Mr. Mounratn. Let me hand you my copy. 

This document has been declassified, Mr. Chairman. I ask per. 
mission to insert it in the record. 

Mr. Harpy. Without objection, it is so ordered. 

(The document referred to follows :) 

OcToBER 11, 1952. 
To: Mr. Douglas F. Reeves, Comptroller. 
From: U. S. Director of Technical Cooperation for Iran. 
Subject: Allegations regarding TCI Program Administration in Memorandum of 
September 15, 1952, from Douglas F. Reeves to Cedric H. Seager. 

Mr. Cedric H. Seager, Chief of the Iran desk, TCA/W, provided me on October 
8, 1952, with the original of a memorandum dated September 15, 1952, signed as 
from and by you and addressed to him, subject: “Problems Related to Local 
Currency Grants,” and containing extensive, serious allegations regarding the 
administration of the TCI Program. It is my understanding that you handed 
this memorandum to Mr. Seager on or about September 15, 1952, while you were 
in Washington. 

Needless to say, the contents and submission of this memorandum constitute 
a most serious shock to me. I had no idea previous to your departure to Wash- 
ington in August or since your return that you were possessed of such opinions 
regarding the TCI Administration. It continues to amaze me, too, that you 
did not relate such opinions to me, either verbally or otherwise, before your trip 
to Washington or since your return, even, in our private conference regarding 
your Washington trip. 

My recollections serve me well that on many occasions since your assignment 
to this organization, I have consistently held you forth to the TCI staff and to 
Iranian officials as the TCI Comptroller with most important and vital duties 
and responsibilities and that I have sustained you in this role with the utmost 
official and personal backing in the matters you have brought to my attention. 
In the circumstances, it is impossible for me to understand why, having such 
opinions, you failed in your official duty to bring them to my attention with all 
the force commensurate with your important responsibilities in and to the TCI 
organization. 

Nevertheless, the allegations in your memorandum to Mr. Seager raise grave 
questions as to the responsibilities and integrity observed in the public trust we 
have and constitute most serious charges that must be proven. It is incumbent 
upon me, therefore, to insist that you promptly provide the substantiation you 
have for the allegations in the reference memorandum and a full explanation 
of your failure to provide me with this information prior to submission to TCA/W. 
It seems to me to be most appropriate that you provide this substantiation 
in the form of answers to the questions and requests hereinafter itemized, thes 
questions and r quests having been formulated on the basis of and in the lar 
guage of the allegations you have made. Accordingly, you are herewith instructeé 
to provide me with complete answers to these questions and requests not later 
than October 18, 1952. 

I am also informed that you made certain other allegations of similar serious 
ness to TCA officials during your recent trip to Washington which are not related 
in your memorandum of September 15, 1952. With respect to such other allega- 
tions, you are further instructed herewith to identify and describe them and 
to provide me, also by October 18, 1952, with whatever substantiation you may 
have for each of them in at least the same fashion as you are instructed herein 
to provide to the questions and requests stated below. 

If you are unable to comply with these instructions in any respect, including 
meking your submissions by O‘tober 18, 1952, you are herewith instructed to 
advise me promptly in writing of the reasons therefor. 
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1, Project Agreement No. 15 provides that “the Ministry of Health will main- 
tain such records and forms of accountings and submit appropriate reports 
thereon as may be prescribed by the Administration.” What formal instructions 
have been issued to the Ministry of Health according to this provision? 

2 What “key TCI personnel” have officially advised that funds granted to 
TCI are not subject to the fiscal regulations of either the Iranian or United 
States Government? If this has been done, in addition to identifying the TC] 
individuals, advise as to whom such official advice was given. 

3. Describe in relation to specific projects specific cases where grant funds to 
Iranian agencies have been used to pay past due salaries and contract payments. 

t, Please provide the outline you prepared last spring as to proposed policies 
and steps to be followed in planning, paying, reporting, and accounting for TCI 
erants under the projects then being developed. Also advise of the specific 
staff members to whom you referred this proposed outline for comment and the 
nature of their comments. 

5. Please provide the proposed, detailed instructions prepared last spring 
containing and outlining the nature and extent of audits which were required 
for use by TCI auditors or Iranian employees checking on grant uses. 

6. What project documents were drafted, executed, and signed by the Country 
Director and an Iranian Minister subsequent to May 1, 1952, without your review ? 
Which project documents subsequent to May 1, 1952, were executed without your 
concurrence ¢ 

7. Please state specifically those cases where the Country Director has signed 
project commitments subsequent to May 1, 1952, without their prior review and 
coneurrence by the Comptroller. If such project commitments have heen effected 
consistently without prior review and concurrence by the Comptroller, please 
advise as to the specific representations you have made to the Country Director 
in regard to this. 

s. Advise of specific projects and specific cases where grant funds have been 
used for payment of supplemental salaries to Iranian Government civil servants 
over and above their regular government salaries. 

9, Identify and describe the representation you have made to the Country Di- 
rector regarding the provisions of “project grant budget,” established under 
Project Agreement No. 15. 

10. Advise as to the specific individuals in specific Iranian Governmental 
agencies who have officially advised you that they were told by TCI technicians 
that once grant funds were turned over to the Iranian agency, no fiseal account- 
ability was required. Also advise as to the names of the TCI technicians who 
provided such information to these Iranian agencies. 

11. State the Iranian officials who have held that TCI grant funds were not 
subject to usual governmental fiscal regulations, either Iranian or United States, 
and state whether such a holding was officially included in a written memorandum. 

12. Identify the projects that have been written and approved with ever in- 
creasingly general terms. Identify representations you have made to the Country 
Director in this connection. 

13. Identify and describe the occasions during which the TCI program officer 
has argued that end use checks by TCI were not to be made on funds granted to 
Iranian agencies. Include, if possible, the names of other persons present on 
such occasions and also state on what occasions, if any, you have brought the 
alleged position of the program officer in this connection to the attention of the 
Country Director. 

i4. State the projects which have been prepared since May 1, 1952, in which 
only such accountability for grant funds is required as may be prescribed by 
Regional Directors or Chief Technicians. Identify also representations you have 
made to the Country Director regarding such cases. 

15. Identify and describe the specific projects and specific cases where grant 
funds have been used for purposes not within the terms of such projects. Also 
identify the TCI technicians who have approved diversions of funds, either 
verbally or by letter and describe the specific cases. 

16. Identify and describe those cases where local procurement and equipment 
liaintenance previously established as TCI responsibility have been turned over 
toa ministry by means of a simple memorandum altering the terms of the project. 

17. Identify the TCI technicians who supported and recommended a proposal 
for using grant funds to rent an office building to house ministry functions. 

18, Identify and describe the occasions on which you have made representations 
to the Country Director regarding occasions in which programming personnel by- 
passed the Comptroller’s office in proposing or executing something which failed 
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to meet minimum accountability standards for the use of United States Govern. 
ment funds. 

19. With regard to the question of whether grant funds should be made to a 
ministry for subsequent allocation as sub-grants to ostan departments, or 
whether TCI grants should be made directly to ostan departments, identify and 
describe the recommendations which you have made in this connection to the 
Country Director. 

20. Identify and describe the memoranda, if any, in which you have advised 
the Country Director of the following opinions and recommendations which were 
made by you to TCA officials during your recent trip to Washington: 

A. “Grants made in local currency probably constitute the only means by 
which a program the size of the Iran program can be carried out within present 
staffing limitations. 

B. “Present practices in the planning, approving, using and accounting for 
local currency grants in Iran unquestionably fall far short of minimum stand- 
ards called for by either sound financial management and practices, or General 
Accounting Office standards. 

C. “In order to be objective, any decisions between program flexibility and 
financial safeguards and accountability for public funds must of necessity be 
TCA/W decisions since key personnel in Missions are predominantly program 
people. 

D. “Grants are probably most effective when made at the local or Regional 
level but this in turn increases the difficulty of securing proper and adequate 
accountability. 

E. “Technicians’ requests for payments of large sums as grants prior to 
actual need by the Grantees have in several cases served to give misleading 
impressions of progress under certain projects or programs. This could not 
happen if proper fiscal provisions were incorporated in the project agreements. 

F. “Adequate accountability and reporting on grant funds is and will continue 
to be difficult in view of the political pressures on those in possession of grant 
funds, the Iranian Government’s desperate need for funds for numerous non- 
point 4 activities, the widespread areas over which the funds are distributed for 
use, and the all-too-evident reluctance to be pinned down in responding to our 
demands that all expenditures be documented, related to work authorized by 
a project, and reported to TCA/M on a current basis. 

G. “Many of the difficulties have stemmed from a lack of adequate planning 
and detailing of the intended use of proposed grants and the failure to incor- 
porate sufficient detail in project agreements to give financial accountability any 
significant meaning. 

H. “Even with better definition of approved uses to which grant funds may 
be put, present staffing patterns fail to provide personnel to make even routine 
test checks or audits in Iran. 

I. “The existing form and terminology of project agreements should be re- 
examined to assure that projects spell out financial responsibilities of the Grantee 
to TCA as well as the technical responsibilities to the Technician-in-Charge. 

J. “Projects should include a specific and detailed statement of the purpose’ 
for which the grant funds may be used, or make positive reference to a documen! 
or budget which does give such information. Commitments to make grant 
moneys available should also be related to phases of the project work rather 
than to fixed points of time only. 

K. “Local currency procurement should be effected in accordance with ap- 
proval procurement procedures, rather than my making grants to Ministries 
and agencies and then letting them effect the purchases with TCA funds. 

L. “TCA/W should make a comprehensive review of intended and actual uses 
made of grant funds, and issue necessary policy statements to the Missions 
clearly defining those purposes for which lump-sum payments may be made as 
grants. 

M. “Recognition must be given to the consequences involved in withholding 
subsequent grants in order to apply the only effective form of pressure available 
when the Grantee fails to adequately account for funds already advanced. 

N. “Each Country Comptroller should have an internal audit staff sufficient 
to make intelligent and effective test checks, reports, and end-use investigations 
to assure the Country Director and TCA/W of the proper use of all TCA funds 
and property. 
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O. “Regional Audit Offices might well be established by TCA, serving the 

follow a purposes : 
“To maintain a small ‘floating’ audit staff available to assist individual 
Co cata Comptrollers upon call in meeting special audit situations, such as 
periodic checks of property accounts, reviews of grants at widespread 
Regional levels, or extra heavy workloads caused by ‘peaking’ of local grants, 
ete. 
2. “To make, on behalf of TCA/W, periodic independent audits of the 
individual Mission offices, with regard to: 
(a) “Adequacy and accuracy of the accounts and records maintained 
by TCA/M. 
(bv) “Adequacy of property records and accountability procedures. 
(c) “Propriety of fiscal policies, practices, and procedures. 
(d) “Adequacy of reporting techniques and practices. 
(e) “Existence of any policies, procedures, or practices which inter- 
fere with, or have a direct bearing upon the custody or use of U. 8. 
Government funds. 

P. “There should be developed and promulgated a clearer line of responsibility 
and operating relationships between Country Comptrollers and the TCA/W 
Comptroller and Fiscal Office. A greater degree of guidance by, and coordination 
with, these offices would undoubtedly prove of immeasurable value to Country 
Comptrollers, each endeavoring to meet his problems individually. 

Q. “A regional conference of Country Comptrollers, directed and attended by 
the TCA/W Comptroller, could achieve much.” 

WILLIAM E. WARNE. 


Copy to: Ambassador Loy W. Henderson; Mr. FE. Reeseman Fryer, NEADS, 
TCA/W ; Mr. Cedric H. Seager (on duty in Iran). 

Mr. Harpy. I want to go back just a moment. 

Mr. Meader just called my attention to a matter that was under 
discussion a while ago and I think it does have some significance. 

We were talking about the letter of September 18 from Mr. Fryer 
to Mr. Warne and, specifically, the very first paragraph starts out 


by saying: 

Relating the comments in this letter to discussions with the Ambassador and 
Mr. Bingham and Mr. Reeves, your Controller. 

So it would seem to me that the thing was put in pretty good 
perspective to indicate to Mr. Warne that this letter did grow out of 
Mr. Reeves’ visit to Washington. 

Mr, Seager. Yes, sir; that is fair enough. 

Mr. Harpy. And, if Mr. Reeves did not volunteer to advise Mr. 
Warne of the specifics of his discussion with you or others in Wash- 
ington, Mr. Warne had some indication that the letter of the 18th was 
based on Mr. Reeves’ discussion, and after Mr. Reeves got back Mr. 
Warne could have inquired as to just what was the spec ific basis. 

Mr. Sracer. I have no doubt that he did inquire, sir, and I do know 
that there was conversation between Mr. Reeves and Mr. Warne as 
soon as Mr. Reeves returned to Teheran. But it appeared that in the 
course of that conversation, Mr. Reeves did not volunteer the state- 
ment that he had filed a memorandum and had that memorandum 
in his possession. 

Mr. Harpy. And you were aware of that? 

Mr. Sracer. I became aware of it after I handed my memorandum, 
ny copy of it, to Mr. Warne. 

Mr. Harpy. So you were not aware, then, of the fact that Mr. Reeves 

had not seen fit to give Mr. Warne a copy of his memorandum prior 
to the time that you gave it to him’ 

Mr. Seager. That is right, sir. 
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That memorandum, I might add, contained a great many details 
with respect to these allegations, and Mr. Warne’s reply would have 
been more fully responsive if he had seen that memorandum. 

Mr. Mearr. Mr. Seager, in view of the statement in the first para- 
graph of Mr. Fryer’s letter that there had been a lot of other things 
besides Mr. Reeves’ conversation that had turned the minds of Mr. 
Fryer and you people in Washington to the Iranian situation, it leads 
me to wonder whether or not the prior description of this document 
of September 18 as having been based solely upon the Reeves mem- 
orandum of September 15 and conversations with Mr. Reeves, whether 
that is quite accurate. 

Mr. Sracer. The letter from Mr. Fryer to Mr. Warne? 

Mr. Meaper. Yes. He recites in the opening paragraph, let me just 
read it, 

We have had occasion in connection with the preparation of the 1953 fiscal year 
program submission to DMS, the 1954 fiscal year budget presentation, your re- 
ports and those of Ambassador Henderson, the comments of Jack Bingham * * * 

Now, all of those are things aside from the discussions with Mr. 
Reeves, so I wonder if it is quite fair to characterize this letter of 
September 18 as being based exclusively upon the September 15 memo- 
‘andum and the conversations with Mr. Reeves. 

Mr. Seager. I would say, Mr. Congressman, if the word, ‘solely” 
or “exclusively” was used, that it was erroneously used. 

The Reeves visit, I might say, was the principal factor in promoting 
the writing of that letter, but it would be unfair to use the word 
“solely” or “exclusively” in the light of this text. 

Mr. Meaprer. In other words, if the correction of procedures which 
the letter urges were to be attributed solely to Mr. Reeves’ accusations, 
that would not be accurate ? 

Mr. Seacer. I think that is a fair interpretation to be made of this 
letter, sir. 

Mr. Mraper. In other words, there was other information in the 
normal course of communications between the field and Washington, 
including the reports of Ambassador Henderson and the comments of 
Jack Bingham, which in part, at least, led to your requesting these 
improved procedures ? 

Mr. Seager. That is so. 

What it states here was that Mr. Fryer had occasion, or would have 
had occasion, to give a great deal of thought to the progress and direc- 
tion of the Iran program. Do you follow me? 

Mr. Meaper. Well, we are in agreement—— 

Mr. Seacer. I will withdraw the word “exclusively”, sir, if that was 
used. I don’t recall. 

Mr. Harpy. The only thing about it is that you did take Mr. Reeves’ 
memorandum. Mr. Fryer’s letter referred to a discussion with 
Mr. Reeves, but you took Mr. Reeves’ memorandum and you did not 
take specific reports from the Ambassador and from Mr. Bingham. 

Mr. Sacer. No. 

Mr. Harpy. Aren’t you being a little bit partial there to Mr. Reeves? 

Mr. Seracer. Well, no, sir. If there were any reports from the 
Ambassador, they would be in Mr. Warne’s possession. 

Mr. Harpy. So Mr. Warne would already be familiar with those? 





UNITED STATES AID OPERATIONS IN IRAN 125 


Mr. Seacer. Yes; and also familiar with conversations with Mr. 
Bingham, who I believe at that time had recently been in Teheran. 

Mr. Mountarn. Mr. Seager, you have stated that Mr. Warne told 
you that the allegations contained in Mr. Reeves’ letter were not true. 

Mr. Seacer. Would you repeat that, sir? Iam sorry. 

Mr. Mounrain. I believe you have stated that from your conversa- 
tion in Iran with Mr. Warne you learned that it was Mr. Warne’s 
opinion that the allegations in Mr. Reeves’ September 15 memorandum 
were substantially untrue. 

Mr. Seager. I would say that his response was that some of them 
were untrue, and that with respect to the whole, he wished to refer the 
matter to his division directors for a more detailed reply. 

Furthermore, I recall his saying to me that many of the things about 
which Mr. Reeves complained were matters relating to Mr. Reeves’ 
own field of responsibility, and that if certain actions had not been 
taken in the field, the direct responsibility of the failure to take such 
action rested with the controller, at least with respect to such matters 
as pertained to the responsibility of the controller. 

That would be a more accurate answer to your question, sir. 

Mr. Mountain. Did you discuss with Mr. Warne Mr. Reeves’ view 
that Mr. Warne was difficult to approach ? 

Mr. Sracer. Yes, I did; and he denied that that wasso. And I must 
confess that by my own observation I found that Mr. Warne was very 
easily accessible to all members of his staff. 

There were constant staff meetings, and at all those meetings Mr. 
Reeves, as a principal element in the staffing pattern out there, was 
present, and Mr. Warne, as I recall it, had at least two doors to his 
office. They were constantly opening and shutting and leading mem- 
bers of his staff were coming in and out at all times. That is, so far as 
my personal observation was concerned while I was in Teheran. 

Mr. Mountarn. Perhaps we need to clarify your understanding of 
Mr. Reeves’ statement. 

Did you understand from Mr. Reeves’ statement that Mr. Warne 
was unapproachable in that he was not physically approachable and 
Mr. Reeves could not get to see him, or did you understand that even 
if he did get to see Mr. Warne he wasn’t approachable in the sense of 
being amenable to changing his mind about something? 

Mr. Seager. No. My recollection is with respect to the physical 
aspect of it, physically approachable. 

Mr. Mountatn. I believe after this October 11 memorandum Mr. 
Reeves’ response was submitted to Mr. Warne on October 28. 

Were you shown any copy of that response ? 

Mr. Seager. Yes, sir; I was. 

Mr. Mountarn. I will hand you this document and ask you if this 
is a copy of that response. 

Mr. Suscie, Yes. 

Mr. Mountarn. Mr. Chairman, I request permission that this docu- 
ment be introduced in our record, subject to declassification upon later 
review and consultation with the Department of State. 

Mr. Harpy. Without objection, it is so ordered. 
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(The document above referred to is as follows :) 


OcTOBER 28, 1952. 
To: William E. Warne, Director. 
From: Douglas F. Reeves, Comptroller. 
Subject: Reply to Your Memorandum of October 11, 1952. 


It is with more than considerable reluctance that I undertake this reply 
to your memorandum of October 11, and yet it is not entirely without a sense 
of relief that I aecept this opportunity, even though involuntarily, to explain 
more fully to both you and the responsible officials in Washington, the difficul- 
ties and obstacles with which a TCI Comptroller in Iran has been faced. I am 
still not convinced that this particular exchange of memoranda is either de- 
sirable or necessary and I fear the resulting frank discussion may have its 
effect, thought temporarily only I hope, on internal harmony and cooperation 
and presents a situation I have constantly endeavored to avoid, often to my 
personal disadvantage. It is thus that I feel relieved in being forced, through 
no choice of my own, to bring into open consideration, attitudes and past 
courses of action which have, I am sure, not served the best interests in TCA 
in the long view. In the final analysis, loyalty to the overall TCA Organization 
and to the standards of my profession as a certified public accountant must 
inevitably take precedence over local considerations and loyalties. 

To deal with your memorandum of October 11, I sense that its very title, i. e., 
“Allegations regarding TCI Program Administration in Memorandum of Sep- 
tember 15, 1952, from Douglas F. Reeves to Cedric H. Seager”, constitutes some- 
thing of an unwarranted allegation in itself. Scrutiny of my memorandum will 
show that it is essentially a recital of facts as the first five pages represent no 
allegations, personal conclusions, or personal recommendations, but an historical 
and factual statement of the first grant payments made by TCI. All this is 
readily discernible by any member of your staff who would take the time and 
effort to review the wording of projects themselves, correspondence files, and the 
revealing, if incomplete, reports submitted by the recipients of grants. In 
the majority of cases these reports on the use of funds were addressed to TCI, 
referred to translation, then to the Technical Division concerned and finally 
to my office. The information which I presented in those first five pages of my 
memorandum could thus hardly be construed as having been withheld from 
your organization, or available exclusively to me. In addition, many of the 
things referred to have been reported by me in general staff meetings and 
certainly countless times in discussion with you and other staff members re- 
garding the problems I have encountered in attempting to establish a satis- 
factory degree of accountability over funds granted to Iranian agencies. Your 
own course of action in ultimately resolving practically all accountability mat- 
ters in the direction of “operations” and “flexibility” early set an overall ad- 
ministrative pattern which I as your subordinate had to accept. 

You mention my “failure” to provide you with this information prior to its 
submission to TCA/W. Since the major portion of this information was already 
a matter of record within the organization and had been discussed or at least 
referred to verbally on many occasions, I considered that to have repeated it 
in a formal document would have served no particular purpose except to have 
caused a breach in the personal relationships within your organization and 
detracted from the harmonious cooperation we have all been striving for. As I 
reported to you in the meeting in your office on Monday, October 20, and as 
confirmed by Mr. Cedric Seager at that time, I indicated no intention of making 
an overall statement concerning the rial grant situation here, particularly in 
Washington. When, shortly after my arrival in Washington, the fiscal aspects 
of the type of accountability I was maintaining over grants was discussed, the 
routine recital of the factors involved lead to questions involving related phases 
of grant accountability. The afternoon before my scheduled departure for 
Tehran, I was asked to stay longer for the primary purpose of putting into 
writing a comprehensive statement of the facts as I knew them, my observations, 
and recommendations as an experienced accountant and auditor with a knowl- 
edge and background of other United States Government financial operations in 
foreign countries. I was truly reluctant to stay for the additional time required 
to take the action requested since I felt that the implementation of the procure- 
ment procedures and the furnishing of appropriate accounting and auditing per- 
sonnel to TCI would in and of themselves lead to the resolving of the problems 
which had existed. Reluctance to create an unpleasant situation, however, was 
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not sufficient justification to withhold a statement of facts as I knew them and 
the subject memorandum was the result. 

I am not aware of having made “certain other allegations of similar serious- 
ness” while in Washington. In the discussions of specific problems or procedures 
connected with accounting, fiscal or procurement phases of TCA operations, I 
of course made reference to individual situations, problems, or incidents known 
to me but to my recollection there was nothing that could be construed as an 
“allegation” since I made a great effort to confine myself to discussions of facts 
or specific documents. 

In this discussion you must be aware, as am I, of the conflicting forces 
between which £ currently find myself. John Evans, Deputy Country Director 
has consistently advocated personal discussions as the preferable means of 
analyzing and resolving the very types of situations and problems you as Country 
Director now insist I try to document. You will also recall the meeting in your 
office on the afternoon of September 27, attended by John Evans, James Goulden, 
and Ralph Workinger, at which time we discussed my occasional memoranda 
regarding cases wherein TCI personnel had proposed or authorized expenditures 
over or outside of project authorizations, and where over-expenditures on one 
project had been transferred to be buried in the charges against another project. 
As I reported to you then, I have neither desired nor been able to reduce to 
writing the majority of such cases as come up from day to day, but have con- 
fined my written stands to what might be termed “third and fourth offenses” on 
particular matters. Nevertheless, I distinctly noted your final instructions to 
me that afternoon, namely, that matters such as these should be discussed 
verbally in order not to establish a record which would reflect upon the organ- 
ization and its activities. 

As a result of these conditions I am naturally unable to provide documented 
references for every question raised in your memorandum. There may be some 
instances where individuals might be prone to deny or protest against statements 
contained here. In such cases, I can only refer you again to those references 
which I have documented and let you judge for yourself whether the attitudes 
and courses of action which I have substantiated indicate a line of thinking 
constituting fertile ground from which the other actions I have cited might 
spring. Consequently I believe in the final analysis, further documentation would 
add but little. 

Of general significance also are several references which further illustrate 
the general and continuing nature of this overall problem. 

(a) In a memorandum to you on July 30, I stated, “I consider it necessary to 
again return the attached proposed memorandum to the Regional Director at 
Shiraz since both Mr. Workinger and Mr. Gregory appear to have missed the 
point underlying my previous memorandum” and, “May I suggest that more con- 
sideration be given to the ability of project funds as spelled out within our ap- 
proved programs to meet those additional financial burdens which would result 
from authorizing subprojects without adequate examination of limitations in- 
herent in the basic projects.” 

(b) I also call your attention to the last paragraph of my memorandum to 
you under the subject “Proposed Diversion of Grant Funds of Project TJC—1- 
A8,” dated September 22 from which I quote the last paragraph, “Although it may 
prove some inconvenient to the TCI technicians at times, I believe it is high time 
that they were impressed with the necessity of both more detailed and adequate 
planning of projects and stricter conformance with the terms and limitations of 
the projects once they are laid down and signed by (you).” 

(c) And again, in a memorandum to Professor Turner on September 27, which 
you must have read in the reading file, I pointed out “it is hecoming increasingly 
evident that more attention must be paid to compliance with project authoriza- 
tions and limitations.” 

(d) As recently as October 2 a memorandum addressed to the Regional Direc- 
tor at Isfahan and a telegram addressed to the Regional Director at Tabriz 
reached me for surnaming, each authorizing the respective regional offices to 
proceed with the seed distribution and exchange program. As I recall these 
had both been surnamed by Ralph Workinger before they reached me and yet 
when I made an analysis of the project, it became clearly evident that the pro- 
posed operation was far in excess of that authorized in the project description 
originally signed by you. Upon reconsideration, project revisions were executed, 
but not before the work was well under way. 

(e) Particularly significant was the memorandum which I found it necessary 
to hand-carry to you in your office and discuss with you in early July regarding 
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the fact that memoranda which I had addressed to you on the subjéct of Mr. 
Workinger’s part in requesting your approval of activities or expenditures beyond 
the limitations of projects were sidetracked before reaching you. Having had 
two of my memoranda addressed to you on this subject find their way into Mr. 
Workinger’s hand instead of reaching you, I took the only course of action left 
open, namely, to write you a memorandum reporting these facts and to deliver it 
to you personally. 

May I suggest that before proceedings to my comments on your individual items 
you reread three memoranda which summarize the nature of the problems which 
have faced the Comptroller here and my attempts to resolve them. They con- 
stitute Attachments No. 7, 8, and 9. ° 

(a) Attachment No. 7 is a memorandum “Reconciliation of fiscal year 1952 
program with Underlying Documentation”, addressed to Mr. Workinger on July 
14, 1952 outlining some of the discrepancies in the fiscal year 1952 program 
remaining uncorrected and unresolved as of that date. These differences have 
caused endless difficulties in documenting, recording and reconciling 52 program 
fiscal operations. When I protested that the program did not, in some respects, 
conform to the recorded facts, I was caustically told, “Then you'll have to change 
the facts”. 

(b) Attachment No. 8 is a copy of my memorandum to you on the subject 
“Proposal for Use of Grant Funds for Purposes Not Authorized in Basic Project”, 
dated July 12, which summarizes some of my problems and requests your coop- 
eration in clarifying certain matters. 

(c) Attachment No. 9 is a copy of my memorandum to you on the subject, 
“Responsibilities of the Comptroller, TCI”, dated October 21, in which I sum- 
marize the present situation and present my recommendations regarding current 
fiscal and accountability problems. 

Following are my comments regarding the numbered paragraphs in your 
memo: 

1. The first formal instructions issued to the Ministry of Health appear over 
your signature under date of January 24, 1952 in which you state “I have the 
assurances of Dr. Mehra that proper arrangements for accountability will be 
completed to our satisfaction and that reports will be made’. Again, on Feb- 
ruary 9, in a letter addressed to the Minister of Health, you stated “the remain- 
ing Rls 2,350,000 will be advanced after one month upon presentation by your 
office of a report of accomplishment and the accountability of funds expended 
from the first part of this grant” and “it is also understood that—-your office 
will supply my office with a comprehensive report of program accomplishments 
including an accounting for the funds contributed by the United States’. Since 
these communications were prior to my arrival in Iran, I am not familiar with 
the detailed instructions which accompanied these commitments. 

TCI Project TH-2 signed by you on April 1, 1952, and later known as Project 
Agreement No. 15 provided that the Ministry would “render such accountings for 
TCI funds received as the TCI Director will require’. Project Agreement No. 
15 which superseded Project TH-2 and was signed by you on June 16, 1952, stated 
that the Ministry would “maintain such records and forms of accounting and 
submit appropriate reports thereon as may be prescribed by the Administra- 
tion”. Both of these were presumed to extend the requirements presented to the 
Ministry with the first 4,000,000 rials granted. 

In the last part of March, the Ministry of Health submitted a report which 
presented “The Approximate Expenses Incurred for Winter Season Malaria 
Control Program up to Mareh 15, 1952’, showing in round figures ranging from 
Ris 20,000 to Rls 750,000 the “approximate” use which had been made of the 
Rls 2,000,000 for which accounting had been prescribed by you prior to my ar- 
rival. While Mr. Aldrich and others of the Health Division were formulating 
a budget for the project, I outlined to a representative of the Ministry the types 
of reports we required. When I first had someone available who could contact 
the Ministries in their own offices and was familiar with Iranian Government 
accounting, we jointly developed a sample set of report forms which were readily 
adaptable to information normally available in Iranian Government records, 
samples of which I had personally reviewed. On May 6, Mr. Ghalebegui first 
visited the Ministry Accounts Department to discuss our requirements with them. 

The difficult feature at that time was that the accounting personne! in the 
Ministry of Health had not received a copy of the Budget and that they had 
waintained no record of expenditures by category of expenses or in any rela- 
tionship to the project budget. Almost daily conferences followed both in my 
office and at the Ministry at which detailed instructions, sample forms, and 
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schedules were developed and presented to the Chief Accountant of the General 
Health Department of the Ministry both in English and in Farsi. 

These sample report forms, typewritten in Farsi, have been presented in a 
similar manner to the Chief Accountants of each Iranian agency receiving grant 
funds. Detailed instructions on the accumulation of cost data and the manner 
of preparing these reports have been given to the respective accounting staffs 
in their own offices in order to ensure applicability of the instructions to the in- 
dividual records being maintained. 

In this connection I quote from a letter to the Irrigation Bongah and signed by 
you on August 14: “Prior to delivery of this check for Rls 2,000,000 a series of 
discussions was held by members of my staff with Eng. Behnia and accounting 
officials of the Irrigation Bongah, at which time it was pointed out that the 
Bongah must keep adequate records of the use of the Rls 2,000,000 and submit 
proper reports showing such information. Both Eng. Behnia and the accountant 
present indicated complete understanding of our requirements and assured my 
Comptroller that a report would be submitted before additional funds were re- 
quested”. Presumably you have heretofore considered this approach adequate 
since I have received no instructions to the contrary. 

2. I quote from my memorandum of August 12 to Dr. Roskelley: “At the time 
each check was delivered to the Ministry of Agriculture the responsible official 
receiving the check signed a statement, which we have on file, assuring TCI that 
detailed reports would be submitted to the Director of TCI showing the exact use 
of the funds received and any remaining unexpended balances. To my surprise, 
however, when members of my staff contacted Ministry officials with regard to 
receiving such reports, they have been informed by the Ministry officials that 
TCI Agriculture Division officials had told them that they did not need to submit 
a report on the use of the funds, and that no fiscal accountability is attached 
to receipt of the grants”. You no doubt saw this memorandum in the Reading 
File. 

Specific details are: 

(a) Mr. Gehanshahi, Chief Accountant of the Ministry of Agriculture, stated 
to Mr. Chalebegui of my office that Dr. Stewart of your Agriculture Division had 
told him at the time the first Ministry of Agriculture checks were presented in 
April, that no fiscal accountability would be required and that he did not need 
to voucher the funds when used. Since RIP Sub-Project TJC—-1—A7, one of the 
projects involved, as signed by you on March 31 provides for grants to the 
Ministry of Agriculture but contains no reference or requirement for grant 
accountability. This may be a partial explanation of their viewpoint. 

(b) Again, Dean Atai, Head of the Karaj Agriculture College, made a flat 
statement to both Mr. Assad and me that he had been told by Dr. Roskelley, 
Chief of the Agriculture Division, that the only accountability the College needed 
to consider was for the work performed. This belief was sufficiently strong to 
persist up to the time additional payments on grants to the College were tempo- 
rarily held in abeyance pending submission of at least preliminary accountings 
for the first funds made available. 

3. Following are some indicated and some actual cases of the application of 
TCI grant funds to the payment of past due or outstanding obligations: 

(a) Among the documents on hand at the time the Malaria Control Project 
was developed last February and March was a letter from the Ministry of Health 
in which was outlined the various purposes for which the first Rls 4,350,000 re- 
quested under this project were required. This particular letter, which I believe 
is now in the Health Division, made reference to payrolls and expenses which 
were past due at that time but which had to be paid before the Malaria Program 
work could get underway again. Reports of expenditures since received from the 
Ministry of Health confirm such use. 

(b) On Mareh 27, 1952 TCI Project No. TH-3, was signed by you and later 
incorporated into Project Agreement No. 18. This project consisted of a grant 
of Ris 3,935,425 to the Near East Foundation and was defined in TH-8 as 
follows—"“this project provides for completing during the fourth quarter of 
fiscal year 1952, a %’s completed sanitation program”. Later, the new Project 
Agreement No. 18 spelled out in Articles V and VI: 

(1) “This project plan shall be effective during the fourth quarter of the 
Fiscal Year 1952 and the first quarter of the Fiscal Year 1953 * * *”, and 

(2) “* * * the project herein described has been in joint operation since 
March 27, 1952”. 

As I advised you in my memorandum dated August 3, a report received from 
the Near East Foundation showed that out of the Rls 3,935,425 granted on April 
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10, the Near East Foundation had used Rls 1,282,603.60 to reimburse itself for 
expenditures made during the three months prior to “the fourth quarter of 
Fiscal Year 1952”. In your reply to me dated August 7, you state “I believe 
that Mr. Noe is justified in believing that he had authorization given outside the 
official project documentation and I therefore authorize you to accept this ex- 
planation for the expenditures”. 

(c) Project Agreements Nos. 13, 14 and 21, all providing for rial grants 
to the Irrigation Bongah involve circumstances which suggest the possibility that 
grant funds have been applied to outstanding amounts owed on contracts but 
these cannot be verified without a comprehensive review of the Bongah con- 
tracts, obligations, and payments. This possibility is suggested by the fact that 
on July 2 grants of Ris 2,000,000 or more were given to the Bongah on each 
of these three different projects and that payments of identically the same 
amounts were turned over to the contractors on the same day. Again on Septem- 
ber 2, two 2,000,000 rial checks were given to the Bongah under Project Agree- 
ments 14 and 21 and again the full amounts were turned over to the respective 
contractors on the following day. These 5 payments to contractors consequently 
do not appear to be of a type normally related to amounts earned or due on the 
basis of certified progress reports. 

(d@) Under Project Agreement No. 29, Ris 5,000,000 was granted to the Min- 
istry of Roads for the Azna-Isfahan Road and between September 18 and October 
13 six separate checks aggregating Rls 4,870,958.20 were given to four different 
contractors as payments on this road. Last week Mr. Beall of the Engineering 
and Construction Division, stated that when a representative of that Division 
recently inspected the road he found no evidence of any project work having been 
performed. This indicates that possibly the payments to contractors were 
applied on old accounts particularly since ‘‘advances” would normally not be 
in such odd or detailed amounts. However, pending receipt of a written state- 
ment from the Engineering Division and an opportunity to make a thorough 
examination of the Ministry’s contractual obligations and payments, I can only 
submit evidence to the extent shown above. 

(e) In conclusion, there are also the cases under the Industry Program projects, 
such as the Fassa Sugar Refinery Project, where it is clearly intended to apply 
TCI grant funds as payments on outstanding purchase zontracts for which the 
Iranian Government has been unable to complete payments. 

(f) Article II of Project Agreement No. 30 states, ‘The Administration will 
establish and operate for the period of one month a demonstration training course 
for village and area supervisors in the Veramin Plains District.” Harold Larson 
of your staff and the Iran Director of the Near East Foundation have informed 
me that the establishment and operation of the training course referred to in 
Article II was intended to be handled by the Near East Foundation and was 
completed prior to the execution of the project. They have since approached me 
regarding ways and means of paying these salaries and other costs. Payment 
has not yet been made but the acceptance in the project of a past due obligation 
is obvious. 

4. Attachment No. 1 to this memorandum is an exact copy of the outline I 
prepared last spring summing up my concept of desirable steps to be followed 
in planning, paying, reporting and accounting for TCI grants under projects 
then being developed. Since only the “Planning for Grants” involved procedures 
or requirements not already agreed upon or subject primarily to my operational 
responsibility, I did not desire to present the entire document until the section 
dealing with “planning for grants” had been discussed and if possible agreed 
upon. You will note from reference to Attachment 1, that my proposals (a) to 
(f) involved only reasonable definitions of responsibilities and uses to which 
grant funds should be applied. 

These various requirements were from time to time discussed verbally with 
Ralph Workinger, then Program Officer, and he consistently insisted that to 
incorporate such detail would be too restrictive and contrary to your indicated 
desires to maintain maximum flexibility within the project descriptions. His 
statements were sufficiently categorical in nature to leave no question in my 
mind but that he had discussed with you the question of limitations vs flexibility 
in project descriptions and that it had been resolved by you in favor of the latter. 

I also spoke to Dr. Roskelley, Chief of your Agriculture Division, recommend- 
ing a greater degree of definition of grant uses in projects and to adherence to 
projects once written. He stated that it would interfere with his work since he 
needed sufficient leeway to make determinations as the work progressed. This 
attitude is evidenced by his complaint to you in the first paragraph of his 
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memorandum of July 1 and by the request in the fourth paragraph that you 
authorize me to make a 1,000,000 rial payment not authorized in the Project. 
Mr. Workinger’s viewpoint on this subject is exemplified by his participation in 
this to the extent of actually writing on July 7 (for Dr. Roskelley’s signature) 
a longer and more detailed memorandum to you embodying the same recom- 
mendation. 

In addition, I have on two occasions submitted to Ralph Workinger single 
copy papers suggesting the type of grant planning and definition I advocated for 
use in projects under discussions. These were not incorporated in the projects 
when presented to you for signature and since they were never returned to me, I 
naturally cannot show them to you at this time. One case which I can illustrate, 
however, is the Tehran Water Treatment Plant Project. When an early draft 
of the Project Agreement was submitted to me about the middle of May, I pre- 
pared and submitted Mr. Workinger a suggested phrasing to be incorporated in 
Article II of this project setting forth: 

(a) The performance responsibilities of TCI, 

(b) The performance responsibilities of Tehran Water Supply Department, 

(ec) TCI contributions, and 

(d) Estimated Iranian contribution. 

A copy of my proposed Article II constitutes Attachment No. 6 which I suggest 
you compare with the Article II of Project Agreement No. 2 as executed. 

Mr. Workinger neither discussed this proposal with me nor indicated the 
action he was taking in formalizing the project until the Project Agreement 
was presented to me in final form for initialing. However, you can note that 
as a result o fmy suggestions, Project Agreement No. 2 does incorporate some- 
what better definitions of the purpose and use of grant funds and slightly bet- 
ter accountability provisions than the majority of the other Project Agree- 
ments. These experiences, plus your repeated acceptance for signature of proj- 
ects embodying the lines of thought represented to me by Mr. Workinger as your 
thinking, left little room for me to doubt that lack of detail was in accordance 
with the administrative policies of TCI and I did not push my proposals 
further. 

Attachments Nos. 2 and 3 accompanying this memorandum show check lists 
which I prepared for use in reviewing the organizational structure, working 
capital requirements, and significant purchase contract data without which I 
felt it would be impossible to pass judgment on proposed dollar grant provisions 
to be incorporated in Project Agreements. In only one case, i. e., the Fars Cement 
Plant, were appropriate officials of the organization concerned referred to me 
with their records and contracts against which grant funds were proposed to 
be applied. In the case of no other project under the FY 1952 program was I 
invited to attend the negotiating conferences or meetings at which grant re- 
quirements, methods, uses, payments or accountability provisions have been 
discussed with the respective Iranian Government agencies prior to signing of 
the Agreement. 

5. Attachment No. 4 is an exact copy of the “Check List of Suggested Steps and 
Considerations to be Followed in Review of Grants” as presented to the only 
staff employee then available for the review of grants. Attachment No. 5 is 
an exact copy of the pro forma report which I designed to reflect the results of 
our grant audits and investigations. The complete use of these papers was early 
found to be impractical in view of the difficulties encountered in trying to apply 
them and the numerous gaps in the information found available. Effort was 
then concentrated on attempting to guide and assist the Accounts Departments 
of the respective Iranian agencies so that the information available would be 
sufficient in amount and in reliability to lend meaning to such reports. 

6. I consider the reference to the May 1, 1952 date line insignificant and 
tending to obscure the issue in the case of those documents which are now 
known as “Project Descriptions” but which were then identified as “Projects” 
by your Program Officer, Mr. Workinger, and practically all other members of 
the staff with the single exception of Gregory. These included not only the 
“RIP Sub-Projects” but also a number of “TCI Projects” such as the Karaj Agri- 
cultural College, the Richards Well Project, the Dizful Sanitation Project, etc. 
These were all signed by either you or Mr. Evans and an Iranian Minister prior 
to May 1 and were considered everywhere in your staff at that time to be com- 
pletely binding for operational purposes in view of your official signature thereon. 

When, subsequent to May 1, Project Agreements Nos. 10, 11 and 12 were 
executed covering the Agriculture, Health and Educational phases of the Rural 
Improvement Program, they all incorporated the significant statement in Article 
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II that “the parties hereto mutually adopt the attached Rural Improvement Pro- 
gram Sub-Project descriptions, Number —, and mutually agree in all substantial 
matters—to perform and carry out the undertakings contained.” These Project 
Agreements signed subsequent to May 1, 1952, constituted blanket confirmation 
and acceptance of the features and provisions of the “project descriptions” pre- 
pared and signed by you prior to May 1. The major portion of TCI’s current 
operations thus continues to be under those pre-May 1 documents which were 
subjected neither to the Comptroller’s review nor concurrence. 

In addition to the above, the following facts have been obtained from the sur- 
name copy files of the project agreements in the office of Mr. Gregory : Neither my 
initials nor signature appears on Project Agreements Nos. 4 and 7 but I had 
previously surnamed telegrams to Washington concerning the project termi- 
nology. Project Agreement No. 26 bore no initials or concurrence but a penciled 
comment attached to the copy indicated that I had at some point reviewed it. 
Project Agreement No. 24 indicated that I had reviewed it but my initials had 
been erased—whether by myself or someone else, I do not now know. Project 
Agreements Nos. 9, 20, 22, 23, 27, and 29, all had my name written at the top al- 
though notin my handwriting. This could mean they had been referred to me but 
not concurred in. Project Agreements Nos. 13, 14, and 19 bear no indication of 
any kind whatsoever that I had seen or reviewed them. I know I would not have 
concurred in Project Agreement No. 19 for the Agriculture Census since there 
Wis ho covering program agreement, a fact which I believed then, and I am more 
convinced of now, was of considerable significance as 1 pointed out in my memo- 
randum on program discrepancies addressed to Mr. Workinger on July 12. 

Quotations from three memorandum will further illustrate the Comptroller's 
problems in this direction: 

(a) On June 19, in a memorandum to Mr. Gregory I reported, “I have on my 
desk at the present time three requests for grants under project agreements all 
of which indicate that the agreements have already been signed for several days, 
yet I have so far received neither information regarding the final form and text 
of the agreements nor notification that they have been executed.” 

(b) On June 25th, I again made reference to this problem, stating, “I have had 
oral information that on June 18 Project Agreements Nos. 18 and 21 were signed 
and that on June 21 Project Agreements Nos. 19, 20, 23, 26, 27, and 28 were all 
signed ; yet as of today, June 25, I have received neither official notice that these 
projects were signed (two of them a week ago) nor have I received a copy of the 
final document containing the definitive information about fund requirements.” 

(c) In a memorandum t» Ralph Workinger, your Program Review Officer, I 
pointed out on June 9, “A letter has just been received from the Director General 
of the Tehran Water Supply Organization requesting the sum of $500,000 as the 
first installment under the Tehran Water Treatment Plant Project. This letter 
implies that the Project Agreement was approved or signed on June 5, 1952 and 
refers to discussions which took place at the meeting at which the Agreement 
Was signed. Since this is the first inkling I have had that this project had been 
approved or signed, or that discussion had been held concerning payments there- 
under, please furnish me the necessary information upon which I can take steps 
to implement this request”. 

With reference to the 53 Program, Program Agreement No. 12 was never sub- 
mitted to me and I did not know of its existence until after it was signed by 
you. Project Agreement No. 30 for the Crown Lands Development Bank was 
presented to me for review after the signing of the Program Agreement which 
spelled out the financial features that were almost simultaneously incorporated 
directly into the Project Agreement. Nonconcurrence or s:iggestions at that 
point could consequently deal with only minor things such as terminology. You 
will recall that my request for certain changes in terminology lead to the dis- 
closures by Iranian Government oflicials that the proposed Development Bank 
intended to engage in relatively widespread commercial activities with our graut 
funds and that the Iranian Government did not intend to make its full contribu- 
tion by September 30, 1952 as specified in the Project Agreement. Following 
the meeting at which these disclosures were made, the Project Agreement was 
prepared for your signature and signed without further reference to me until 
I received my mimeographed copy when I noted therein that there had been no 
modification in the statement that the Iranian Government would contribute Rls. 
15,000,000 by September 30, 1952. I can assure you that in light of the informa- 
tion brought out in that meeting I would not have concurred in the Project 
Agreement as submitted to you for signature since the phrasing in the graut 
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clause for which I had indicated acceptance prior to that meeting was not 
justified following the discussions there. f 

7. The first part of your Item 7 appears to be a simple repetition of the ques- 
tion in Item 6. The information presented above consequently answers all of 7 
except as regards the question of representations made to you in regard to this 
matter. 

(a) In March and April of this year when sub-project descriptions were being 
prepared and executed, I almost daily approached Ralph Workinger requesting 
that he permit me to see these documents in early draft form since I could foresee 
the difficulties which lay in store if certain factors were not considered. Mr. 
Workinger consistently advised me he did not consider it necessary and con- 
tinued to submit the documents to you for signature without my knowledge of 
either the contents or the terminology being used. 

(b) You will recall (as I discussed with you in your office on October 21) the 
two occasions last spring when I specifically asked you in staff meetings to repeat 
or confirm that any document on use of funds or financial matters should be 
referred to the Comptroller for review before being submitted to you. You will 
aiso recall, I believe, the very sharp answers which you directed to me at those 
meetings to the effect that I was Comptroller and everybody knew it and you did 
not need to repeat that kind of thing again. In both those cases, I had leaned 
over backwards to avoid complaining about individuals in the hope that a re- 
statement of policy would resolve my difficulty without the necessity of making 
specific complaints to you about Mr. Workinger’s interference with performance 
of my responsibilities as I understood them. 

(c) In addition I refer you to the 4th paragraph of my memo to’ you dated 

une 7 in which I stated “as Comptroller, I normaliy would be expected to have 
prevented such over-programming and over-committing but as you know, pro- 
cramming and presentation of projects to you for signature always preceded 
my first knowledge of the projects until recently.” 

s. The largest and best known instance of grant funds being used to pay sup- 
plemental salaries to Iranian Government Civil Servant employees over «and 
above their regular salaries is the case of Project Agreement No. 15, the Malaria 
Control Project. The details of this are too well known and have been discussed 
too many times to need further amplification here. 

In addition RIP Sub-Project TJC—1—E1 states that supplemental salary pay- 
ments from TCI funds will be made to Iranian teachers cooperating with TCI on 
that project. The old TCI Project No. TA—1 signed by you on April 17 also 
stated that grant funds would be used for payment of supplemental salary allow- 
ances to faculty members of a government-financed college. When this project 
was later re-written as Project Agreement No. 9, this terminology was amplitied 
as follows: “for supplemental allowances to faculty members of Karaj Agricul- 
ture College who assume greater responsibilities by virtue of this cooperative 
project”. Although formal approval has not yet been given to the College for 
making these supplemental salary payments, the Chief Accountant at the Col- 
leze reported to a member of my staff a few days ago that a total of Ris 49,000 
had already been paid out for this purpose but until we can make a complete 
audit of the College records this cannot be determined with certainty. As you 
are probably aware, there is also under development at this time a proposal for 
placing these faculty members on a contractual service basis with TCI in lieu 
of paying the supplemental salaries originally spelled out in the project. 

Memoranda in the TCI files disclose also that the Livestock Bongah, certain 
Agriculture engineers in the Ministry of Agriculture have all requested that 
they receive supplemental salary payments from TCI funds because of their 
additional responsibilities or overtime work resulting from cooperating with us 
on joint projects. A memorandum from the Ministry of Agriculture addressed 
to Dr. Stewart of the Agriculture Division indicates that Dr. Stewart had ap- 
parently given verbal approval to the principle of these supplemental payments 
to agriculture engineers. These particular requests appear to have stemmed 
primarily from knowledge that supplemental salary payments were being paid 
to other Iranian Government employees working on other projects. 

’. I have made no representation to you regarding the provisions of the 
budget governing the use of funds as established under Project Agreement No. 15. 
Neither have I taken exception to this budget since it constituted the only com- 
prehensive statement to come out of any of your technical divisions defining in 
auditable detail the use to which funds granted should be put. I have always 
considered this budget a big step forward and have urged Mr. Workinger on a 
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number of occasions to strive to get similar budgets from other technicians 
the time projects were developed and programmed. 

10. Item No. 10 constitutes merely a restatement of Item 2. I refer you to 
that paragraph for comments, 

11. Upon initial contact with various Iranian agencies which have received TC] 
grant funds practically all Ministries have voiced the opinion that TCI grant 
funds were not subject to usual Iranian Government fiscal regulations since the 
funds were not received from the Ministry of Finance who administers the 
Iranian fiscal regulations. Likewise, that once TCI turned funds over to another 
sovereign government, U. S. Government fiscal regulations were presumed to 
have ceased to apply to the use of the monies. The Iranian officials have usual 
modified their opinion after we have explained to them that TCI is authorized t 
pay out U. S. funds only under the conditions laid down by our government when 
the money was appropriated and subject to definite expenditure controls. 

The history of the Anti-Malaria Project grants, concerning which I have re- 
ported so much to you, illustrates the original attitude and the gradual move 
toward acceptance (sometimes under pressure) of our minimum requirements, 
As was evidenced in the meeting with Dr. Farman Farmian in your office on 
October 8, the Ministry of Health had held that the Malaria Control Commission 
operating the project had the power to authorize specific expenditures whether 
or not within the budget approved for the project. In fact I have on file a nun- 
ber of memoranda from the Ministry as well as from members of the Commission 
which clearly indicate a belief that I, as Comptroller for TCI, was obliged to 
permit grant funds to be used for anything approved by the Commission without 
regard to fiscal regulations or to the original terms of the project. As I stated 
in that meeting with Dr. Farman Farmian in your office, I could not accept such 
authority when it ran counter to our government’s fiscal regulations and the 
project as you had approved it. 

There are indications that the Irrigation Bongah and the Ministry of Roads 
may not yet fully understand their obligations to conform to their own govern- 
ment’s fiscal regulations on the use of grant funds but until available personnel 
and time permit a sufficiently comprehensive examination of their records, such 
a possibility cannot be documented as an official record. However, you will recall 
that I have reported these indications to you verbally. 

12. While there has been no clear cut and definite line of cleavage between 
adequate and unadequate project detail, a trend or pattern is clearly discernible 
in the following respects: 

RIP Sub-Project TJC—1-A1, initiated in February of this year had attached to 
it a budget showing the estimated and proposed purposes for which the funds 
were to be used. Other early RIP Projects such as the Livestock Project TCJ- 
1-A2 had a planned use for the expenditure of grant funds developed by Dr. 
Stephanides and the Bongah and which was sufficiently detailed to facilitate a 
reasonable audit. In fact, 9 out of 15 Agriculture projects signed before April 1, 
1952 had supplemental sheets of detail attached. TCI Project TA-—1 for the 
Karaj Agriculture College also had a relatively comprehensive budget and break- 
down by sub-projects which, although not a formal part of the project was reduced 
to writing and agreed upon by your Agriculture Division and the College. The 
Malaria Control Project budget developed in the latter part of March also con- 
tained sufficient detail to provide a beginning point from which to conduct an 
accountable audit. 

On June 5 Project Agreement No. 2 for the Tehran Water Treatment Plant 
defined the use of grant funds as “ to finance the cost of the purchase and 
installation of foreign made machinery, equipment, pipe fittings, reinforcing steel 
and other necessary items required by Tehran Water but not available in Iran”. 
Project Agreement No. 9 signed June 16 constituted merely a re-statement of the 
old TCI Project TA-1 and while defining the use of dollar grants only 4s 
a for other purchases of farm machinery and research equipment to be 
procured by the Karaj Agriculture College and requiring foreign exchange 
expenditures ” and rial grants “ for assisting in the renovation and 
expense of building and establishment of research facilities and supplemental 
allowances to faculty members ”, the continued recognition and acceptance 
of the detailed sub-project budgets developed under the earlier TCI Project TA-! 
made available a degree of project detail not available under the majority of 
the later projects. 

In contrast, Article II of Project Agreement No. 4 for the Fassa Sugar Re 
finery signed on June 21 provides grant funds “—for foreign exchange costs 
necessary to establish the Fassa Sugar Refinery” and defines accountability obli- 
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vations and requirements by stating that Administration “technicians shall have 
access to the plant, facilities, books and records of the Fassa Sugar Refinery for 
the purpose of giving such advice and guidance as may be necessary—’”’. Project 
Agreement No. 1 for the Fars Cement Plant, executed on June 28, stated that 
the TCI dollar grant would be provided “—for foreign exchange costs necessary 
+o complete the Fars Cement Plant.” Accountability obligations were here also 
defined as the right to have access to the books and records of the company 
for the purpose of giving advice and guidance. These two sets of terminology 
are, in general, typical of the majority of projects signed in June and give 
almost no basis for auditing the propriety of expenditures. 

You will, I think, recall the discussion on what developed as Article VI of 
Project Agreement No. 1 held on the balcony outside your office attended by 
members of your staff. You will also recall that at that time I expressed a 
desire for a more specific statement of the grantees’ accountability obligations. 
The majority opinion, as finally approved by you and hence accepted by me, held 
that under the provision for access to the books and records “for the purpose 
of giving such advice and guidance as may be necessary” we could exercise 
sufficient accountability controls. Although I had to accept this phraseology, 
Ihave never considered it adequate. 

13. In my early discussions with Mr. Workinger regarding the importance 
I attached to carefully spelling out uses to be made of our funds and property 
supplied under projects in order that end-use checks might be made, he several 
times emphatically stated that “end-use checks” were not necessary as regarded 
property turned over to a Ministry. I do not recall his having expressed an 
opinion that audits of fund uses were non-essential but the question of end-use 
checks of the custody and utilization of TCI-financed materials and equipment 
in the hands of Iranian agencies was specifically a subject of discussion on more 
than one oceasion. I did not document these conversations because I intended 
to actually go ahead and make the end-use checks anyway once personnel be- 
came available. 

During a meeting in your office attended by several of your top staff members, 
I spoke to Mr. Workinger across the table and tried to explain the essentiality 
of verifying the end-use of property the same as in the case of contributed funds. 
His answer at that time was equally emphatic in the negative but our com- 
ments were an “aside’ and may not have been heard by you. (As I recall, 
this was the same meeting regarding responsibilities within your organization 
at which you stated your decision that the budget function in TCI would be 
handled with the programming activity rather than with the fiscal.) In recent 
months, Mr. Workinger has not in my presence repeated his earlier attitude to- 
wards the end-use check of TCI-financed property but his attitude on the sub- 
ject during the period when RIP sub-projects were being defined was of serious 
concern to me. 

14. May I again point out that the definitive date of May 1, 1952 cited in your 
Item 14 is in my opinion quite irrelevant. The RIP subproject descriptions to 
which I shall frequently refer were all adopted by Project Agreements Nos. 10, 11, 
and 12, as quoted before. Nowhere in these three project agreements can one 
find any reference to accountability requirements other than those directly 
adopted as existing provisions in the sub-project descriptions. Following cases 
of these are illustrative : 

(a) TJC-1-A7, signed by yourself on March 31 makes no provision for ac- 
countability of any kind as regards funds granted to the Ministry of Agriculture. 

(b) TJC-1-A15, signed by John Evans on March 31 also omits reference to 
any accountability for funds granted thereunder. 

_(¢) TJC-1-H8, signed by yourself on April 1 contains no accountability pro- 
Vision. 

(d) TJC-1-H9, signed by yourself on April 1 provides that “each Ostan 
Health Chief will be required to render such accountings for funds received as 
the Regional Director may prescribe”. 

_(e) TJC-1-H10, signed by John Evans on April 1, contains a similar pro- 
— that accountings for funds will be such as the Regional Directors may 
equire, 

(f) TJC-1-H11, originally signed by John Evans on April 1 and later revised 
over your signature on July 10 still contains no accountability provision or 
requirement. 

(9) TJC-1-H13, signed by yourself, on April 1, provides that such accountings 
will be rendered as may be required by the “RIP Division Chief”. 
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These are the same sub-projects, practically all of which are still in active 
operation, which I continually endeavored to review before presentation to you 
for signing but which Mr. Workinger as Program Officer just as continually pre. 
pared and submitted to you without reference to me as Comptroller. 

15. (a) Project Agreement No. 15, the Malaria Control Project, has received 
more attention than any other project but because of the size of the grants, the 
area over which they were used, and the number of transactions involved, it 
has been physically impossible to do more than scratch the surface in reviewing 
how the funds have been used. However, the following are a few of the things 
that have been noted: 

(1) According to documents, copies of which I have in my office, the Minister 
of Health on March 18 ordered the Chief Accountant to put a certain individual 
on the payroll and since for some reason he could not be paid under Iranian 
fiscal regulations, the Minister instructed the Chief Accountant to pay him on a 
daily wage basis out of Point Four funds. 

(2) The approved budget for this project contained no provision for use of 
grant funds in paying expenses of the “Statistics Vahed” but during the months 
of February, March and April, a total of Rls 275,000 was advanced to that 
activity. 

(3) Ris 105,000 was paid to another section of the Ministry of Health which 
was in no way affiliated with the Malaria Control Program. After exception was 
taken to this payment, the Rls 105,000 was deleted from the recorded payments 
and we were advised that it had been merely a “loan”. 

(4) The bookkeeper in the central accounting office received advances frow 
our grant funds totalling 305,000 rials between February and June of 1952 but 
as of June 15 had not submitted vouchers for the use of these advances. 

(5) Between March 20 and June 16 the Cashier in the Accounting Section of 
the Health Department received for various purposes advances aggregating 
Ris 1,323,888.20, all of which were deposited in his personal bank account. 
Vouchers were submitted then for payments out of his account. 

(6) Two large purchases of automobile tires amounted to Rls 151,965 wer 
purchased without competitive bids after the Chief Accountant of the General 
Health Department asked for and obtained the approval of the Minister of 
Health. Payment was made to the tire vendor in the form of “advances” substan- 
tially prior to delivery of the merchandise. 

(7) Although all Iranian workers are supposed to have identity ecards by 
which they are to be identified on payrolls, through the Cashier mentioned above, 
certain payrolls paid from grant funds consistently failed to reflect identity 
ecard numbers. The Chief Accountant stated that these workers had no cards 
but when the Vahed involved was contacted by an auditor it was established 
that all the workers present at the time the auditor was there did have identity 
cards. 

(8) It was proposed and the Minister of Health approved a payment of Ris 
30,000 to an individual not working on the Malaria Control Program. This pay- 
ment was not approved by the TCI members of the Malaria Commission and I 
refused to pay it but the Iranian members of the Commission repeatedly pressed 
for approval and payment on the grounds that it was necessary because of 
political pressure. This has been cited to you before but if you wish to confirm 
the details again, Health Division members of the Commission can confirm the 
details. 

(9) Payment of daily workers which had been originally employed by Plan 
Organization and assigned to work on the Malaria Program was switched to 
TCI grant funds when Plan Organization reported it no longer was able to pay 
these wages. In July, a sub-committee of the Malaria Commission reviewe! 
the work of all headquarters personnel charged against Point IV funds and 
reported to me that .these daily workers were not necessary for the Malaria 
Program and should be laid off. Since these workers were not included in the 
Malaria Program Budget and were apparently being paid by the Plan Organiza- 
tion at the time the project was developed and the budget approved, their cur- 
rent wages could not be construed as a primary responsibility of TCI. However, 
no action to terminate these workers was taken by either the Ministry of Health 
or Plan Organization and as a result each month the Ministry, and of late the 
Malaria Commission itself, have made strong representations to TCI for the 
continued payment of these workers and we have, as you know, permitted the 
payment of these people out of TCI funds up to the end of the current month. 

(10) In July the Malaria Commission subcommittee (which included one of my 
staff) also reported to me that it found a number of Ministry employees who 
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did no work on the Malaria Control Program receiving supplemental allowances 
from our grants. When we made a review of the Ministry offices a month later 
to determine what steps had been taken to correct this situation, Malaria Pro- 
gram work or papers were found on each person’s desk and shown as proof that 
all individuals listed should continue to receive supplemental pay from TCI 
grant funds. : i he, ‘ 04 

(11) Supplemental salaries have been paid to individuals holding positions 
not covered by the Project Budget, including Dr. Faris, one of the higher 
Ministry officials. 

(12) Approximately oue monti before the end of the current Malaria Program 
vear the Anti-Malaria Section of the Ministry of Health entered into a lease for 
extensive garage space which the Chief Accountant advised me was to run 
for two years. He admitted that the Ministry had no funds with which to pay 
this rent and said it was, in effect, rented for us since it was contemplated that 
the rental would be paid out of TCI grant funds. I advised him that there 
were as yet no Point [IV funds approved for the 1953 Malaria Program and that 
we could not be considered as liable for advance obligations entered into by 
them, particularly if the obligation was for two years and no funds were yet 
available for FY 1953. 

(13) In the list of October expenses submitted by the Ministry for payment 
by TCI grant funds was an item of Rls 39,880 for the repair of accident damage 
to a car. The Accounts Department however was unable to furnish a TCI 
representative any evidence that the accident had involved a Malaria Program 
vehicle. 

(14) The auditor of the General Health Department responsible for review- 
ing and approving all vouchers chargeable against our grant funds refused to 
certify many vouchers presented to him, and he recently reported to me in my 
office that he had been removed from that assignment because he would not 
certify so many of the vouchers. Without an adequate audit staff to review 
individual vouchers on a large scale, we can never know the true implication 
of this incident. 

(b) While the following instances do not in every case constitute actual 
misuse of funds, I list them here to illustrate not only the instances but also 
the attitudes which have permitted the seemingly endless stream of proposals 
for deviations from projects as originally approved by you. It is my belief that 
the majority of these proposals would not have been made and the need for 
individual nonconcurrences and memoranda could have been substantially re- 
duced by action such as I have recommended in some of the memoranda quoted 
herein. Had your technical and programming staff been cautioned as to the 
significance and limitations of projects once executed by representatives of two 
responsible governments many of these situations would have been avoided. 
However, I have never heard these suggestions pursued in any staff meeting 
and the continuance of these various proposals indicates that the staff until 
recently still believed there was at least an implied approval of the past way of 
documenting or modifying project operations. 

The following items are in chronological order : 

(1) In April of this year, the Procurement Office referred to me a purchase 
order under RIP Sub-Project TJC—1—H5 to cover a printing and binding contract 
placed by your Health Division. The order had already been placed and the 
work done in an amount of Rls 37,500, although the project provided a definite 
limitation of only Rls 20,500. This was pointed out in my memorandum to the 
Health Division on April 24, including several suggested ways of meeting the 
Situation. (I have learned later, however, that the order was merely split and 
excess charged into another project of a more general nature). 

(2) RIP Sub-Project T.JC-1—HS provides that TCI funds to be made available 
to the Joint Commission were for the following purposes : 

(a) Establishment and operation of health laboratories and health 
centers, 
(b) Purchase and operation of mobile health units, and 

_. (¢) Local costs of Regional staff health activities. 

_ This project description stipulates that the project is for the “in-service train- 
Ing of Iranian officials and technicians” but nowhere even suggests the operation 
of a “three months intensive full-time training course’ as distinguished from 
iu-service” training. Nevertheless, on April 20, Dr. L. H. O. Stobbe in Shiraz 
requested reimbursement for Ris 37,000 he had paid out on this three months 
course as personal compensation to 35 students and a class secretary attending his 
“full-time training course” not defined in the project. On May 5I referred this 
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matter to the Acting Country Director and was advised on May 7 that it hai 
been administratively determined to be all right. , 

(3) In a memo to Dr. Roskelly dated June 8, I refer to a letter drafted by 
him on June 3 and signed by you, recommending to the Ministry of Agriculture 
that TCI funds granted to them under RIP Sub-Project TJC—1—A8 be used to 
send an Iranian government official to an FAO Conference in Rome. This di¢ 
not appear to be within the project which granted TCI funds to the Ministry 
only for: 

(a) “Financing of personnel and services required for the planting, grow- 
ing, harvesting, cleaning and distribution of experimental grain crops.” 

(b) “Operation of demonstration plots”, and 

(c) “Operation of seed cleaning facilities”. 

In my memorandum of June 8, which I presumed you saw in the Reading File, 
I consequently protested against the varying interpretations and lack of signifi- 
cance which are at times attached to the terminology of project descriptions by 
the very technicians who originally drew them up. The trip was made however. 

(4) RIP Sub-Project TJC-1-H10 provides no money for local purchases or 
travel costs. In early June, however, the Fiscal Branch received documents 
for obligation against this project and, as recorded in my memorandum of June 
17, it became necessary to call the attention of Health Division Personnel to the 
fact this project did not authorize either travel or purchases and that no funds 
were available for those purposes. 

(5) RIP Sub-Project No. 9 provides that after April 1, 1952, a sub-grant woul 
be made to the local Ostan Health Departments to finance employment of sanitar- 
ian aides for a period of six months. In June, I learned that sanitarian aides 
were being carried on Joint Commission payrolls as our employees instead of 
as Ministry of Health employees which was intended to establish them in their 
long-term employment. This was pointed out in my memoranda of June 18 ani 
June 30 addressed to the Fiscal Branch under Mr. Patterson. However, in July 
Mr. Workinger forwarded to me for surnaming a letter for your signature author- 
izing the Tabriz Regional Director to employ and carry on his payrolls sanitarian 
aides under this project. After my non-concurrence, Mr. Workinger rewrote 
the letter on July 14, and as signed by you on July 17, the matter was cleared up 
for Tabriz. I learned in September, however, that the Isfahan Regional Office 
was still retaining money sent to them to be delivered as a sub-grant to the Ostan 
Health Department and paying the sanitarian aides directly. My memorandum 
to Isfahan, signed by Mr. Evans on September 28 presumably clears this up over 
five months after the project document was signed and distributed. We are 
currently faced with the question of paying accrued annual leave to these people 
now. 

(6) As part of Item 15 I refer you to my comments under your Item No. 16 
concerning RIP Sub-Project TJC—-1-A2. That case well illustrated the con- 
certed type of effort which has at times been applied to push proposals through 
or over the Comptroller when they were not in conformity with the projects. 

(7) On July 13, I forwarded on to you a proposed memorandum to the Shiraz 
Regional Director authorizing sub-grants under TJC—1—H10 in excess of those 
provided in the project. This authorization had been cleared by Mr. Workinger 
but since it was not in conformity with the project, I accompanied it with 1 
brief memorandum commenting on the discrepancies. You apparently referred 
the matter back to Mr. Workinger for two weeks later I again received the same 
proposed authorization with a reiteration by him that my objections were not 
valid. My second memorandum to you on this subject, dated July 30, pointing 
out that the point of my first memo had apparently been missed by Mr. Work- 
inger, although the Health Division had acknowledged the situation and changed 
their position on it. I concluded by once more stating to you, 

“May I suggest that more consideration be given to the ability of project 
funds as spelled out within our approved programs to meet those additional 
financial burdens which would result from authorizing sub-projects without 
adequate examination of limitations inherent in the basic projects.” 

(8) On July 14 I received a memorandum for concurrence addressed to the 
Regional Director at Isfahan proposing to authorize both the granting and the 
use of TCI funds under TJC—1-H8 for activities clearly not included in the 
written project. This proposal had been approved by Mr. Workinger. My 
memorandum to you dated July 14 forwarded the proposal with my non-concur- 
rence and again requested your assistance in clarifying to your Program Officer 
and technical staff the necessity of adherence to approved project uses of funds. 
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(9) On July 21, 1952, the Chief of your Agricultural Division submitted to the 
fiscal office a request for reimbursement for the cost of preparing and serving 
food to a group he had taken out to inspect some of his projects. In his memo- 
randum he suggested that the charge be made against RIP Sub-Project TJC-1-— 
A183, which is for Improvement of Farm Irrigation Systems and Practices. This 
was of course disallowed but once again illustrates the loose concept of project 
meaning. 

(10) Rial funds granted to the Karaj Agricultural College under Project 
Agreement No, 9 are stated.to be “for assisting in the renovation and expansion 
of buildings and establishing research facilities — -’. Out of the funds 
granted for these purposes the College used Rls 210,000 to purchase an automo- 
pile, claiming it to be an essential element of “research facilities”. Dr. Roskelley 
confirms that he gave his approval for this purchase. 

(11) Project Agreement No. 19 for Initiating an Agriculture Census, provided 
a rial grant “for personnel expenses, operating costs of vehicles, (and) stationery 
and printing”. No international travel or dollar costs of any kind are provided. 
Nevertheless, Mr. Fried requested and obtained administrative approval for the 
payment of travel expenses and per diem for an Iranian government official to 
accompany Mr. Fried on his trip to Beirut and Ankara, Turkey, in connection 
with this project. Again, later in August telegram from the Embassy at Ankara 
disclosed that arrangements had also been made for covering travel expenses of 
Mr. Lindquist of MSA from Ankara, Turkey to Tehran and return in connection 
with this project. Since no dollar funds were provided in the project for travel 
such as this it was necessary to charge both the project items to administrative 
expense. 

(12) Although RIP Sub-Project TJC-1—A3, A7, and A9 contained no provision 
for payment of supplemental salaries, the following is from an informal letter 
from the Minister of Agriculture to the “Head of Plant Science Section, Point 
Four’, “Reference to oral discussion, you had agreed to pay some suitable allow- 
ance to the personnel, which are working on Sugar Beet, Cereals and Cotton 
Experiments ————. Therefore, I ordered the concerned allowances orders to 
be issued. The total payroll will be about 35,000 rials monthly”. This proposal 
has not, to my knowledge, actually been implemented yet, however. 

(18) RIP Sub-Project TJC—1—H6 provides Rls 295,800 for a health center in 
the Isfahan Region. All expenditures and operations are therefore subject to 
local control, yet expenditures were made and reimbursement vouchers sub- 
mitted for over Rls 44,000 more than the project total. I reported this to the 
Acting Chief of the Health Division on August 16 and suggested that he ‘‘empha- 
size to members of the Health Division staff that funds are available only within 
the limits spelled out in the projects and that they do not enter into, or initiate 
commitments in excess of available funds”. 

(14) A total of Rls 54,120 is provided for RIP Sub-Project TJC-1-H3. Ac- 
cordingly, it was necessary to request the Procurement Office to return to the 
Health Division a procurement request covering a completed purchase against 
this project in the amount of Rls 72,360. My memorandum of August 16 to the 
Health Division gives the facts on this. 

(15) On August 23, 1952 your Education Division requested, by memo, that 
Rls 150,000 be made available to the Babolsar Regional Office and charged to 
RIP Sub-Project TJC-1—-E10. That project provided only for the preparation, 
printing, ete., of textbooks, maps, and teaching material by TCI Headquarters 
in Tehran. In a memorandum dated September 27 I again pointed out, “———— 
more attention must be paid to compliance with project authorizations and limi- 
tations. If it has become desirable or necessary that project E—-10 be conducted 
on a countrywide basis rather than to prepare and print these educational mate- 
rials here in Tehran, such operations should be authorized by the Country Direc- 
tor and an appropriate Minister before technicians exceed existing authoriza- 
tions and limitations.”’ . 

(16) Another instance of using TCI grant funds for international travel not 
provided in existing project agreements or documentation appears in a series of 
letters regarding RIP Sub-Project TJC—1—A8 beginning with one from the Min- 
ister of Agriculture wherein he says “Therefore, according to the agreement made 
on Thursday, September 11, 1952 about the payment of travel expenses of these 
representatives to Kutak, I beg you to confirm it in writing, that the amount of 
Rls 30,000 from the Cereal Improvement Project Check No. 38378 of June 15, 
1952, be put at their disposal”. On September 17, Dr. Roskelley prepared an 
affirmative reply from your signature, but before being presented to you it was 
rewritten by Mr. Workinger with a clearer statement that the travel was specifi- 
cally authorized out of fiscal year 1952 funds granted under this project. I 
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then wrote you on September 22 pointing out my reasons for not surnaming the 
letter. I understand the men have left on the trip and the money has been so 
applied, but to my knowledge the Minister has so far had only a verbal approval 
from your Agriculture Division and no revision of the project has yet been sub- 
mitted to me for concurrence although I discussed the matter with Mr. Workinger 
on or about September 28. 

(17) On or about September 15 my office received for surnaming a proposed 
TCI letter addressed to the Managing Director of the Irrigation Bongah, author- 
izing the purchase of two station Wagons and a jeep-from funds granted to the 
Bongah under Project Agreement No. 23. Article II of this project grants rials 
“to assist in financing contractual services and local purchases, construction, 
installation and training costs ————’. Although the term “local purchases” 
could conceivably cover any equipment or material available in Iran, I believe 
few, if any, TCI personnel anticipated the use of grant funds for the purchase of 
passenger-carrying vehicles at the time the project agreement was submitted 
for concurrence. 

(18) As I reported to you in a meeting shortly after returning from Wasb- 
ington, certain Regional offices were continuing to expend substantial sums 
on RIP Sub-Project TJC—1—E5 after the total amount authorized for the project 
had already been expended and your Education Division was instructing the 
Fiscal Branch to charge these expenditures to another project, namely TJC-1- 
E10. I also made reference to the impropriety of this in my memorandum 
to Prof. Turner on September 27, and presume you saw it in the Reading File, 
confirming my oral references. At that time I discussed with Mr. Workinger 
the apparent necessity of a project revision to transfer funds from some other 
project to E5 if this indicated expansion of the E5 project was truly a desirable 
thing. For a month he has been reluctant to actually proceed with preparation 
of this revision but a few days ago, after the total of suspended vouchers in 
the Fiscal Branch had added up to about Rls 300,000 a revision adjusting the pro- 
gramming of funds was prepared, and signed by you. You may have noted that 
here again however, I did not see, or initial, the project documents before they 
were signed by you. 

(19) As reported under Item 8 above, the Chief Accountant of the Karaj 
Agriculture College recently stated to me in my office that he had, under in- 
structions from Dean Atai, paid out approximately Rls 49,000 for supplementai 
salaries to faculty members. 

(20) Project TJC-—1—E8 provides authorization and funds for one demonstra- 
tion elementary school in each Ostan. The one in Tehran has been or is about 
to be completed. On October 8, I was presented with a proposed contract be- 
tween TCI and the Ministry of Education purporting to serve in lieu of a 
revision to the project under which TCI would complete and furnish an addi- 
tional school in Tehran. I did not concur in this proposed project revision in 
the form submitted for the following reasons: 

(a) A second demonstration school in Tehran was not authorized in the 
basic project. 

(b) There was no statement of total TCI fund commitments. 

(c) The original sub-project is a Joint Commission activity whereas the 
proposed revision would have super-imposed a TCI contract over a Joint 
Commission sub-project. 

(d) The contract provided for your signature as Country Director but 
did not provide for a comparable level Ministry signature, even though it 
intended to revise a project signed by the Minister of Education. 

(e) I received no indication that the proposed activity had been coy- 
ered by a Project Activity Authorization as required by General Order 
No. 17. 

(f) Since funds under Project ES were originally provided only for one 
school in each Ostan, the project presumably would not contain sufficient 
funds to cover this additional school without a reduction in some other 
Ostan. 

(g) The proposal did not appear to be within the Point IV concept since 
it provided exclusively for material aid and called for no joint Iranian effort 
of contribution. _ 

(21) On October 21 I received a memo from your Health Division advising 
me that that Division had placed local orders for DDT sprayers for the Malaria 
Control Program in an amount far in excess of the funds remaining available 
under this project and asking that I assist in finding a way to cover the order. 
This situation possibly would not have arisen had you admonished your staff 
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regarding the significance of watching project limitations as I have repeatedly 
requested. I have of necessity instructed the Fiscal Branch of the Adminis- 
trative Division to accept for payment invoices only up to the limit of available 
fnuds for the project. 

(22) Although no local currency grants have yet been made to the Irrigation 
Rongah under Project Agreement No. 28, their records disclosed, on October 
23. that Rls 18,450 had been taken from other project grants and expended 
on this project. 

(23) Project Agreement No. 29 provides grants aggregating Rls 72,243,710 
“to assist in financing the costs of completing” various roads and highways. Of 
the approximately Rls 8,000,000 of grant funds that have been expended by the 
Ministry of Roads up to October 23, Ris 20,120 had been paid out for office 
equipment, Ris 86,850 for furniture and rugs, Ris 70,000 to the Ministry account- 
tant for miscellaneous purchases, and Rls 934,000 for five (5) automobiles. I am 
informed that these car purchases were approved by TCI in writing, so I pre- 
sume you as Country Director signed the letters. My memorandum to Mr. 
Patterson on September 27 stated my position on this. 

When one takes into consideration that the cases listed above in Item 15 
have been developed or brought to light with only one local Iranian auditor 
covering the more than one million dollars and the tens of million of rials paid 
out in grants for use in widespread areas in all parts of Iran, the possibility of 
what might be dicslosed by an audit staff more commensurate with the size of the 
task and supervised by an experienced American auditor, becomes almost 
frightening. 

16. RIP Sub-Project TJC—1-A2, originally signed by you on March 6, 1952, 
provided among other things for “combating diseases among livestock by im- 
proving the local veterinarian service”. As the project was originally written and 
approved by you this portion of the project was to be performed by TCI and 
the Joint Commission. However, on June 29, Dr. Roskelley wrote me a memo 
which said in its entirety “Will you please issue a check to the Ministry of 
Agriculture in the amount of Rls 1,000,000 and charge the same to TJC-1—A2 
revised”. The next day I replied to Dr. Roskelley calling his attention to the fact 
thta the only sub-grants provided under the project were to be made to the Live- 
stock Bongah and that of the Rls 2,050,000 granted to the Livestock Bongah, only 
Ris 146,199.95 had actually beeen accounted for as vouchered expenditures. 
Under those circumstances, I pointed out, I felt we could not make an additional 
grant under the project at that time. On that same day, Dr. Roskelley addressed 
a memorandum to you in which he remarked, ‘‘we are encountering many diffi- 
culties in trying to execute our agriculture (program) within the wording of 
the framework of the project statements which were formally signed and 
agreed upon” and went on to say “Mr. Reeves has refused to issue payment on 
checks to anyone other than the Livestock Bongah. Will you please authorize 
the issuance of check for Rls 1,000,000 to the Ministry of Agriculture ; 

This matter was apparently referred to you to Mr. Workinger for on July 7 
he wrote a memorandum addressed to you but prepared for Dr. Roskelle’s 
signature stating “———it is recommended that you authorize a sub-grant from 
the Joint Commission to the Ministry of Agriculture of Rls 2,000,000 to assist 
the Ministry in financing a Veterinary program through August 52”. After 
having Dr. Roskelley sign this memo to you, Mr. Workinger then placed his 
own signature on the memo under the wording “Recommended”, and on that same 
date presented it to you and apparently obtained your signature. The original 
project description clearly provided that the Veterinary work would be con- 
ducted by the TCI technicians working with the Iranian—U. S. Joint Commission 
for Rural Improvement. The immediate effect of the memorandum which you 
approved on July 7 was to transfer the handling of Rls 2,000,000 from TCI con- 
trol to the Ministry of Agriculture operations and included the purchase of camp- 
ing equipment, tires, repyirs and maintenance of cars, as well as related and 
rather extensive personnel operations. 

At that time I pointed out to Mr. Workinger that an internal TCI memorandum 
even though signed by the Country Director still constituted only unilateral 
action if in any way purporting to effect changes or modifications in an original 
document which had been signed not only by the Country Director but also by the 
Director of the Livestock Bongah and the Minister of Agriculture. I confirmed 
this point of view to Dr. Roskelley in writing on July 10 in a memorandum in 
Which I said “as soon as we have their written concurrence to such a major 
deviation from the fund utilization prescribed in the project document, we can 
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undoubtedly proceed with the sub-grant which you requested and which Mr, 
Warne approved for TCI’. 

17. I am surprised at this question. As you know, representatives of your 
own TCI Health Division expressed sympathy for the position claimed by the 
Ministry of Health when it requested that we permit Malaria Control Program 
grant funds to be used for the payment of Ministry of Health office space even 
though it was not provided for under the project or its budget. It is also per. 
tinent to note here that the so-called past-due rent on the Malaria Section’s office 
space was in reality owned, not to a private property owner, but to another 
agency of the Iranian Government to whom we are also giving direct grants. 

18. The majority of occasions when I have called your attention to my being 
by-passed in connection with matters involving proper use or accountability of 
our government’s funds have involved oral comments. However, the reality 
of those cases is evidenced by my statement to you in a memo under date of 
June 7 where I reiterated, “as you know, programming and presentation of 
projects to you for signature always preceded my first knowledge of the project 
until recently.” 

I also wish to remind you of the two meetings with staff personnel last spring 
wherein I asked you to again clarify the fact that matters and documents involv- 
ing fund utilization or accountability should always be referred to your Comp- 
troller prior to submission to you. These requests made in front of other staff 
members were not presented to you without some just cause and from the fact 
that you contradicted neither my statement of June 7th nor the other two inci- 
dents referred to when I recalled them to your attention in your office on the 
afternoon of October 21, I must presume that you yourself are aware of the 
occasions to which I refer. 

19. The question of whether grants should be made centrally in Tehran or 
directly to the Ostan Departments is not, I feel, a matter on which the Comp- 
troller is qualified to make a recommendation. Reference to this matter in my 
memo of September 15 is nothing more than a statement of two sides of a problem 
which had been raised at two Regional Director’s Conferences. The consensus 
of opinion on both occasions was that it was a matter which could best be re- 
solved by the technicians in your headquarters divisions working in conjunction 
with the regional staffs. 

20. The observations and personal recommendations which appear in my 
memo of September 15 can hardly be construed as “allegations” but I am glad 
to make such comments on each of them as appear appropriate: 

(a) The conclusion that grants probably constitute the most practical means 
of implementing the Iranian Program appear rather obvious in view of the diff- 
culties experienced in obtaining personnel for TCI. This is further confirmed by 
the actual practices followed in developing the various projects which you have 
individually approved and signed, the majority of which contain provisions for 
sizable grants in local currency . In further support of this viewpoint, I refer 
you to the last paragraph on the second page of a memo addressed to you by 
your Assistant Director for Operations, James Goulden, under date of August 28 
wherein he commented: “But of greater importance is my growing belief that 
under our present methods of execution, we likely have programmed beyond the 
ability of the size of the regional staffs we project to perform the volume of 
work involved—EVEN IF WE OBTAIN THE PERSONNEL WE HAVE RE- 
QUESTED.” One of the possible solutions then suggested was, “Analyze proj- 
ects to revise all methods of work here and in Regions where execution, insofar as 
is sound, can be performed by the Ministries, and adjust project arrangements 
as indicated”’. 

(b) Although no single formal representation has been made to you regarding 
practices followed in the planning, approving, and accounting for local currency 
grants in Iran, the record of my struggle over the past six months to keep grant 
payments and their use within the limitations of the authorized project docu- 
ments and supporting project descriptions could not have escaped your atten- 
tion since all the references cited in this memorandum have appeared in the 
Reading File and, I note, your initials always appear at the top of the Reading 
File Log Sheet. In addition, there have been, as you must remember, the numer- 
ous times I have made specific references to the need for more adequate descrip- 
tions of the purported usage of grant funds, my frequent requests for an auditor, 
and for grant budgets from the technicians. In fact, the first representation on 
this matter was made on March 6 to Mr. Goulden, then your Executive Officer and 
the individual who was actually handling personnel and recruitment matters at 
that time. The reply I received under the date of March 13 took exception to 
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several phases of the organization chart for the Comptroller's office as it was pre- 
pared by Charles Falkner. In conjunction with paragraph 3 (b) Mr. Goulden 
stated that we could requisition a U. S. employee for an auditor on my staff but 
that “results on this latter will be time consuming”. They have been. 

(c) I perceive no necessity for preparing a memorandum to advise the Country 
Director that “key personnel in missions are predominately program people” 
since the organization charts for the Iranian mission have in every case been 
discussed with and approved by him. I can further state, however, that from 
my experiences and observations of many government activities, both in the 
United States and in a number of countries abroad, there has consistently been 
a pattern of early emphasis on action and operations, with the details of fiscal 
accountability and the appointment of related personnel following perhaps a year 
after the initial emphasis on operational staffing. ‘This is a situation which has 
happened so repeatedly that its significance can hardly be lost to officials in 
Washington who have had prior experience with new activities and organiza- 
tions, particularly in foreign countries. 

(d) The observation that grants are probably most effective when made at the 
local or regional level but not without an increase in the difficulty of securing 
proper and adequate accountability is based on reports of your own staff mem- 
bers in various meetings and on discussions on this particular subject in the 
two Regional Director Conferences referred to in connection with (19) above. 

(e) (1) The existence and effect of technicians’ requests for large payments 
of grants prior to actual need by the grantees was reported to you in one of 
your regular staff meetings, at which time I cited the case of the request of 
Dean Atai of the Karaj Agriculture College for approximately Rls 1,000,000 to 
cover one month’s requirements of the College. You will recall I also related 
how Dean Atai went to Dr. Roskelley’s office for about an hour and then revised 
his request upward to Rls 5,625,000. This was then formally passed on to me 
by Dr. Roskelley on June 18 with the request that I make the full amount avail- 
able to the College. As I continued in my report in the staff meeting Rls 
5,000,000 were accordingly paid in the latter part of June but that almost two 
months later the major part of the grant paid remained in the College bank 
account unspent although all TCI records and reports continue to report this 
Ris 5,000,000 as progress under this project. 

(2) On May 6, the sum of Rls 98,400 was paid to the Irrigation Bongah as a 
grant under Project Agreement No. 27 on a memorandum addressed directly from 
the Chief to your Engineering and Construction Division to the Budget and Fiscal 
Office at the Embassy. As of October 23, five and one-haif months later, only 
Rls 15,036 had been spent by the Irrigation Bongah out of the Rls 98,400 turned 
over to them on May 6. 

(3) In August, the Irrigation Bongah also requested payment of Rls 1,500,000 
on the grant under Project Agreement No. 23. On September 9 this sum was 
paid in accordance with approval and recommendation of the Engineering and 
Costruction Division but as of October 23, oly Rls 875 of this Rls 1,500,000 had 
been spent by the Irrigation Bongah apart form the Ris 330,000 turned over to 
the Karaj Agriculture College as a sub-grant. 

(4) In August the Irrigation Bongah also requested a Rls 2,000,000 payment 
under Project Agreement No. 25 which was paid to them on September 2 following 
approval also by the Engineering and Construction Division. As of October 23 
none of this Ris 2,000,000 has been expended by the Irrigation Bongah. 

(5) Under Project Agreement No. 29, after approval by the Engineering and 
Construction Division, Rls 5,000,000 was paid to the Ministry of Roads on August 
~6. As of October 23, two months later, Ris 386,000 of this had been spent for 
the purchase of automobiles, Rls 38,000 for furniture, two “advances” of Ris 
1,000,000 each paid to a contractor and Ris 2,576,000 remained in the Ministry’s 
pank account. 

(6) Again under Project Agreement No. 29 another Ris 5,000,000 was given to 
the Ministry of Roads on September 2 on the approval and request of the Engineer- 
ing and Construction Division for construction of the Alishahavey-Robatkerim 
road. Ags of October 23 almost two months later, Rls 548,000 had been paid out 
for the purchase of three automobiles, Rls 81,000 had been spent for furniture, 
rugs, office equipment and miscellaneous expenditures by the Ministry’s account- 
ant, Ris 50,000 had been advanced to Ministry accountant on September 16 and 18 
(for which no vouchers have as yet been submitted), and over Rls 4,300,000 of the 
Ris 5,000,000 paid on September 2 remained unspent in the Ministry’s bank ac- 
count almost two months later. 
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(7) With regard to the non-utilization of dollar grants I refer you to my 
memorandum to you dated October 6 in which I summarized the use and dis- 
position of the $1,290,616 which had been paid out as dollar grants on or before 
August 11. The tabulation which was attached to that memorandum showed by 
individual projects that during the 7 week period which had elapsed, of the $1, 
290,000 only $96,000 had been used, $694,000 was on deposit in dollar accounts of 
Iranian Government agencies and the check for $500,000 given to the Tehran 
Water Supply Department on August 11 was still held in original form, not even 
deposited ina bank. This latter case is the more interesting in view of a memo- 
randum which I received on June 10 requesting that I make this one-half million 
dollars available as soon as possible since *‘the entire sum is needed immediately 
in making firm contract commitments requiring dollar expenditures” 

(8) On October 23, the status of dollar grants paid to the Irrigation Bongah 

was reviewed once again and it was found that there had been no further use of 
the dollars granted to the Bongah on August 11. Of the $500,816 paid to the 
Borgah on that date, $475,816 still remains in the bank as of now. 
(f) The essence of the paragraph quoted by you under Item F has 
repeatedly stated and discussed by the various members of the TCI staff, inciud- 
ing the Country Director, that any attempt to document it to you here would be 
extremely superfluous. 

(9g) That the majority of the Comptroller’s difficulties have stemmed from thie 
lack of adequate detailing of the intended use of proposed grants should be clearly 
evident from the quotations and references given in other paragraphs. It should 
be a self-evident truth that one can audit the custody or use of funds only if there 
exists some standard of propriety against which actual use can be measured 
Audits, test checks or any form of financial accountability can have little signifi 
cance or meaning if one is auditing only to ensure that the money was used “to 
finance local installation and construction costs” or “for foreign exchange costs 
necessary to establish the Fassa Sugar Refinery” or “for abnormal expenses in- 
curred in organizing cooperatives or otherwise collaborating in project”. How 
shall the auditor evaluate the terms “necessary costs” and “abnormal expenses 
incurred in collaborating’? 

(h) Reference to the organization charts periodically re-drafted and approved 
by you makes a memorandum to you on the subject of staffing patterns wnneces- 
sary here. 

(i) References to the numerous memoranda quoted or referred to in eariier 
paragraphs will establish that I have repeatedly attempted to call to the attention 
of both your Program Officer and yourself the need for more explicit terminology 
in project agre ments. You will also recall that in each meeting at which we 
have discussed financial or accountability clauses in projects, I have suggested or 
advocated more definitive phrasing than you and other members of your staff 
felt appropriate. Following your decisions, I have concurred as evidence of my 
acceptance of an organization decision or policy. 

(j) The comments in the paragraphs immediately preceding are also applicable 
here. Modified recommendations on these matters were illustrated in my sug- 
gested phrasing of Article II of the Tehran Water Treatment Plant project which 
I submitted to Mr. Workinger on May 19 (see Attachment 6) and which was dis- 
carded without further discussion with me as well as the other presentations I 
have made to Mr. Workinger and your technicians regarding the incorporation of 
more detail in the projects. 

(k) If you will recall, I repeated in one of your weekly staff meetings that the 
new procurement procedures received here in July appeared to make lump sum 
payments of dollar grants to Iranian agencies unnecessary. I also made specific 
reference to that matter to Messrs. Gregory and Workinger one morning fol- 
lowing a meeting in the Plan Organization offices. The fact that neither Mr. 
Gregory nor Mr. Workinger apparently looked into the procurement procedure 
matter until receipt of the September telegrams from Washington on the subject 
of dollar and rial grants is hardly my responsibility since I had advised both 
of them not later than the middle of August of the implications which I believed 
inherent in the new procedure. The procedure was not assigned to me for action 
and was available within the organization to anyone who cared to review it. 

(1) The suggestion that TCA/W make a comprehensive review of intended 
and actual uses of grant funds and issue policy statements to the missions on 
grant payments is a logical conclusion stemming from my experiences in Wash- 
ington which indicated that overall TCA policies on certain matters probably 
were not known in the field. Also, the nature of queries and interest shown 
in the mere recital of certain facts in Washington, such as regarding the pay- 
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ment of supplemental salaries, indicated that grant usages constituted a field in 
which there did not appear to be common thinking. A suggestion for an exchange 
of ideas is not an allegation. 

(m) My statement quoted in your Item M was merely .a reference to the 
problem a Country Director faces in determining his courses of action when 
certain accountability requirements are not met. It constituted neither an 
allegation, conclusion nor recommendation. 

(n) My previous references both in memoranda, discussions, and earlier para- 
graphs of this memorandum make further comment regarding the need for an 
internal audit staff under a Country Comptroller unnecessary here. In light 
of the policy followed by other government agencies which usually have main- 
tained foreign audit staffs operating out of a Washington headquarters office, 
I anticipated that eventually TCA/W would establish such an organization to 
audit and review fiscal operations in all foreign missions. While in Washington 
I became aware of what I believed to be substantial advantages of regional audit 
offices for TCA rather than a single audit office centralized in Washington. 

(o) Observation of several other United States government agencies which 
have or have had financial operations in foreign countries show that it has been 
customary to have much closer relationship between the field financial operation 
and the central fiscal office in Washington that I have experienced since being 
here in Tehran. Prior to going to Washington, I had felt that the Washington 
fiscal office was perhaps concerned primarily with the accountability over its own 
allotments while each country mission was struggling with its own local financial 
problems in its own way. This suspicion was somewhat confirmed while in 
Washington and I firmly believe that in view of the newness of the TCA 
organization the types of accounts, audits, reports and program fund accounta- 
bility could be standardized more readily with improved coordination and under- 
standing of each others problems. 

(p) The suggestion of a Regional conference of Country Comptrollers to 
be attended and directed by the TCA/W Comptroller constitutes merely a means 
by which the objections referred to in Paragraph (0) can be achieved. 

An examination of items such as the above constitutes very largely a review 
of “results” rather than “causes”. Of much broader significance is the manner 
in which the position of Comptroller here in Iran has been bypassed in connection 
with other matters of financial import, often of his primary concern. This situ- 
ation has continuously handicapped me in two directions: first, it has not 
permitted me to have timely information without which I could not give you full 
performance, and secondly, it has permitted the introduction of errors and delays 
in the program, fiscal, and accounting phases of TCI operations which have 
been most troublesome and the time consuming to overcome or correct. 

(a) The current, and most pressing, illustration is the case of Department 
telegrams Nos. 657 and 692, dealing with the subject of dollar and rial grants 
respectively, and containing information and guidance which are of direct and 
immediate concern to many members of your staff. As the one person in your 
org’nization most familiar with and most vitally concerned with the daily 
problems of paying, documenting, and accounting for grants, I would have pre- 
sumed these telegrams might have been referred to me for action. However, these 
telegrams received on September 14 and September 19 were referred by you to 
Mr. Workinger for action, and they appear to have remained there exclusively 
ever since, 

Frequently, sometimes several times a day, various TCI personnel contact me 
regarding the payment or handling of some grant matter and as of today, October 
28, the majority of them have had no opportunity to familiarize themselves with 
the grant detail requirements spel'ed out in those telegrams or to take prepara- 
tory steps so grants can be handled expeditiously once we are advised the bank 
contracts have been ex cuted by Washington. In fact, in a memorandyum to Mr. 
Workinger on September 27, I pointed out the urgent need of Mr. Lane’s Division 
for some of this information and recommended that the proposed “Grant Dis- 
bursement Budget” form be made available to that division as soon as possible. 
In the month since then no definite information has yet been issued to the tech- 
nical staff, as evidenced by the discussion I was having with Mr. Brewer near 
your Office on Monday October 27 when you passed and I again called your 
attention to the situation. Also I have just been informed by the Tehran Water 
Supply Department that a purchase contract reviewed by TCI Technicians and 
ae about 10 days ago for equipment contained payment provisions not com- 
hi e with our present regulations or procedures. Since my memorandum to 
Mr. Workinger in September, four different members of the Economic Develop- 
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ment Division have contacted me relative to grant payments, but none of them 
had knowledge of the changes or requirements contained in those telegrams until 
I outlined them and then referred the people to Mr. Workinger for authoritative 
details. 

The Engineering and Economic Development Divisions have, during these past 
five weeks consequently been unable to make advance plans or arrangements for 
implementing the new grant procedures under which we are supposed to be 
operating. By thus “sitting” on those telegrams for over a month, instead of 
quickly summarizing and distributing the basic information of the essential rela- 
tionships of grants and procurements procedures he has for many weeks now 
added immeasurably to the work load and difficulties of not only myself, but also 
the Procurement Office and some of the Technical Divisions. 

(b) I further refer you to my memorandum to you dated September 26, in 
which I explained to you the additional delays and problems I was encountering 
as a result of your routing so many action papers of a financial nature to Mr, 
Workinger and others before me. Since final action invariably rested with my 
office on these matters, I pointed out the advantages which would accrue if all 
financial action papers not involving Joint Commission rial funds were routed 
directly from your office to the Comptroller first. In fact, an inaccurately 
phrased and impractical request for “allocations” of 53 funds dated just today 
could have been prevented by a reasonable bit of coordination on such matters. 

(c) Also pertinent to this issue is the matter of the planning for and develop- 
ment of the Joint Fund to be used under the Industry Program Agreement. You 
assigned complete action on this matter to Mr. Fried, although during the meeting 
on this subject in Plan Organization approximately three months ago I thought it 
was quite clearly demonstrated that I was more familiar with the problems and 
factors involved in the creation and operation of such a fund. At least, I un- 
questionably am far more directly concerned with the ultimate implementation 
of whatever plan or concept was evolved. Yet, full responsibility for the Joint 
Fund was placed in another’s hands and I was given no information regarding 
the progress, direction, or results of the work except a second-hand report that 
Mr. Gregory had been told by you that I was to manage the Fund. Am I not 
entitled to know what it was I was presumed to manage, and to get my assign- 
ment from you? 

(@) Another financial matter placed in someone else’s hands but regarding 
which I already had quite complete and practical knowledge was the question of 
potential savings which might accrue to the TCI program by proper handling of 
purchases from Germany to be financed with grant funds. A series of “high 
level” conferences was held by someone else on this subject (of which I learned 
through Bank Melli contacts) but the actual solution of this problem at the prac- 
tical level is today being handled by the Comptroller’s Office, without the benefit 
of those months of discussions and conferences. Similar savings which are pos- 
sibly available on purchases from France and Italy have not even been explored 
by those heretofore working on the problem. 

(e) Another current instance is to be found in an October 28th request fo1 
“allocations” of 53 funds which is so stated as to be partially meaningless and 
impossible of fulfillment by the TCA Fiscal Office in Washington. Coordination 
vith the Comptroller on the matter of requests for funds and “allocations” 
would have given an action emanating from TCI greater clarity and meaning. 

In conclusion, I think it is incumbent upon us, particularly at this time just as 
the Iran program is in a position to really get under way, to prevent this matter 
from becoming a festering sore in the organization. Necessary changes in pro- 
cedures and operations are now well enough developed so the strengthening 
which was perhaps previously needed is actually in process of realization. I 
consequently hope you will see fit to accept this memorandum as I have written 
it, reluctantly but with a recognition that it has perhaps served some worthwhile 
purpose in clearing the air on certain points. My attitude and recommendations 
are better summed up in my memorandum of October 21st, (Attachment 9) to 
which I take the liberty of once again referring you. 

The instances referred to and documented herein relate only to those subjects 
brought up in your memorandum and concerning which data was available in 
my own immediate office. In the event you do desire to pursue the matter fur- 
ther, or to expand the scope of the discussion, I shall be glad to assist in a more 
exhaustive review of the records and files, or to cooperate in any other way I 
can. 
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Copy to: Ambassador Loy W. Henderson, Mr. E. Reeseman Fryer, NEADS, 
TCA/W, Mr. Cedric H. Seager (on duty in Iran). 


Attachment 1 


PROPOSED POLICIES AND PROCEDURES APPLICABLE TO GRANTS BY TCI UnDer FY 1952 
PROGRAM 


The following major steps should be followed in accounting for all grants 
issued by TCI during the fiscal year 1952. The outline following presents de- 
tailed procedure of the major steps: 

1. Planning for Grants 

2. Payment of Grants 

8. Accounting for Grants 

4. Reports on Use of Grants 


1. Planning for Grants 

(a) Grants shall be approved and paid only for demonstrated needs for funds, 
which have been reviewed and approved by the TCI Technical Division. 

(b) The division of project responsibilities should be decided between TCI and 
the Grantee. 

(c) The types of work to be financed by grants should be defined 

(d) The amounts to be allocated for each function should be specified. 

(e) The estimated costs should be spread by quarters, or months if possible. 

(f) The regions involved should be designated and the portion of the grant to 
be made available at the Regional level, if any. 


2, Payment of Grants 


(a) Technical Divisions are to determine the readiness for grants. 

(b) When project activity dictates, Technical Division which requested the 
grant, or portion thereof, is required to check on performance of near-term work. 

(c) Requests for payments of grants will in all cases be addressed to the 
Comptroller, TCI, who will then authorize the payment from the appropriate 
account, depending on the nature and classification. Each request for the initial 
payment under a project grant will be accompanied by a detailed statement of the 
authorized and agreed-upon uses to which grant funds may be put. 

(d) The check will be presented to the Technical Division who will sign an 
appropriate receipt for the check. 

(€) Upon delivery of the check to the Grantee, a combined receipt and un- 
dertaking to furnish required reports and accountings will be obtained by the 
Technical Division and returned to the Office of the Comptroller for the perma- 
nent files. 


5. Accounting for Grants 


(a) It will be the responsibility of the interested Technical Division to see that 
Grantees are furnished a written outline of those functions, operations, and ex- 
penditures which are authorized to be paid out of grant funds, in accordance with 
the approved projects. 

(b) The Grantee will be responsible for establishing proper accounting records 
and controls within the framework of the regular Iranian Government account- 
ing structures to properly segregate the funds received and record the expendi- 
tures therefrom by functions, or types of expenditures as authorized in the 
project. 

(c) Grantees shall so handle the funds granted that they will be able, upon 
request, to prepare and submit to the Director of TCI a report of expenditures 
during each month, showing the amounts actually expended against each major 
authorized function or type of expenditure authorized under the project. 


4. Reports on Use of Grants 


(a) Periodically, the Comptroller, on behalf of the Director, TCI, will send an 
authorized representative of TCI to the appropriate offices of the Grantee to 
obtain prescribed reports and to report on the general adequacy and accuracy of 
the records used in accounting for funds received from TCI as Grants. 

(b) The TCI representative shall verify that all grants have been entered in 
the accounting records of the Grantee. 

(¢) He shall further review the type of records established with sufficient 
thoroughness to enable him to report to the Director, TCI, that proper classifica- 
tions and types of accounts are maintained to reflect actual expenditures and 
their relation to types of expenditures approved in the controlling project. 
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(d@) When so instructed, the TCI representative shall make such end-use 
checks, and reports thereon, as shall be deemed necessary by the Comptroller, 
TCI to ensure proper use and accountability of funds, equipment, and materials 
and supplies for which the Country Director is responsible. 

(e) The TCI representative may, upon request, assist or advise the Grantee on 
matters relating to the form and type of records and reports desired by TCI, but 
he shall in no case enter into controversy with the Grantee over the actual use 
made of the funds. Any real or suspected misapplications of funds or deviations 
from project-approved uses shall be reported solely through the Comptroller to 
the Director, TCI for action or further instructions. 

(f) Reports to be prepared and submitted by the TCI representative shall cover 
primarily the following steps: 

(1) The type, adequacy and accuracy of the records as regards fiscal 
accountability. 

(2) The adequacy and accuracy of the records as they reflect expendi- 
tures in terms of functions and operations defined in approved projects. 

(3) The nature and adequacy of property accountability maintained for 
equipment, materials, and supplies purchased with Grant funds. 

(4) Observations and recommendations considered as pertinent to a sound 
and proper accountability for funds made available for the furtherance of the 
TCA program objectives in Iran. 

(7) Reports shall be reviewed, and upon approval of the Comptroller, sub- 
mitted to the Country Director for his information and possible action. 

(h) Copies of reports on the custody and use of grant funds shall be made 
available to the Chiefs of interested Divisions, who will be responsible for taking 
such action with the Ministries or Grantees as the Country Director may direct. 


Attachment 2 


REQUIRED CORPORATE AND CAPITAL STRUCTURE DATA 


. Is the company incorporated and registered under Iranian law? 
. If not incorporated what is the legal form of ownership and control? 


. If incorporated, what was date of incorporation? 
. Total authorized capitalization : 
a. Common stock. 
b. Preferential shares. 
ec. Fixed indebtedness at time of organization. 
d. Who were principal subscribers of shares at time of incorporation? 
e. What was total original subscription? 
f. What was total amount of stock payment up to time of organization? 
g. List any changes in authorized capitalization since original incorpo- 
ration? 
h. List any principal new subscribers or share holders since organization. 
i. Are there any liens outstanding? 
(1) On Real property. 
(2) On other property. 
j. Are any loans guaranteed by third party? 
. Is there any contemplated change in organization or ownership? 


Attachment 3 
REQUIRED PURCHASE CONTRACT DATA 


Date of the order or contract. 

Principal parties signing the contract. 

Third party interest in contract, if any. 

Adequacies of description. 

Point af which title passes. 

Delivery schedule. 

Method of payment, whether bank draft, TT, or L/C. 
Advance or partial payments required, if any. 

If L/C, where are drafts to be drawn? 

If L/C, Sight or Usance. 
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11. If L/C are any payments on claim drafts or strictly documentary credit. 
12. Where is insurance to be placed. 
13. Is insurance in dollars, sterling, or rials. 
14. Is insurance only Marine or does it cover storage after arrival. 
15. Is payment to be made or credit available for services such as erection tech- 
cians. 
16. If contract includes an escalator clause, what is the base, e. g., 
a. Price or labor index 
b. Actual cost of manufacture 
c. Is profit increased percentagewise with cost? 
d. What period is used as basis for increase? 


Attachment 4 


To: Mr. Mohammad Ghalebegui 

From: Mr. Douglas F. Reeves, Comptroller 

Subject: Check List of Suggested Steps and Considerations To Be Followed in 
Reviews of Grants 

Listed below in numbered paragraphs are suggested items which should be con- 
sidered in making reviews of grants and preparing your reports thereon. This 
list is by no means intended to be all-inclusive, but is intended rather to provide 
you with starting points from which your own experience, judgment and initia- 
tive must carry you into such fields of inquiry as may be necessary to establish 
the adequacy and accuracy of the records, accounts and reports which purport 
to show the use of and accountability of grant funds. 

1. Review in detail the project description and prepare an itemized list of 
authorized uses of the funds given as a grant. A similar itemization of responsi- 
bilities and activities to be performed by TCI should also be prepared for com- 
parative purposes. 

2. Lists prepared in accordance with (1) above should be discussed with the 
TCI technicians responsible for the project and any additional information ob- 
tained from them listed also. 

3. Obtain a copy of any instructions, memoranda or correspondence prepared 
by the TCI technicians outlining or defining the purposes for which grant funds 
may be used which have been given to the organization receiving the grant. 

4. Based on the combined information available within the TCI offices, pre- 
pare a proposed outline for a report showing appropriate distribution of expendi- 
tures in categories and classifications in the project authorizations and by areas 
or regions, if appropriate. 

5. Before leaving the office to go to the organization which has received the 
grant in question, prepare in outline form an audit program which will show the 
purpose and nature of the examination to be made and the particular type of 
inquiries or investigations which appear to be appropriate in the subject case. 
This audit program, together with the proposed schedules, should be sub- 
mitted to me for a brief review before leaving for your inspection. 

6. Obtain a letter of introduction, or letter of authority, evidencing your 
official connection with TCI and authority for making the reviews and examina- 
tions involved in these assignments. 

7. The first step after reaching the accounting offices of the ministry or 
agency concerned, should be to verify the receipt of the funds. This may be done 
by examining the entry in the accounting records and verifying the deposit 
in agency bank account through a review of the bank statement or bank credit 
advice. 

8. Discuss with appropriate officials their understanding of the purposes for 
which grant funds may be used. 

9. Make notes and report on the type and quality of instructions governing 
the use of the funds given by TCI technicians, indicating whether such in- 
structions and understanding were given verbally or in writing. Indicate 
whether a budget of any kind has been prepared, either by the agency alone or 
In conjunction with TCI technicians. 

10. Determine if the records maintained are in sufficient detail and other- 
Wise adequate to reflect expenditures in terms of the activities specified in the 
projects and supplemental instructions. 

_ il. If portions of the grant have been given as advances to other officials or 
Individuals, verify the advances by examination of transmittal letters, can- 
celled checks or examination of signed receipts for the money. 
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12. Determine and report whether adequate instructions were given with the 
advances regarding: 
(a) Type and degree of accountability to be maintained. 
(b) Specific work for which funds may be used. 
(c) Types of reports to be submitted to Central Accounting Office, and 
(d@) Dates and frequency such reports are to be submitted. 

13. If advances have been made, prepare a schedule showing in columnar form 
each advance given by date and amount, total vouchered expenditures ac. 
counted for up to a specific date, and remaining balances of advances un- 
accounted for to date. 

14. Obtain a report from the grantee showing, in categories and classifications 
defined in the projects, original estimates for each item or classification, actual 
expenditures to date for each item, and under or over expenditures by months or 
on a total-to-date basis, whichever is more appropriate in the specific case. 

15. Make detailed notes of any unusual features or characteristics of the ac- 
counts, instructions or understandings governing the use of grant funds for use in 
preparation of your report after returning to our office. Specific attention should 
be directed to the question of whether an actual examination of individual 
vouchers appears necessary or desirable, and notes should be made based upon 
which an appropriate recommendation to the Director of TCI can be made in 
your final report. 

16. Bring back to our office both the signed copy of the report prepared and 
submitted by the Ministry or Agency which received the grant, together with your 
own notes. The information as obtained by you can then be combined with that 
appearing on the report and submitted in such a manner and form as you con- 
sider will most accurately present the facts and actual conditions which you 
found. 

17. A separate file of notes and working papers should be prepared and main- 
tained in our office files for grants under each project. 

18. A report should be prepared reflecting all significant information developed 
in your examination, supported by at least the two schedules referred to above; 
namely, a schedule of advances and a schedule of expenditures. This report 
should be in memorandum form and should be addressed to Mr. William P. 
Warne, Director, Technical Cooperation in Iran, Attention Douglas F. Reeves, 
Comptroller. 

The above check list should not be considered as a final set of instructions but 
is subject to modification in the light of actual experiences and additional require 
ments. Your suggestions or comments on any of the above will be welcome. 


Attachment 5 
May 28, 1952. 
Mr. WILLIAM FE. WARNE, 
Director TCI 
(Attention: Douglas F. Reeves, Comptroller.) 
Report on Use and Accountability of Grant to _.,..-..-_____ under Project 


1. In accordance with your instructions and the authority embodied in the 
receipt for grant funds executed by the on May ----, 1952, I have 
visited the Accounting Offices of to review the methods of ac- 
countability used in connection with grant funds received from TCI. The offices 
were located at and were under the immediate supervision of 

with whom I discussed our accountability requirements and the 
nature of reports desired by you. 

2. I verified the receipt of the funds given by TCI as a grant by examining 
entries in the accounting records and the deposit of the money in the bank 
account of the organization. The general nature of the accounts was reviewed 
to establish whether the accounts can be considered adequate to reflect expendi- 
tures of the grant funds in terms of the activities specifically authorized in the 
project documents. 

8. Inquiry disclosed that detailed instructions had/had not been given to the 

concerning the following matters : 
(a) Work and purposes for which funds may be used. 
(b) Type and degree of accountability to be maintained regarding the 
funds. 
(c) Types of reports to be prepared. 
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(d) Dates and frequencies such reports are to be submitted and account- 
ability data compiled for TCI. 

4, Of the total amount of rials given as a grant to 
the aggregate sum of rials has been advanced to other Offices 
or individuals as scheduled on the attached Exhibit I. Bank statements or 
instructions to the bank evidencing transmittal of the funds were reviewed 
and receipts or cancelled checks were examined to verify actual receipt of 
the funds by the parties shown. Total vouchers submitted against the ad- 
vances are also reflected on the accompanying Exhibit I showing the portions 
of the advances either unexpended or unaccounted for. 

5. A review of the records indicated that appropriate distributions were/were 
not being made on expenditures by the categories and classifications defined in 
the governing project. As is reflected on the accompanying Exhibit II, ex- 
penditures have/have not been strictly within authorized fields of activity. 

6. The following facts and conditions disclosed in the course of my examina- 
tion are believed pertinent to the attainment of the TCI objectives and are 
therefore presented for your information and consideration: 


As a result of the above review of the accountability maintained over funds 
onal by TCI No. 2, it is/is not recommended that more exhaustive and de- 
tailed test checks and examinations be made or pertinent vouchers to clarify the 
actual nature and amount of expenditures reported under the classifications of 


Attachments : Exhibit I. Statement of Advances Made from Grant Funds; 
Exhibt II. Statement of Expenditures. 


Attachment No. 6 
Excerrpr From PROPOSED DRAFT OF PROJECT AGREEMENT No. 2 May 19, 1952 


ARTICLE II 


The project plan included herein describes the project and kind of work to be 
done, the objectives and purposes of the project, the materials and personnel 
to be used, and the contributions to be made by the parties hereto. The parties 
hereto mutually adopt this plan as the plan for construction of the Tehran Water 
Treatment Plant and mutually agree, in all substantial matters, to perform and 
carry out the undertakings therein contained. The parties further agree that 
the project therein described (1) is an appropriate part of a program reason- 
ably designed to contribute to the balanced and integrated development of Iran 
and (2) is actually needed and is otherwise economically sound in the prevailing 
circumstances. 


A. Objective purpose and scope of project 


The objective of this project is to provide an improved and more healthful 
water supply system to the 1,000,000 inhabitants of the City of Tehran. The 
purpose of the project is to facilitate training in municipal water purification 
techniques, and to demonstrate water purification equipment and facilities. 

4 » scope, this project provides for joint and coordinated responsibilities as 
ollows: 

(1) The performance responsibilities of TCI shall be primarily to furnish 
technical supervision over the preparation of specifications and the letting 
of contracts. TCI shall also furnish a contribution of $ 
meet the foreign exchange costs of the purchase and installation of 
machinery, equipment, pipe, fittings, reinforcement steel and other necessary 
items of foreign manufacture required for the Water Treatment Plant but 
not available in Iran. TCI shall also furnish a contribution of Rls 
to finance local construction costs of necessary related water treatment 
plant structures. All specifications and contracts involving use of TCI 
funds are to be subject to the approval of the TCI Engineering and Construc- 
tion Division. 

(2) The performance responsibilities of the Tehran Water Supply De- 
partment shall be to provide and make available all plans, specifications, 
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equipment, materials and supplies already completed or on hand. In con- 
sideration of the acceptance by TCI of the responsibilities enumerated above, 
the Ministry of Health and the Tehran Water Supply Department under- 
takes to endeavor to obtain from Iranian sources such additional funds as 
will be required to complete the construction and equipping of the Tehran 
Water Tréatment Plant, and recognizes that the TCI financial assistance 
herein provided does not obligate the Government of the United States to 
furnish any additional funds. The Tehran Water Supply Department further 
agrees and undertakes to render such reports and accounting for TCI con- 
tributed funds in such detail and form, and at such times, aS may be 
prescribed by the Director of TCI. 
B. Materials and personnel 
TCI will furnish technical supervision of the preparation of specifications and 


letting of contracts. All other materials and personnel will be furnished by the 
Tehran Water Supply Department. 


C. Contributions 


TCI Contributions for the United States fiscal year ending June 30, 1952 
shall be 3 


Be 
a Nie 
(Est. $ equivalent____ $ 

Disbursement Plan, TCI Contributions: 

(1) The grants of $ and Department are to be made avail- 
able to the Department in installment as needed, upon the request of the 
Grantee and approval by the TCI Engineering and Construction Division. 
It is estimated that fund requirements, by quarters, will be approximately 
as follows: 


April—June July—Sept. Oct.—Dee. 


Estimated Iranian Contributions for construction of the Water Distribu- 
tion System shall be approximately Ris , and for the Tehran 
Water Treatment Plant shall consist of all other materials, personnel, and 
services not otherwise provided above, 


Attachment No. 7 
JULY 12, 1952. 
To: Ralph Workinger, Program Review Officer. 
From : Douglas F. Reeves, Comptroller. 
Subject: Reconciliation of FY Program with Underlying Documentation. 

As I have previously indicated to you, in attempting to establish an overall and 
comprehensive set of TCI accounts to reflect the status of our operations and 
funds, I have in every case referred to basic documentation in order to be sure 
of both amounts and classifications of entries. Since receiving the last revision 
of the FY 52 program and attempting to confirm our documented entries with 
this program, a number of difficulties have come to my attention which I am 
listing below for your information or comments: 

The last amendment to Program Agreement No. 2 dated June 21 provides total 
non-RIP funds of $689,816 and Ris 58,625,325, which amounts are presumed to 
cover Project Agreements 3, 9, 14, 21, 22, 25, and 28. A detailed tabulation of 
this list of projects, however, adds up to $614,816 and Rls 63,025,325. Request 
information as to which of the two sets of figures are correct, the Program 
Agreement or the Project Agreements, and what action is planned to bring the 
two sets of documents into agreement. 

Program Agreement No. 8 as amended on June 25 provides a total of $184,000 
for the transportation program. Examination of related project data discloses 
that Project Agreement No. 5 is in the amount of $159,800 and training grants 
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are authorized in the amount of $25,000. The sum of these two items presumably 
payable out of funds authorized under Program Agreement No. 8 totals $800 
more than is authorized in the basic document. Please advise me which is the 
correct figure. 

In the overall Program, Project Agreement No. 9 is listed as involving $330,000 
and $245,000 worth of rials or a total of $575,000. The Project Agreement itself, 
as signed on June 16 provides for TCI contributions of only $255,000 ($75,000 less) 
and Ris 17,875,000 ($80,000 more). Can you advise me as to which is the 
correct figure? 

Program Agreements 2, 3 and 4, for Agriculture, Health and Education respec- 
tively specifically include training grant funds and relative portions of the Near 
East Foundation contract as part of the RIP project. Project Agreements Nos. 
10. 11 and 12 purport to be a cooperative project relating to the Agricultural 
(Health, or Educational) aspects of the Rural Improvement Program, but 
Articles 2 and 3 of each of the Project Agreements made reference only to the 
individual subprojects. This leaves the training grants and relative parts of the 
Near East Foundation contract shown on the program as part of Project Agree- 
ments Nos. 10, 11 and 12 but the Project Agreements themselves neither make 
reference to these items nor cover the funds involved. From an operational point 
of view, there is no difficulty of course since these items are obligated in Wash- 
ington but in my opinion it does constitute a glaring inconsistency in the 
documentation purporting to support and explain our program. 

In the entire program, rial funds for Administration have been included with 
the Program Agreements which, added to the Project Agreements, cover the full 
authorization of all funds in the program. This policy was stated to Washington 
in our telegrams to them and was confirmed by replying deptels. References to 
Deptel 2894 dated June 17. in fact, authorized the Country Director to sign a 
“Program Agreement” for “Government Services” in the amount of Rls 7,205,000. 
Subsequent execution of Project Agreement No. 19 without a covering Program 
Agreement as authorized by the Department has provided obligating documenta- 
tion only for the Rls 6,875,000 covered by Project Agreement No. 19 and leaves 
Rls 330,000 programed for administrative expenses in the Government Services 
Program as the only item in the entire program developed here and approved by 
Washington which has no documentary or obligating support. Mechanically, 
this can be handled locally without difficulty but the isolation of only one pro- 
gram in which no agreement is signed covering TCI funds for administrative 
expenses and the failure to follow the Department’s indicated desires appears 
to constitute an unnecessary inconsistency. 

I would also like to point out that the method of handling the rial portion of 
the program for 1952 has resulted in certain difficulties, some of which may 
have unfortunate results in the ultimate financing of the program. For in- 
stance, of the $23,450,000.00 available for programing, $16,750,599 is programed 
for dollar expenditures and $6,699,401 for conversion for rial expenditures. We 
all recognize that a hidden reserve of approximately 40,000,000 rials will accrue to 
our program due to the way our programing has been handled, but I believe 
there may be a shortage of dollars which has not been previously taken into 
account. To illustrate, a total of $749,478.40 has been used to purchase rials here 
in Tehran, which when added to the $6,000,000 for Student Aid and Sugar 
Contract conversions makes a total of $6,749,478.40 which has been used for the 
rial costs of our fiscal year 1952 program. Deducting this amount from the 
$23,450,000 appropriation leaves only $16,700,522.60 with which to meet $16,- 
750,599 in dollar commitments under our program. This shortage of $50,076.40 
Iaust now be made up by either a reduction in one of our dollar commitments 
in the 1952 program or be re-programed in such a way that the dollar deficiency 
1s made up out of 1953 funds when available. Unless care is exercised in de- 
Veloping the 1953 program, a similar situation might arise which could have 
a cumulative effect on the fulfillment of all our programs. 

I would also like to suggest that when the next year’s program is being 
developed, consideration be given to the treatment of dollar and rial administra- 
tive costs on a consistent basis and that a planned system of contractual docu- 
mentation be incorporated to minimize some of the difficulties which we have 
had in recent months. I will be happy to discuss this matter with you sometime 
if you are interested. 
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Attachment No. 8 oral 
JULY 14, 1952. of t 
To: Mr. William E. Warhe, County Director. tion 
From: Mr. Douglas F. Reeves, Comptroller. elin 
Subject : Proposal for Use of Grant Funds for Purposes Not Authorized in Basic sist 

Project. S estar 

A review of the attached draft memorandum proposing the authorizing of a : 1. 
subgrant to the Ostan 10 Health Department reveals that certain proposed uses m= No. 
of the subgrant are not authorized by the covering Project, i. e., TJC-1—H8. Z mal 

Project TJC—1-HS8 stipulates that subgrants will be given to the Ostan Health m call 
Departments for the employment of personnel but no provision is made for use Pi 2 
of grant funds for any other purpose. Attached proposed memo to Mrs. Adams m off 
at Isfahan, however, includes proposed approval of subgrant for many items e for 
not covered by the governing RIP Sub-Project, and funds cannot properly be a 3. 
made available for these purposes under present conditions. 4 bur 

This case points up a recurring problem which I believe needs prompt clarifi- a pro} 
cation. Requests and authorizations for the use of funds in varying amounts & han 
and for varying purposes are springing up from many individuals, particularly PS 4. 
with regard to grants and subgrants. The channels of fund authorizations under mm pre] 
approved projects should be clear by now and the purposes, uses, and recipients me =«Ct ure 
are quite clearly defined in the project documents signed by you and the respec- mm side 
tive Ministers. These definitions cannot legally, or ethically, be changed by uni- oa «can 
lateral action of TCI technicians or officials without appropriate concurrences o. 
by the other contracting parties. me Onifi 

Since this basic concept apparently is not understood by all TCI personnel, only 
your reiteration of this fundamental procedural requirement at this time would fun 
probably have beneficial results. Unless our own people accept and adhere to the p 
specifications of projects as approved and conform the use of TCI funds to those 
authorized within the projects and programs, a form of creeping financial chaos 
appears inevitable as the months pass. A detailed comparison of the attached 
proposal with the basic county-wide project well illustrates this point. 

Further, in several cases where projects call for subgrants to Ministries 
or Ostan Agencies, I have examined and discussed the project provisions and 
grant fund requirements with the Chiefs of the appropriate technical divisions, 
in every case reaching complete agreement as to what financial action was proper 1 
within the terms of the projects. Recently, however, I have received a number of tori 
proposed letters drafted by Mr. Workinger purporting to approve subgrants in men 
amounts different from those authorized to me by the technical division chiefs. » and 
In my opinion, once a project has been developed, prepared, and approved, the tion 
distribution of funds between the regions can be best decided by those responsible mat 
for the technical work, and in that belief I am authorizing subgrant funds to Fro 
Regions as called for by the basic projects and requested by the Division Chiefs. ‘a flow 

In the meantime I shall continue to authorize the payment of requested grants Pig 
and subgrants whenever they are within project authorizations. 
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Attachment No. 9 


OcTOBER 21, 1952. 
To: William BE. Warne, Director. 
From: Douglas F. Reeves, Comptroller. 
Subject: Responsibilities of Comptroller TCI. 

In reply to your memo of today concerning comments made in the meeting in 
your office yesterday, it is first of all necessary to clarify the allegation reflected 
in your first paragraph. I must point out that unfortunately the statement 
attributed to me is not accurate in either interpretation or contex. Specifically, I 
stated that several months ago I had resigned myself to the fact that I could not 
expect to maintain the same degree of accountability here that I had adhered 
to on previous assignments. This is considerably different than an alleged admis- 
sion that I “had resigned (myself) to (my) inability to do an adequate job in 
the Comptroller office of TCI”. Standards of “accountability” vary with train- 
ing, experience, temperament, and situation. 

At the present time I feel that additional recommendations are not critically 
necessary in most fields, since the particular problems which I believe existed 
several months ago are now in process of being resolved by application of the 
new procurement procedures, the new policies governing both dollar and rial 
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grants, the preparation and use of Grant Disbursement Budgets, the rewriting 
of the Malaria Control Project, the control of all dollar obligations in one loca- 
tion, and the preparation of the current year’s program in a manner which has 
eliminated the fiscal and accounting problems which resulted from the incon- 
sistencies and mathematical errors in the 1952 program. Under these circum- 
stances, my only recommendations are: 

1. That the information and principles laid out in Washington telegrams 
No. 657 dated September 12 and No. 692 dated September 18 be promptly sum- 
marized and made available to all TCI personnel who are negotiating or techni- 
cally directing projects involving grants; 

2 That a summary of procedures governing the preparation, use, and routing 
of procurement documents be prepared and distributed to all Technical Divisions 
for study and transmission to cooperating Iranian agencies ; 

3. That issuance of instructions for the preparation and use of “Grant Dis- 
bursement Budgets” as required by Deptel 692 of September 18 be expedited to 
properly inform the TCI technical staff of this requirement so grants can be 
handled promptly when requested ; 

4. That a statement of principles governing accountability of grant funds be 
prepared by the Comptroller’s Office and issued over the Country Director’s signa- 
ture to appropriate Iranian agencies. (New accounting instructions are not con- 
sidered necessary aS normal Iranian fiscal regulations and accounting records 
can meet most of our requirements, if applied) ; 

5. That the Country Director clarify in the minds of all technicians the sig- 
nificance of project documents when once signed to insure that work proceed 
only within the limits defined in the projects and within the limits of available 
funds; 

6. That as soon as certifying authority is delegated to TCI, all accounting, 
both allotment and project costs, be concentrated under the Fiscal Branch of the 
Administrative Division; and 

7. That the Comptroller’s American staff consist of an auditor and a report 
accountant to consolidate, analyze, and present fiscal information in a form 
readily usable by the entire TCI staff. 

To summarize, lacking the essential elements now provided under the various 
new procedures, particularly with regard to grants, in my opinion it would have 
been practically impossible for anyone serving as Comptroller to have satisfac- 
torily fulfilled his basic responsibilities. However, in view of present develop- 
ments and the probability of appropriate personnel becoming available to direct 
and supervise the accounting, fiscal, and auditing functions involved in an opera- 
tion as large as your current program, I believe it is now entirely possible to 
maintain necessary accountability controls without further significant changes. 
From this point on a Comptroller here should be able to develop a smoothly 
flowing and adequate operation. 


Mr. Mountarn. The current classification of this document, I might 
point out, is “restricted.” 

What action ensued, Mr. Seager, after this point as regards Mr. 
Warne and Mr. Reeves? 

Mr. Sacer. As between Warne and Reeves? 

[ have told you that the division directors were requested to make 
their response to the original Reeves’ memorandum. So far as Reeves 
himself was concerned, Mr. Warne relieved him of his duties as con- 
troller and appointed him as a financial adviser, which was a field well 
within Mr. Reeves’ competence. Mr. Warne then appointed to the 
controller function, pending the dispatch of a qualified controller from 
Washington, three members of his staff, of whom Mr. Reeves consti- 
tuted one. 

Mr. Mountain. Did you concur in, or were you informed in advance 
of, this action by Mr. Warne? 

Mr. Seager. Yes; Mr. Warne discussed that with me. 

Mr. Mountatn. Did you concur in it ! 

Mr. Szacer. Yes, sir; I did. 

Mr. Mountain. Had you at the time of your concurrence made 
any inquiry into the actual substance of Mr. Reeves’ allegations ? 
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Mr. Sracer. I had had an opportunity to attend some staff discus. 
sions in which these allegations were discussed. I had also had an 
opportunity to discuss the matter with members of Mr. Warne’s staff, 
as well as with Mr. Warne himself.’ 

Mr. Mountain. This was the extent of your inquiry into the 
allegations ? 

Mr. Sracer. Yes, sir, but I would say that was fairly extensive. | 
mean, my discussions with them would be protracted and extensive. 

Mr. Harpy. What did you find out in those discussions that you 
could pin down from people that were objective and had no personal 
concern with the matter ? 

Mr. Sracer. My own conclusions at the time were that Mr. Reeves 

yas a pretty difficult person to get along with. He was not very popu- 
lar among 

Mr. Harpy. You felt the same toward Mr. Reeves that he did toward 
Mr. Warne? 

Mr. Seager. I don’t know about that, sir. But that, I know, was my 
general impression; that he was not a harmonious element in the 
family that constituted Mr. Warne’s staff there. 

Mr. Meaper. Mr. Seager, isn’t that something in the nature of an 
animal called a controller, or are you saying that Mr. Reeves was more 
distressing than most controllers ¢ 

Mr. Seacer. I don’t want to call names. I would like to repeat that 
I didn’t think that he was a very harmonious element there. 

Mr. Meaper. But controllers are not usually popular, are they? 

Mr. Harpy. Now, actually, we need to have a little clarification. 

Just what do you mean by “being difficult” and “not being har- 
monious”—because we are using some abstractions here, and were a 
while ago, that might be misleading when you talk about what he 
meant by saying that Mr. Reeves was “difficult.” I should like to 
know what you mean when you say Mr. Reeves was “difficult,” and 
“inharmonious.” 

I don’t know Mr. Reeves and I never heard of him until this inquiry, 
but I don’t know just what you mean. 

Mr. Seacer. Well, I mean just this, Mr. Chairman: I find it diff- 
cult to say how one comes to a conclusion with respect to a person whose 
relations are not harmonious with his fellowmen. But after 4 years, 
I do recall that that was my judgment at that time. 

To be more specific, I remember a staff meeting when certain of 
these allegations were brought up for discussion. One of the prin- 
cipal members of the staff pointedly insisted that some of the state- 
ments Mr. Reeves had made were untrue. 

Now, that is rather a polite way of saying that Mr. Reeves, in a staff 
meeting was classified as a liar. 

Mr. Reeves did not deny the imputation which had to do with his 
disseminating documents—I think he had made the statement that 
his surname had been forged by another member of the staff. Sub- 
sequently, as I recall, it was proved to my satisfaction that at least 
that statement made by Mr. Reeves was not an accurate statement. 

Mr. Harpy. Would you explain your reference to Mr. Reeves’ state- 
ment that his surname was forged ? 

Mr. Sreacer. A clearance of documents. 


Mr. Harpy. What did you say ? 
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Mr. Seacer. Clearance of documents. When a document is cleared, 
a man will put his surname on it to show that he has read it and ap- 
proved. 

Mr. Harpy. Do I understand that Mr. Reeves is alleged to have 
put someone else’s name 

Mr. Seacer. No, sir. It is the other way around. Mr. Reeves 
alleged that somebody else did. 

Mr. Harpy. That somebody else did ? 

Mr. Seacer. That is right. 

Mr. Harpy. And you determined that was untrue? 

Mr. Seacer. That was my conclusion at that time, yes, after a very 
exhaustive discussion of that particular point. 

Mr. Harpy. And was that connected up with his being promoted 
out of his controllership job ? 

Mr. Seacer. I would not be able to fix the time, sir, but it would 
be perhaps a matter of 10 days or 2 weeks after my arrival at 
Teheran. I am vague as to that. 

Mr. Harpy. And you concurred in that? 

Mr. Suacer. Yes, sir. 

Mr. Harpy. I believe it was your testimony that you showed Mr. 
Warne during your discussion on October 10, the document Mr. Reeves 
had prepared ? 

My recollection of your testimony is that you arrived at Teheran 
somewhere the first week in October. 

Mr. Seacer. That is right. 

Mr. Harpy. October 10, to my recollection. 

Mr. Sracer. Yes, sir. 

Mr. Harpy. According to the file record here, Mr. Warne directed 
Mr. Reeves to prepare his statistics on October 11, which means it was 
on the day after 

Mr. Sreacer. Right. 

Mr. Harpy (continuing). You showed this document to Mr. Warne. 
Then, within a week or 10 days, Mr. Reeves was removed from his 
controllership functions ? 

Mr. Seager. Yes, sir. 

Mr. Harpy. Before he had time to reply to the specific directive 
issued by Mr. Warne on October 11; is that correct? 

Mr. Seager. Yes, sir. 

Mr. Harpy. I am just trying to understand this statement, because 
it looks to me as if the fact that you showed Mr. Warne Mr. Reeves’ 
memorandum was responsible for Mr. Reeves’ removal. Maybe that 
cost him his job before he had a chance to reply. I don’t know; I 
am trying to add it up. 

Mr. Sracer. That would not be a very fair way of putting it. 

_ Mr. Harpy. Well, I don’t know, but that is sort of the way the thing 
is Shaped. Maybe it was proper. I don’t know, but it seems to me 
that is—— 

Mr. Seacer. Well, the writing of that memorandum set in motion 
an inquiry. a 

Mr. Harpy. Set in motion an inquiry. But I cannot get to the 
bottom of the extent of the inquiry. What inquiry was made? You 
said that you caught Mr. Reeves in a lie, or words to that effect. 

Mr. Sracer. That is right. 
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Mr. Harpy. You say he accused someone of putting his name on 
documents, and that that accusation was false? 

Mr. Seacer. That is right. 

Mr. Harpy. And that was a major basis for your determination he 
was unreliable; didn’t I understand that was the basis of your de- 
termination ? 

Mr. Sracer. Not in my determination that he was unreliable, in 
my acquiescence in the decision that was made by Mr. Warne. 

Mr. Harpy. But that was a specific factor 

Mr. Seager. One of them, yes. 

Mr. Harpy (continuing). That entered into the decision ? 

Mr. Seacer. Yes, sir. 

Mr. Mounrarn. Did you inquire into other substantive matters 
that Mr. Reeves had set forth, other than talk with some of the staff 
members ? . 

Mr. Seager. Certainly I did. I would not recall at this time just 
which of them I inquired into personally. 

Mr. Harpy. Did you make any written memorandum of your in- 
quiries? 

Mr. Sracer. No, sir. 

Mr. Harpy. You made a cursory investigation of Mr. Reeves’ liabil- 
ity—or, what was your word? “Lack of harmonious operation?” 

_ Mr. Seager. Harmonious relationships, I think is the term I used, 
sir. 

Mr. Harpy. All right. 

But you made a cursory investigation into that general situation 
while you were there; is that correct ? 

Mr. Seager. Yes, sir; that is correct. 

Mr. Harpy. And it was while you were there that you concurred 
in his removal ? 

Mr. Sreacer. Yes, sir—in his transfer. 

Mr. Harpy. And, in fact, you concurred in that before there had 
been any determination as to the truth or falsity of the charges which 
he had specifically set forth in his memorandum to you ? 

Mr. Seager. In their totality; yes, sir. 

Mr. Harpy. As a matter of fact, did you ever make any determina- 
tion as to the accuracy of those findings? 

Mr. Seaaer. I read all the reports that came in from the division 

Mr. Harpy. Did you make any determination as to whether there 
was substance in those charges ¢ 

Mr. Seacer. In my own mind, sir, I made the determination that, 
to a large degree, there was inaccuracy in Mr. Reeves’ statement. 

Mr. Harpy. There was inaccuracy in his statement ? 

Mr. Seacer. Yes, sir. 

Mr. Harpy. In dealing with these allegations, and some of them 
are serious, some of them reflect on people’s characters, not only Mr. 
Warne’s 

Mr. Seacer. That is true. 

Mr. Harpy (continuing). But reflected on the integrity of other 
people? 

Mr. Szacer. Right, sir. 
Mr. Harpy. Mr. Reeves’ involvement in this thing cost him his 
ob—at least, that was a major factor in the loss of his job, I would be- 
ieve—and you made a decision affecting his job, affecting his future, 
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without anything except a recollection of a cursory inquiry which 
you made of people with whom he was associated in Tehran; is that 
correct 

Mr. Sreacer. No, sir; I don’t think that is correct, sir. 

In the first place, I was not the principal involved in making that 
decision. The right of decision with respect to the position of a staff 
member in Iran was Mr. Warne’s prime—— 

Mr. Harpy. I am going to ask you a very flat question. 

Mr. Seacer. Yes, sir. 

Mr. Harpy. Is it true that you recognized that some punitive action 
had to be taken as the result of the memorandum, or it had to be 
very definitely cleared up ? 

Mr. Seacer. I recognized some corrective action had to be taken. 
I would not describe it as “punitive.” 

Mr. Harpy. All right, let us take the “corrective” action, then. 
As a matter of fact, when was “corrective” action taken ? 

Mr. Seacer. As of about 10 days—and I must be vague on this, 
because I cannot pinpoint the date. 

Mr. Harpy. Well, I think we will show it took a little longer than 
that for any substantial corrective action to be taken 

Mr. Seacer. With respect to Mr. 

Mr. Harpy. With respect to the allegations that were contained in 
the Reeves charges. 

Mr. Seacer. I am talking about Mr. Reeves. 

Mr. Harpy. We are talking about two different things; but “cor- 
rective” action, did you understand, may mean removal of Mr. Reeves? 

Mr. Seacer. Yes, sir. 

Mr. Harpy. Do I understand, then, you had already made up your 
mind that the only way to correct it was to remove Mr. Reeves? 

Mr. Seager. No, sir, that would not be true. Mr. Warne made up 
his mind he did not want Mr. Reeves as his controller. 

Mr. Harpy. And you made up your mind you had to either get rid 
of Mr. Warne or Mr. Reeves; is that correct ? 

Mr. Seager. I don’t know that I would put it in that context; I 
know I went along with Mr. Warne’s decision. 

Mr. Harpy. Well, let us take that context. Now, on the basis of 
these charges; is it conceivable to you that you could have kept Mr. 
Warne and Mr. Reeves both ? 

Mr. Seager. Under the circumstances that existed in Iran at that 
time, sir, yes. 

Mr. Reece. May I ask a question? 

Mr. Harpy. Go ahead, after that one. 

Mr. Reece. What would have been good administrative procedure 
if Mr. Reeves, a staff member, felt that improper steps and proce- 
dures were being taken by the director ? 

We have here the record that he submitted, we have here an indi- 
cation that he submitted a summary of his criticisms of the manage- 
ment of the office to Washington. I don’t see where there is a record 
where he submitted a memorandum to the director in Iran or evidence 
that he discussed these details with the director. 

Now, would it be good administrative procedure to require the 
staff member to have gone to—to have sat down with the director 
and discussed these matters before submitting a memorandum or letter 
on them to a superior over the staff director ? 
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Mr. Seacer. That would be appropriate action, yes, sir. 
Mr. Rercr. Now, I was not present when the conferences were held, 
I mean, when the off-the-record conferences were held, but I inferred 
from what has developed here that he did not do that, at least in 
detail. 

Mr. Seacer. That is right, sir. 

Mr. Reece. Now, if he did not do that in detail, then I should think 
that the staff director had some basis for feeling that a member had 
not been, had not authority 

Mr, Sracer. W ell, I think that one of the points that is to be made, 
or that I have attempted to make, is that Mr. Warne felt that Mr. 
Reeves had failed in his qualifications and duties as a controller i 
several material respects. That, in his opinion, gave him the right 
to take the action that he did. 

Mr. Reece. Without characterizing the justification of the state- 
ment that Mr. Reeves made, it would seem to me, Mr. Chairman, 
that his first responsibility was to sit down with the mission director 
and analyze these things and to have made his suggestions and then, 
if he had questions as to whether the mission director was following 
what he thought was good procedure, then to have submitted a memo- 
randum for the record to the mission director. 

Mr. Harpy. I think that point is probably well taken, but I think 
also the record will show from the testimony given that Mr. Reeves 
said he had made up his mind to convey the same complaint to Mr. 
Warne. This is important because I think, Mr. Seager, that there 
is some difference between your understanding and my ‘under standing 
of the manner in which this memorandum came into being. Now, as 
I understand it, and I want you to listen to this very carefully, because 
I want to get a verification of this if I am correct, and if I am not, 
I want it corrected, but it is my understanding that Mr. Reeves came 
back to W ashington with the blessings of Mr. Warne for the specific 
purpose of looking into controllership matters and considering ways 
and means to improve operations in Iran. Is that correct ? 

Mr. Suacer. That is correct, sir. 

Mr. Harpy. All right; and that, further, he stayed here for 2 or 
weeks. 

Mr. Seacer. About 3 weeks, sir. 

Mr. Harpy. Conferring with you people over a continuous period 
of time for the purpose of going back and improving the controller- 
ship operations. Isthat correct? 

Mr. Sreacer. That is correct. 

Mr. Harpy. And on the last day, before he was due to depart, he 

was in for an informal discussion and visit with you; and you had 
quite a lengthy discussion. Is that correct ? 

Mr. SraGer. Yes, sir. 

Mr. Harpy. And in the course of that discussion, which was not pre- 
arranged, he elaborated a number of specific allegations of improper 
procedures being employed in Iran. Is that correct ? 

Mr. Seager. A slight correction on that. 

He had given voice to some of his doubts and anxieties around the 
office, and it w as in connection with the doubts and anxieties that he 
had expressed that I asked him to talk with me. As the result of that 
he made these statements which resulted in my requesting him to 
stay and make it a matter of record. 
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Mr. Harpy. So, as a matter of fact, with respect to the preparation 
of his memorandum, it was not a malicious document prepared by 
a disgruntled employee who came back to Washington for the pur- 
pose of bringing charges against hisboss? 

Mr. Sracer. I could not state that was so, sir. 

Mr. Harpy. Well, insofar as you know, it was not the case; is that 
right ? 

Mr. Seacer. Insofar as I know, that is correct. 

Mr. Harpy. And insofar as you know, it was a more or less spon- 
taneous discussion that took place in your office, and at your direction 
this memorandum was prepared, rather than on any voluntary basis? 
I believe that is your testimony. 

Mr. Sacer. Well, what do you mean by spontaneous? 

Mr. Harpy. As I recall, you had stated here he had prepared this 
memorandum at your direction. 

Mr. Seager. Right, sir. 

Mr. Harpy. After he had discussed these points with you. 

Mr. Seacer. That is right, str. 

Mr. Harpy. I am just trying to clear the record. I want it clear, if 
I can, and that is the understanding I had. I am going to say further, 
frankly, some of your testimony here is at variance with what you 
have stated to staff members. 

Now, they could have been mistaken, but I am trying to get your 
record straight here because you are under oath and I want your 
statements to be clear. 

Mr. Seager. I would appreciate having pointed out to me where, 
if any, there is a variance. 

Mr. Harpy. Well, that is not in the record. 

Mr. Seager. I see. 

Mr. Harpy. The only thing I am concerned about is that we have 
as factual a record as we ean get. 

Mr. Seacer. That is right. 

Mr. Harpy. And I want to be sure that there is no misunderstand- 
ing here, because I could be mistaken. 

Mr. Reece. Mr. Chairman, as I understood Mr. Seager, he stated 
that he heard that Mr. Reeves had been talking with the members of 
the staff in Washington; that information had come to Mr. Seager 
as the result of which Mr. Seager called Mr. Reeves in and asked him 
to prepare the memorandum. 

Mr. Harpy. Well, that is not exactly as I understand it. 

Mr. Reece. That is what I understood. 

Mr. Seager. Well, I am disturbed by what the chairman has stated, 
that some of my testimony is at variance with what I discussed with 
staff members. 

Mr. Harpy. Let us clear up the question; I don’t want to leave any 
erroneous impressions here. 

What I said is, some of your testimony is at variance with what 
some of my staff had indicated to me had been your expression. 

Now, I could be mistaken and they could be mistaken, but that is 
not a matter of record. 

Mr. Szacer. No, sir, and I would like to know—— 

Mr. Harpy. I am not concerned about your statements that are not 
on the record ; what I am concerned about is what is in this record here. 
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Mr. Seacer. I recall, sir, in discussing this matter with your staff, 
that I stated that Mr. Reeves in his conversation with me appeared to 
be a frightened man, and nervous, and unhappy. 

Mr. Harpy. That is one thing I am glad to get in here. 

Mr. Seager. And if that is where the testimony is at variance—I 
submit that it is not at variance—I would like to state under oath that 
ismy own recollection of his attitude at that time, sir. 

Mr. Harpy. Well, I do not mean to be imputing anything incor- 
rect into what you are saying under oath. I don’t want you to have 
that impression. I am merely trying to be sure that we have got it 
correct; that is all. 

Mr. Seacer. Yes, sir, but I discussed this matter with your staff 
only yesterday, and I don’t want it left on the record that there was 
any indication that what I said yesterday is at variance with what I 
said today. 

Mr. Harpy. Well, there is no implication of anything of conse- 
quence, and I did not mean to impute that. As a matter of fact, the 
only thing I am concerned about is your testimony here. 

Mr. Seacer. That is right. 

Mr. Reece. May I follow up with just one question with reference 
to administrative procedure: 

In this memorandum which Mr. Reeves prepared at your direction, 
had he indicated that he had discussed these various probes covered 
in the memorandum with the mission director in Iran ? 

Mr. Seacer. Yes, sir; to the best of my recollection he stated that it 
had been discussed with the mission director in Iran; but at times 
he had found the mission director difficult of approach. 

Now, there may be a conflict in that statement, but I recall asking 
if these matters had been discussed with Mr. Warne, and he did sug- 
gest that his classification of the mission director as “unapproachable” 
may have been related to his inability to follow up and discuss these 
matters at any length 

Mr. Reece. Did he indicate that he had submitted to the mission 
director, Mr. Warne, a memorandum on these various matters so he 
would have a written memorandum ? 

Mr. Seager. No, I don’t recall his ever having so stated. 

Mr. Reece. Would not that have been a better procedure than wait- 
ing and giving a memorandum to the Washington office which left 
him in the position of almost making charges against the mission 
director ? 

Mr. Seager. I think that is so, yes, sir; I think that is so. 

Mr. Reece. Again, without characterizing the facts, involved in the 
memorandum or evaluating them in any way, I can see how the mis- 
sion director would have—might not have been happy about a member 
of his staff coming to Washington and, in a measure, making a memor- 
andum of charges against him without previously having thoroughly 
explored those things with the mission director. 

Mr. Seager. Yes, sir. 

Mr. Mounrarn. Mr. Chairman, Mr. Seager has identified a docu- 
ment dated October 28 from Mr. Reeves to Mr. Warne which contains 
Mr. Reeves’ detailed reply. I understand that the classification of 
“restricted” which is on this document would not apply to the one 
paragraph I would like permission to read, which I think may answer 
the question which is before the committee at the moment. 
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Mr. Harpy. I think that is a good idea. 

Mr. Mountatn. I will read this: “You mention my ‘failure’ ”—this 
is the document to Mr. Warne from Mr. Reeves. 

Mr. Harpy. Where is this? 

Mr. Mountain. Page two of the document, second paragraph: 


You mention my “failure” to provide you with this information prior to its 
submission to TCA/W: Since the major portion of this information was already 
a matter of record within the organization and had been discussed or at least 
referred to verbally on many occasions, I considered that to have repeated it in 
a formal document would have served no particular purpose except to have 
caused a breach in the personal relationships within your organization and de- 
tracted from the harmonious cooperation we have all been striving for. As I 
reported to you in the meeting in your office on Monday, October 20, and as con- 
firmed by Mr. Cedric Seager at that time, I indicated no intention of making 
an overall statement concerning the rial grant situation here, particularly in 
Washington. When, shortly after my arrival in Washington, the fiscal aspects 
of the type of accountability I was maintaining over grants was discussed, the 
routine recital of the factors involved led to questions involving related phases 
of grant accountability. The afternoon before my scheduled departure for Tehe- 
ran, I was asked to stay longer for the primairy purpose of putting into writing a 
comprehensive statement of the facts as I knew them, my observations, and 
recommendations as an experienced accountant and auditor with a knowledge 
and background of other United States Government financial operations in for- 
eign countries. I was truly reluctant to stay for the additional time required 
to take the action requested since I felt that the implementation of the procure- 
ment procedures and the furnishing of appropriate accounting and auditing 
personnel to TCI would in and of themselves lead to the resolving of the problems 
which had existed. Reluctance to create an unpleasant situation, however, was 
not sufficient justification to withhold a statement of facts as I knew them and 
the subject memorandum was the result. 


Mr. Reece. Mr. Chairman, it seems to me in that paragraph which 
Mr. Mountain read, as I understand, Mr. Reeves states he did not 
submit a memorandum to the mission director, Mr. Warne, because 
it might bring about inharmonious relations in the staff. 

Mr. Harpy. Well, I don’t believe we are going to accomplish any- 
thing by pursuing that aspect any further, as that specific memo- 
randum, along with several others, does state that he failed to submit 
a memorandum to Mr. Warne, but the document will be available 
for study and evaluation and we can do that at a more leisurely time. 

Mr. Seager. It is also, I might state, somewhat at variance with my 
testimony, sir. 

Mr. Harpy. Yes, it is. 

Mr. Meaper. Mr. Chairman, might I get Mr. Seager’s opinion on 
this matter of controllers generally being unpopular ? 

Mr. Harpy. Surely. 

Mr. Meaper. Do you agree with me that there is something in the 
nature of controllership functions that is not likely to make a con- 
troller the most popular man in any agency ? 

Mr. Seager. I don’t think I could agree to that, sir. 

[ can say that about the most popular man in our organization is 
our controller ; I can testify as to that, sir. 

Mr. Meaper. You don’t think there is anything in the nature of a 
controller’s activities and his requiring procedures and forms to be 
followed that enthusiastic and imaginative administrators might find 
objectionable? 

Mr. Seager. I think they can be an awful nuisance at times, sir, 
but any responsible official would recognize that they are probably 
the best friend an organization has. 
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Mr. Reece. As I stated on a previous occasion, my inclination is, 
based on my very limited number of departmental operations, that 
one complaint might be that controllers are not vested with suflicient 
authority—I may be wrong about that, but that has been my reaction, 
that somewhere in the controller’s line of authority, that he ought to 
have authority to say “no,” and without anyone being able to stop him. 

Mr. Harpy. I have seen some of them that I would have liked to get 
out of the way. 

Mr. Mounrarn. I believe you testified you did not make a written 
memorandum of your investigation of these charges. 

Mr. Seager. That is correct, sir. 

Mr. Mountain. Subsequent to this time, in early November, I be- 
lieve there was a conference held in Rome which was attended by 
Mr. E. Reeseman Fryer. 

Mr. Seager. Yes. That was a regional directors’ conference, to 
which the mission directors and one or two of their principal staff 
members went to discuss problems of the area. A part of the Wash- 
ington staff went out to Rome to meet with them there for discussion. 

{r. Mountarn. Did you attend that conference? 

Mr. Sracer. I did attend that conference. 

Mr. Mountarn. Was this matter of Mr. Reeves brought up at that 
conference, to your knowledge? 

Mr. Seager. Yes, sir, it was brought up at that conference and dis- 
cussed. 

I was not present at the discussion because my superior was there 
and took over. Mr. Fryer was there and also our principal legal ad- 
viser; and the new, I think, controller for TCA, who was then Mr. 
Ford; and I believe at least those three gentlemen discussed this mat- 
ter with Mr. Warne at the Rome conference. 

Mr. Mountarn. Do you know whether they discussed the matter 
with any other members of Mr. Warne’s staff ? 

Mr. Sracer. I don’t recall that they did. If they did, it would have 
been discussed with Mr. Gregory, but I cannot so testify. I don’t 
know that Mr. Gregory attended that discussion. 

Mr. Mountain. Mr. Seager, as you recall, the September 18 letter 
of Mr. Fryer to Mr. Warne called for the submission by Mr. Warne 
of procedures to Washington which were to be reviewed for Wash- 
ington approval, and that these procedures were to be sent in as soon 
as possible. 

Were such procedures sent in? 

Mr. Seacer. My answer to that is “Yes,” sir, but not at one time. 
As the procedures were formulated and submitted to Washington for 
approval, they would come in piecemeal; they were not formulated 
at one and the same time. 

Mr. Mountarn. Do you know when the procedures to cover all six 
points were in hand ? 

Mr. Seager. No, sir. But I am sure I can obtain that information. 

Mr. Mountain. Would you know whether it was a matter of weeks, 
months, or a year? 

Mr. Sracer. In some cases it was a matter of weeks, I believe in some 
cases a matter of months. I don’t know as to that. 


Mr. Harpy. I believe it might be advisable to have a specific sub- 
mission. 
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Mr. Seacer. I am sure we could get that. 

(The information referred to appears as appendix XI, p. 1197.) 

Mr. Harpy. Well, thank you, Mr. Seager, for your testimony. 

We will now call Mr. Gregory. 

Mr. Gregory, do you swear that the testimony you will give before 
this subcommittee will be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. Greeory. I do. 


TESTIMONY OF CLARK S. GREGORY, DIRECTOR, UNITED STATES 
OPERATIONS MISSION, TEHERAN, IRAN 


Mr. Mountarn. Mr. Gregory, will you give us a brief biographi- 
cal statement ? 

Mr. Gregory. My name is Clark S. Gregory, and I am presently 
the director of the United States operations mission at Teheran, and 
have been in that position since April 25, 1955. 

From May 10, 1954 until April 25, 1955 I was the director of the 
United States operations mission to Jordan. 

From February 12, 1952 to April 1, 1954 I was the legal counselor 
to the point 4 operations in Iran. 

From January 1, 1949 to November 25, 1951 I was general coun- 
sel to the Foreign Investment Board, Supreme Commander for the 
Allied Powers. 

From December 4, 1951 to February 10, 1952 I was employed by 
the office, Chief of Ordnance, on a management team, to inspect 
the arsenals and depots of the Third and Fourth Army Districts. 
I was in charge of legal and procurement activities. 

From May 26, 1946 to January 1, 1949 I was a prosecuting attor- 
ney of Japanese war criminals, in Japan, for the Supreme Com- 
mander, Allied Powers. 

For 19 years prior to that I was a practicing attorney, during 
which I held offices as probate judge of Clinton County, Mich., and 
district attorney of Monterey County, Calif. 

Mr. Harpy. Thank you. 

Mr. Mounratn. I believe, Mr. Gregory, you were legal adviser 
to the Mission at Iran during the period we have been discussing? 

Mr. Greeory. That is correct. 

_Mr. Mounrarn. As legal adviser, what was your role in connec- 
tion with thte controllership activities; what connection did you 
have, if any, with them ? 

Mr. Gregory. I had no relationships with such activities except 
as international agreements were drafted and submitted to the office 
of the controller. 

Mr. Mounrain. Then, at any time an agreement was being dis- 
cussed or negotiated, you sat in on that, did you not? 

Mr. Grecory. Yes. 

Mr. Mountarn. Will you tell us when you were aware of this 
exchange of correspondence involving Mr. Reeves and Mr. Warne? 

Mr. Greeory. Can I refer to some notes and documents, please? 

Mr. Mounrarn. Yes, surely. 

Mr. Greeory. I was first aware of the fact that Mr. Reeves had 
been in Washington and had made certain comments there, by a 
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letter that I received from Mr. Glick, our legal counsel, which was 
drafted by a Mr. Ritchie, as of the date of September 8, and it begins: 


We are glad to know that you have recovered promptly from your short 
illness and are also gratified to hear personially from Mr. Reeves, the Con- 
troller, who is presently here in Washington, of how well you are doing. 

These are excerpts that I would like to read, rather than the full 
document. 

Mr. Harpy. What is the document, Mr. Gregory ? 

Mr. Grecory. It is a letter that ends up with this paragraph: 

We hope that TCI is giving close attention to the problems of end-use control 
and the disbursing procedures followed by the organizations to which it makes 
funds available. These are matters which are necessarily of grave concern 
and are often criticized as a major fault of the governments of the under- 
developed countries. We must be sure that funds made available for our pro- 
gram are properly spent and controlled and that, as a result of our operations, 
we aid in the development of better procedures in those countries rather than 
permitting a looser procedure than prevailed before we arrived on the scene. 
In a program involving capital investment, this is of particular concern, since 
we will be met with a charge here, if anything goes awry, that our competence 
is only in the field of purely technical assistance and that we are unfitted 
properly to administer capital expenditures. 

Mr. Harpy. And those were instructions that, in effect, told you 
that you had administrative responsibilities as well as legal respon- 
sibilities? 

Mr. Greoory. This is the first time, Mr. Chairman, that in my con- 
tact with a legal office in Washington that I was given any informa- 
tion to the effect that I should concern myself with these matters. 

Mr. Harpy. What date was that? 

Mr. Grecory. September 8 of 1952. I don’t have the date that it 
was received out at the mission, but I would say approximately 10 or 
12 days later would be the ordinary time it would take for it to get 
there. 

Mr. Harpy. You were in Teheran at that time? 

Mr. Grecory. I was in Teheran at that time. 

Mr. Harpy. So this instruction from Mr. Ritchie to you in effect 
says you have administrative responsibilities for the development of 
procedures. 

Mr. Grecory. That is right. 

Mr. Harpy. And weren’t the words “fiscal accountability” in there, 
or something to that effect? 

Mr. Grecory. No. 

Mr. THarpy. Controllership functions—or something like that? 

Mr. Grecory. He does not state that I have such a function. He 
says that we should try to do it, I mean by “we”—that everybody in 
the legal staff should try to do it. 

Mr. Harpy. This was in September 1952, which was before Mr. 
Reeves wrote his memorandum; before Mr. Reeves returned to 
Teheran ? 

Mr. Grecory. Yes, sir; that is true; and I do think that it is im- 
portant, because this does cite that Mr. Reeves had been in Wash- 
ington. 

It further cites that he was pleased with my work, and then I re- 
ceived this instruction from Washington that I should now concer! 
myself with these matters. 

Mr. Harpy. What did you do about it? 
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Mr. Grecory. By the time I received this letter and by the time I 
could reply to this letter, the letter of Mr. Fryer had reached Iran, 
and I replied to that letter. 

Mr. Harpy. For Mr. Warne’s signature? 

Mr. Grecory. That was for my own signature. 

Mr. Harpy. You addressed your reply to Mr. Fryer? 

Mr. Grecory. I wrote back to Mr. Glick. According to my job 
description, I was responsible to Mr. Warne for administrative direc- 
tions; I was responsible to the TCA legal office for technical direction ; 
and constantly I had a flow of letters with the TCA legal office during 
all the time from the time I got there, on February 24, until the date 
of this letter; and beyond that. 

Mr. Harpy. Well, now, did you reply to the letter from Mr. Fryer 
in detail ¢ — 

Mr. Grecory. I replied to Mr. Glick’s—not in detail, but in ac- 
cordance with my views of that moment. I do have this letter here. 

Mr. Harpy. I would like, if you please, to have copies for the 
record. a. , r 

(Letters from Philip M. Glick to Clark S. Gregory, September 8, 
1952; and Clark S. Gregory to Philip M. Glick, October 16, 1952, 
follow +} 

SEPTEMBER 8, 1952. 
Official Business—Informal 
Mr. CLARK S. GREGORY, 
TCA Legal Counsel for Iran, 
American Embassy, Tehran, Iran. 

DeaR CLARK: This is in reply to your weekly reports Nos. 23 and 24. 

(1) We are glad to know that you have recovered promptly from your short 
illness and are also gratified to hear personally from Mr. Reeves, the Controller, 
who is presently here in Washington, of how well you are doing. We have ap- 
preciated the complete tabulations of program and project documents contained 
in your reports and have been most pleased with your work on them as we stated 
in our letter of July 3. Your reports have not presented many items requiring 
specific comment recently and that accounts for the dearth of replies. 

(2) We have been reviewing the project funds agreements, and we are sure 
that our cable regarding them will reach you before this reply does. We are 
concerned that the dollar funds be reserved for those uses for which dollars are 
necessary and that they not be deposited to the credit of the plan organization 
or the borrower unless needed. To the extent that it is feasible, we would prefer 
for the dollars to be made available in accordance with our procurement pro- 
cedure in the form of letters of credit established in favor of the supplier of the 
imported goods which require the dollar expenditure. This simplifies end use 
checks and avoids opportunities for diversion and kickbacks. Any funds not 
needed for expenditure outside Iran should, we believe, be made available in 
the form of rials only and an effort should be made to make the funds available 
Py as the need becomes apparent and, insofar as possible, disbursed direct to 
the supplier. 

(3) The device of a project funds agreement which you have worked out seems 
to me to be a good one. We had originally hoped that the plan organization, even 
in making loans available to Government-owned plants, would be dealing with 
4 subsidiary organization so that there would be some validity to a loan agree- 
ment between the plan organization and the subsidiary organization and that 
Security could be effectively obtained in the form of a mortgage or similar interest 
in the physical properties. In view of the setup of the plan organization, we 
recognize that a loan agreement from the plan organization to itself would be 
‘rhitless, and I think the device which you have worked out to meet this obstacle 
's well fitted for the purpose. 

_ (4) We hpoe that TCI is giving close attention to the problems of end use 
ae and the disbursing procedures followed by the organizations to which 
‘Tinakes funds available. These are matters which are necessarily of grave con- 
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cern and are often criticized as a major fault of the governments of the under. 
developed countries. We must be sure that funds made available for our pro. 
gram are properly spent and controlled and that, as a result of our operations, 
we aid in the development of better procedures in those countries, rather than 
permitting a looser procedure than prevailed before we arrived on the scene. In 
a program involving capital investment, this is of particular concern, since we 
will be met with the charge here, if anything goes awry, that our competence is 
only in the field of pure technical assistance and that we are unequipped prop- 
erly to administer capital expenditures. 
Sincerely yours, 
Puitie M. Guiick, Legal Counsel. 
TCA :HB Ritchie :ml:br 9/8/52. 


THE FOREIGN SERVICE OF THE UNITED STATES OF AMERICA, 
American Embassy, Teheran, Iran, October 16, 1952. 
Official—Informal 
28th Weekly Report, September 29 to October 12, inclusive. 


Mr. Purr M. GLIcK, 
Legal Counsel, Technical Cooperation Administration, 
Department of State, Washington, D.C. 


DEAR PHIL: Mr. Seager has arrived in Teheran and we have found his comments 
most interesting. The receipt of Mr. Fryer’s letter outlining procurement and 
fiscal procedures, the advent of Mr. Seager, and the emergence of various critical 
situations has caused a flurry of conferences delaying the drafting and execution 
of eontracts. 

1. Utah agreements.—I have prepared initial drafts of 3 contracts involy- 
ing the 3 Utah universities. These contracts are now receiving staff review 
with special emphasis on budgetary, fiscal, and personnel matters. 

2. Project funds agreements.—Project funds agreements, drafted in accord- 
ance with Washington authorization, have been executed under the Fassa Sugar, 
Rey Cement, and Tchitsazi Cotton Mill project agreements. I hope to have 
drafts of Teheran Slaughterhouse and Shiraz Power project funds agreements 
prepared this week. The Fars Cement project funds agreement must be deferred 
in view of the security provisions which will need to be negotiated with Iranian 
agencies. 

I am enclosing herewith copies of the three executed agreements. 

3. Letter from Mr. Fryer with reference to procurement and fiscal procedures.— 
It is my belief that the statement contained in the first paragraph of page 4, 
“It is dangerous practice to draft contracts that indicate the intention of the 
Iran Government to make substantial cash contributions when it is recognized 
by both parties that the likelihood of these contributions being made is remote,” 
is entirely unwarranted. I have never had any information that would lead me 
to believe that there was any intention on the part of the Iranian Government to 
default in any of its obligations nor have I seen any actions at a high level that 
would indicate such intention. 

I am sure that this sentence would not have been included without your 
approval and if you have any evidence showing an intention on the part of 
the Iranian Government to default in its contracts, which is not available to 
this office, I respectfully respect that you send such evidence so that we can be 
guided accordingly. 

Mr. Warne has canvassed the staff members to see whether any information 
has been available to them which would lead us to believe that there was al 
intention on the part of the Iranian Government to default in its contract obliga- 
tions. Negative replies were received from Mr. Evans, deputy director, Mr. 
Goulden, assistant director in charge of operations, Mr. Workinger, assistant 
director of programs, Mr. Fried, economic adviser, and, of course, myself. Mr. 
Reeves was indefinite in his reply, but did cite the Crown Lands Project Agree 
ment, which was executed subsequent to September 18, the date of Mr. Fryers 
letter. Mr. Reeves pointed out that the Crown Lands Project Agreement called 
for contributions by the Iranian Government of Rls 15 million to the Bank ot 
Development on or before September 30, 1952, and that he considered the probabil- 
ity of their depositing this money by September 30, 1952, as being highly improl- 
able. 





Ia 
this s 
shoul 
and ] 
made 
it is ¢ 
has nD 
item 

Ia 
yario 

4, J 
teeve 
I rec 
the di 
of my 
Com] 
respo 
and I 
intru 
surpr 


tion o 
I hay 
or COC 

In | 
eff ct 
have 
based 
integ) 
the al 

It i 
obtair 
these 
meeti 


Bes 


0} 
Mr 

I wo 
here. 
Th 
The 
as a } 
I rect 
trolley 
Ritchj 
adequ 
sary a 
conew 
legal | 
Write 
such ‘ 
tions t 
I ec 
priate 
for ob 
tribut 
8 mor 
cooper 


UNITED STATES AID OPERATIONS IN IRAN 169 


I agree with Mr. Reeves that the Crown Land Commission has not deposited 
this sum of money in accordance with the terms of the contract. However, it 
should be pointed out that Mr. Larson, the financial adviser, has newly arrived, 
and point 4 has not made its contribution to the bank. No demand has been 
made by point 4 to the Crown Lands Commission for their deposit of funds, and 
it is considered doubtful that such a demand would be appropriate since the bank 
has not yet been entirely organized. I am sure that Mr. Fryer did not have this 
item in mind since it was not then in existence. 

I am enclosing herewith copies of the memorandum from Mr. Warne to the 
various staff officers and their repliés. 

4, Fiscal and procurement procedures.—The memorandum submitted by Mr. 
Reeves while he was in Washington came as a great shock and surprise. When 
I received my briefing in Washington, I recommended that I be furnished with 
the decisions of the Office of the Comptroller and while discussing the advisability 
of my request with you and Mr. Richey, it was the consensus of opinion that the 
Comptroller would be fully and adequately informed and that it would be his 
responsibility to provide the necessary and appropriate procedures. Mr. Reeves 
and I arrived in this headquarters concurrently, and I have been careful not to 
intrude in his field except where legal questions were involved. I was deeply 
surprised that Mr. Reeves would write a memorandum of this character and 
equally shocked that he would present such a memorandum prior to submission of 
his opinions and recommendations to the country director and members of his 
staff. 

I can assure you that everyone in this headquarters is axious that appropriate 
fiscal procedures be initiated and distributed to the entire organization for 
observance. However, the primary responsibility for the initiation and distribu- 
tion of such procedures has rested with the Comptroller’s Office. In the 8 months 
I have been present in this headquarters, there has been no lack of cooperation 
or coordination with Mr. Reeves. 

In conclusion, Phil, I want to assure you that this has been a well directed, 
effective, organization in which the highest standards of integrity and honesty 
have been maintained. It is my belief that the allegations of Mr. Reeves are 
based upon isolated incidents which have not, in any way, affected the essential 
integrity of our program. A full investigation is being made concerning all of 
the allegations made by Mr. Reeves and I will advise you fully in this matter. 

It is my hope that I may be permitted to meet with you in Rome so that I may 
obtain a more general viewpoint of point 4 problems, with especial emphasis on 
these activities. If, however, I do not see you in Rome, I will look forward to 
meeting you on your visit to Iran. 

Best regards to you and H. B. 

Sincerely yours, 
CLARK S. Gregory, Legal Counsel, TCA. 

Copy to: Mr. Matthew J. Kust, New Delhi; Mr. Virgil Van Street, Tel Aviv. 


Mr. Grecory. All right. I think there is one statement in here that 
I would like to cite, if I may—if you will bear with me for a moment 
here. 

This is what I stated : 


The memorandum submitted by Mr. Reeves while he was in Washington came 
as a great shock and surprise. When I received my briefing in Washington, 
[ recommended that I be furnished with the decisions of the Office of the Con- 
troller and while discussing the advisability of my request with you and Mr. 
Ritchie it was the consensus of opinion that the Controller would be fully and 
adequately informed and that it would be his responsibility to provide the neces- 
sary and appropriate procedures. Mr. Reeves and I arrived at this headquarters 
concurrently, and I have been careful not to intrude in his field except where 
legal questions were involved. I was deeply surprised that Mr. Reeves would 
write a memorandum of this character and equally shocked that he would present 
such & memorandum prior to the submission of his opinions and recommenda- 
tions to the country director and members of his staff. 

I can assure you that everyone in this headquarters is anxious that appro- 
priate fiscal procedures be initiated and distributed to the entire organization 
for observance. However, the primary responsibility for the initiation and dis- 
tribution of such procedures has rested with the Controller’s Office. In the 
5 months I have been present in this headquarters, there has been no lack of 
cooperation or coordination with Mr. Reeves. 
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Mr. Harpy. What is the date of that letter ? 
Mr. Grecory. This is October 16. 

Mr. Harpy. That was addressed to Mr. Glick ? 

Mr. Grecory. To Mr. Glick, then legal counsel of TCA, a man who 
recruited me and briefed me upon my duties at the time I joined the 
organization. 

Mr. Harpy. Now, when were you first aware of the existence of the 
Reeves memorandum to Mr. Seager ? 

Mr. Grecory. I would think it would be in the last week of Septem- 
ber or the first week of October, right around the end of the month, 
when Mr. Warne called a staff meeting of all of the principal staff 
members, including Mr. Reeves, the division chiefs, and the program 
officer, the Controller, myself, and the administrative officers. 

Mr. Harpy. You fix it at prior to the arrival of Mr. Seager? 

Mr. Grecory. It was, I would say, within a day or two after the 
arrival of Mr. Seager. 

Mr. Harpy. After? 

Mr. Grecory. This was a staff meeting that Mr. Seager attended—— 

Mr. Harpy. That was the same staff meeting, presumably, that Mr. 
Seager referred to ? 

Mr. Grecory. That is correct. 

Mr. Harpy. Did you see a copy of that memorandum at that time 
or did you have a copy of it? 

Mr. Gregory. Which memorandum? 

Mr. Harpy. The Reeves memorandum, to Mr. Seager. 

Mr. Grecory. I believe it was read by Mr. Warne in this staff meet- 
ing. That staff meeting was opened and he read the memorandum— 
I don’t, remember seeing it at that time. I did see it, of course, very 
shortly thereafter. 

Mr. Mounratn. Did you participate in drafting a reply for Mr. 
Warne’s signature to Mr. Reeves’ statement ? 

Mr. Grecory. I participated in a reply dated October 29, if that is 
the one you are referring to. 

Mr. Mountain. No, 1 am referring to the one of November 8. 

Mr. Gregory. I am sorry. 

Mr. Mountarn. This is the document I am referring to [handing 
document to Mr. Gregory ] 

Mr. Grecory. inane 8 is the one I did participate in, and not 
the one of October 29—but I may have seen some parts of that. 

Mr. Mountatn. The document of October 29 you referred to was 4 
letter from Mr. Warne to Mr. Fryer, was it not, a reply to his Septem- 
ber 18 letter? 

I will hand you this document and ask you if this is the one you are 
referring to [handing document to Mr. Gregory]. 

Mr. Grecory. I believe that I added four lines in the top paragraph 
of page 2: 

I am making a full investigation of the allegations contained in Mr. Reeves 
memorandum of September 15 to Mr. Seager and I will forward to you a sul 
mary of the facts disclosed by the investigation. 

That I believe I added to this letter because we were still accumulat- 
ing information preparatory to this letter of November 8. 

Mr. Mountarn. Mr. Chairman, I ask permission for this document, 
this letter from Mr. Warne to Mr. Fryer dated October 29, 1952, which 
has been declassified by the agency, to be put in the record. 
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Mr. Harpy. Without objection it may be included in the record. I 
do understand it has been declassified. 

Mr. MountaIn. That is correct. 

(The letter referred to is as follows:) 


THE FOREIGN SERVICE OF THE UNITED STATES OF AMERICA, 
American Embassy, Tehran, Iran, October 29, 1952. 
Official-Informal 
Restricted 


Mr. BE. REESEMAN FRYER, 
NEADS, TCA, Department of State, 
Washington, D. C. 

Dear Siz: I am writing this more detailed reply to your letter of September 18, 
which was acknowledged by me on October 15, 1952. I am indebted to you for 
your expression of confidence in this mission. I believe that the accomplishments 
here have been remarkable, very largely because of the high caliber of the members 
of the mission who have dedicated themselves to a very difficult task at a time 
of crisis and anxiety. I think it is also quite remarkable, in view of the ani- 
mosities created by the oil crisis, that we have been able to work throughout 
this year, almost without exception, in an atmosphere of friendliness and coopera- 
tion. I am fully convinced that if our country today enjoys, as it does enjoy, 
a large measure of good will in Iran, it is in part because of the effectiveness of 
our operations and the sincerity and zeal of our personnel. 

Our concern for the establishment of effective procedures and assurance of 
control over funds at least equals yours. The rapid expansion of our operations 
during this calendar year and the dispersal of teams to distant outlying regions 
for essential purposes have been undertaken pursuant to our determination to 
attain our objectives, even though, as you are well aware, recruitment has not 
kept pace with the demands imposed upon us. The administrative support avail- 
able to us for operations of this magnitude was not sufficient by half to meet the 
exacting requirements of meticulous control. Our efforts had indeed been 
directed toward the improvement of our control procedures prior to the visit to 
Washington of Mr. Reeves, our Comptroller. His visit was in line with our desire 
to perfect such procedures, for it seemed clear to us that if operations in Iran had 
expanded faster than the ability of our administrative personnel to keep pace, 
the expansion of point 4 activities everywhere had produced like difficulties in 
Washington. We looked to Mr. Reeves, while familiarizing himself with new 
Washington procedures, to unscramble many of the difficulties that had arisen 
in Washington and to submit such recommendations to me for the improvement 
of his department as thereafter might appear to be necessary. It is unique in 
my experience that the Comptroller saw fit to report to Washington, instead of 
to me, weaknesses in his division which gave you cause for alarm. I am making 
a full investigation of the allegations contained in Mr. Reeves’ memorandum of 
September 15 to Mr. Seager and I will forward to you a summary of the facts 
disclosed by the investigation. 

In your letter under reference, you call to our attention the fact that your 
present plans include separation of technical assistance for a so-called pure 
point 4 operation from economic assistance together with a separate appropria- 
tion for economic assistance for several countries, including Iran. I will not 
take this opportunity to comment in detail, since our position has been fully set 
forth in separate communications from the Ambassador and myself. The ap- 
proval of such a request would undoubtedly facilitate our task in Iran by con- 
firming the fact that technical assistance alone cannot accomplish our purposes. 
The steady deterioration of Iran’s economy has presented us with a deepening 
dilemma. We have weighed very carefully every demand made of us by the 
lranian Government to determine the degree of applicability of technical assist- 
ance. The decision has rarely been easy, but I submit that on no occasion can 
it fairly be stated that funds made available for the program have not been used 
for the purposes for which they were appropriated. 

Project agreements have generally provided that funds will be transferred to 
Tranian agencies as needed on the cail of the Iranian agency and when approved 
by the Chief of the Technical Division concerned. After approval by the Chief 
of the Technical Division, the call is forwarded to the Comptroller for payment. 
W e are presently seeking to ascertain if this procedure in practice has fallen 
Short of the requirements of our Comptroller. If so, he has been instructed to 
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effectuate fully adequate control procedures. To the extent practicable, in the 
case of local procurement, local purchases by TCI procurement and contracting 
officers will be the rule throughout mission operations. 

With reference to the degree of material assistance granted in connection with 
projects, TCI technicians have been instructed to prepare in detail all technical 
assistance features and to limit requests for material assistance to goods, supplies, 
equipment, or funds necessary to accomplish the technical assistance objectives, 

It has been our practice, where procurement has been made by TCI officials, 
to follow procedures established by the United States Government. Generally, 
where procuremtnt has been made by Iranian officials, Iranian laws and regula- 
tions have been followed. With respect to the latter category, although Iranian 
laws and regulations may be adequate, it is reasonable to assume that com- 
pliance will fall short of American standards. It is our proposal that a joint 
body consisting of Iranian and TCI officials prepare, within the framework 
of United States procedure and Iranian law, joint fiscal and procurement pro- 
cedures for guidance of all personnel engaged in this cooperative activity, 
This proposal is in line with our proposal to reconstitute the Joint Commission 
for Rural Improvement. 

With respect to disbursements of United States contributions, whether in 
dollars or in local currency, we have always held that the signature of the 
Iranian Government must be considered adequate assurance that the Iranian 
eontributions will be forthcoming. No major default by the Iranian Govern- 
ment has occurred to date. In one single instance, where default appeared to 
threaten, the Prime Minister, when the matter was called to his attention, 
honored the obligation and discharged the employee threatening default. It 
might be fair to point out, by way of parenthesis, that default has occasionally 
been threatened by us through lack of timely receipt of funds from Washington 
to carry out our obligations. Thus, the necessity has not arisen where projects 
need to be amended in order to present a realistic picture of joint undertakings 
and responsibilities. The Iranians cannot be called to task for failing to fulfill 
their obligations under the project agreements. I do not know to what extent 
in the future the Iranian Government will be able to cover local costs and 
services of projects deemed mutually desirable. The Iranian economy, as 
is well known, deteriorates daily. I think high praise is due to them for their 
performance so far under circumstances of extraordinary financial difficulty 
and national tension. 

You may rest assured that adequate accountability will be established in this 
mission. So far as the Iranian agencies are concerned, as strict a degree of 
accountability will be established as may be mutually agreed. This cannot 
include, in the foreseeable future, the exercise of control over the operations 
of the Iranian agencies by American personnel. The degree of good will which 
we have hitherto enjoyed at the hands of all Iranians is remarkable in itself; 
but that good will could be shattered overnight by overt display of suspicion 
on our part or through interference by us in the sovereign rights of the Iranian 

xovernment. If there is a calculated risk in this attitude on our part, I think 
it is a risk well worth taking for the sake of continued friendly relations. I 
am satisfied that the Iranian Government itself will be the first to take drastic 
remedial action should malfeasance or malpractice develop. They have never 
given any sign or indication that they regard our program as other than in 
their own best interest. 

Particular emphasis has been placed by us on the need for establishment of 
end-use checks. The Comptroller has been instructed to maintain constant sur- 
veillance in this connection. Need for such watchfulness has also been called 
to the attention of all technicians and other Mission personnel concerned. Short- 
age of personnel has proved to be a constant handicap. The burden of such 
control will be less severe upon attainment of our full complement. The Comp- 
troller has been requested to submit recommendations for additional personnel 
in his department to guarantee satisfactory performance. These recommenda- 
tions will be forwarded to you shortly for approval and, I trust, speedy 

recruitment. 

With reference to your proposal that we make no further large grants to be 
disbursed by the Iranian agencies, but should, instead, discharge the funds direct 
to the suppliers, we are taking immediate steps to include your proposals in our 
procedures. It is not apparent at this time whether it is practicable to apply 
your proposals in every instance. Until we can formulate firm policies and pro- 
cedures, each case will be considered on an ad hoc basis and, where practicable, 
funds will be disbursed directly by TCI. It has been our constant endeavor t0 
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draft all our agreements in such a manner as to reflect the true nature and 
extent of obligations assumed by the Iranian agencies. In connection with this 
particular point, my letter of October 15 adequately covers the ground. The 
arrival of additional personnel will permit us to obtain detailed explanations of 
Iranian contributions and exact compliance with performance of their obli- 
gations. 

Your remarks concerning augmentation of salaries of Iran Government offi- 
cials and employees have given us cause for grave concern. Where payment of 
TCI grant funds to Iranian Government agencies have been used to augment 
salaries of some employees, this practice was not developed here as a matter of 
policy, but evolved rather as a matter of necessity. The areas where such prac- 
tices were introduced are not as numerous as you apparently were led to suppose. 
They are two in all, viz, (1) The malaria-control program; (2) regional public- 
health activities. Funds allocated to the Iranian agencies concerned with the 
development of these cooperative projects were utilized in part to make supple- 
mentary payments for extraordinary services performed additionally to their 
normal duties ; in some cases, full salaries were paid to employees recruited for 
the implementation of these projects. In no instance, in these projects, has the 
full- or part-time salary of an Iran officer or employee figured directly on the 
TCI payroll. Their services were essential to the attainment of our mutual 
objectives. They could not, under the circumstances, have been replaced by other 
qualified Iranians as there does not yet exist in this country a reserve pool of 
technicians from which the Iranian Government could recruit qualified personnel 
to undertake duties of such a specialized or professional nature. It will be one 
of the byproducts of the pioneer activities in which we are cooperatively engaged 
in Iran to create such a pool of technicians, 

There may be one apparent exception to the foregoing examples. This is in 
the case where certain TCI employees, formerly Ministry employees, receive 
emoluments from their former employer in conformance with their civil-service 
status. Their status may entitled them to be considered as servants of the Iran 
Government; but, in fact, their full time and attention is devoted to mission 
activities. This example is cited for the purpose of presenting a complete picture. 
It was called to your attention previously in my letter dated October 15, 1952. 

Your further comments and recommendations will be welcomed. So far as 
we are concerned, we are anxious, aS soon as May be expedient, to conform as 
closely as possible to the policies outlined by you. It should be left to the dis- 
cretion of the country director to move as circumspectly as conditions dictate. 
There may come a time when a more positive reflection in Jran of practices safely 
pursued in less critical areas may become possible. In the meantime, our rela- 
tions in Iran hang by a tenuous thread and if such measure of good will as we 
presently enjoy derives from the success of our current program, I suggest that 
this is no time to make drastic revision of the practices which have contributed 
to the success of that program. 

I do not believe this letter will reach you before you depart for Rome, so I 
will personally deliver a copy to you when I meet with you in Rome. I am sure 
our personal discussions will add much to our mutual understanding. 

Sincerely yours, 
WILLIAM BE. WARNE, 
United States Director of Technical Cooperation for Iran. 


Mr. Mountain. There was a November 8 document prepared by 
Mr. Warne and other staff members, was there not, in reply to Mr. 
Reeves’ document ? 

Mr. Greeory. That is correct. 

Mr. Mountain. Is that a copy of that document? (Handing docu- 
ment to Mr. Gregory.) 

Mr. Gregory. Yes, this is a copy. 

Mr. Mountain. What is the classification of that ? 

Mr. Grecory. Confidential. 

Mr. Mounrain. Mr. Chairman, I ask permission to have this docu- 
ment subject to classification review, inserted in the record. 

Mr. Harpy. Without objection, so ordered, subject to its being de- 
classified. 
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Mr. Saccro. Off the record. 
(Discussion off the record.) 
(The letter referred to having been declassified is as follows :) 


Tue Foreign SERVICE OF THE UNITED STATES OF AMERICA, 
American Embassy, Tehran, Iran, November 8, 1952. 
Mr. E. REESEMAN FRYER, 
NEADS, TCA, Department of State, 
Washington, D.C. 


Dear Sire: As a result of several weeks of investigation and consideration, I 
am prepared to answer, in part at least, the formal representations made by 
Douglas F. Reeves, our Comptroller, in his memorandum to Mr. Seager of Sep- 
tember 15, 1952. 

Until Mr. Seager arrived in Iran and presented me with a copy of the memo- 
randum, I had no information from Mr. Reeves or from any other source alert- 
ing me to the frame of mind which Mr. Reeves had so vigorously displayed while 
in Washington. Certainly Mr. Reeves was remiss in the discharge of his official 
duties in not bringing this information to me as soon as the details became known 
to him, and certainly prior to his departure for Washington. 

I received a copy of the memorandum of September 15, on or about October 8, 
and on October 11, I forwarded to Mr. Reeves a memorandum asking him to 
substantiate the information provided in his memorandum of September 15, 
On October 28, I received from Mr. Reeves a 35-page report containing some 
pertinent information, but which contained in a large part baseless recriminations 
against other devoted, hard-working staff officers. 

I have heretofore forwarded to you a copy of my memorandum of October 11, 
and I am enclosing herewith a copy of the reply of Mr. Reeves, together with 
statements of the other staff offcers concerned. I am not prepared to comment 
on the extraneous matters cited by Mr. Reeves and answered by other staff 
officers so, for the purposes of this letter, I will confine my remarks to the memo- 
randum given by Mr. Reeves to Mr. Seager on September 15. All extraneous 
matters raised by Mr. Reeves and other staff members can be corected by ad- 
ministrative action in this mission. 

The malaria control program, referred to by Mr. Reeves in the first, second, and 
third paragraphs of his memorandum of September 15, has been one of our 
largest and most successful programs. The difficulties encountered and the 
problems solved in the administration of a program involving, as it did, mobile 
teams of DDT sprayers in isolated areas of Iran, were not disproportionate to 
the scope of the program and the results obtained. The problems suggested by 
Mr. Reeves were not the only problems involved in the project and other staff 
members met and solved these problems insofar as possible without complaint and 
without criticism. The primary difficulties resulted from the necessity on the 
part of the Ministry of Health to distribute to outlying regional offices for 
disbursement. Our Comptroller has insisted that the disbursements should be 
vouchered within 60 days, and the ministry has insisted with equal vehemence 
that slowness of communications and their accounting methods do not permit 
accounting within the period of time required by our Comptroller. It is true 
that we were under pressure to provide funds to keep the program moving, and 
on those occasions when our Comptroller did not provide the necessary funds, 
strikes occurred in outlying regions which brought considerable embarrassment 
to our program. It must be emphasized that once a program has been placed into 
operation involving personnel in outlying regions, point 4 cannot safely stop and 
start operations to enforce accounting responsibilities which were not known 
or explained to the host government at the time operations commenced. The 
responsibility for informing the Ministry of Health concerning accountability 
requirements rested entirely with Mr. Reeves, and the failures of which Mr. 
Reeves complain resulted largely because of his ineffectiveness. The malaria 
control program has been completed for this year, and a new agreement will be 
negotiated with the Ministry of Health as soon as our 1953 budget has been 
approved. Certainly, we intend to avoid in the ensuing year many of the diff- 
culties encountered in our 1952 program. 

With reference to the fourth paragraph of Mr. Reeves’ memorandum of Septem- 
be 15, I have not held that recipients of grants must maintain property records 
for unexpendable property and equipment purchases made with TCI grant funds, 
nor have I received any instructions that we should require and supervise the 
maintenance of property records by the Iranain Government agencies. If and 
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when we leave Iran, the title to these property items remains with the Iranian 
(Government agencies. We do have a responsibility to see that the property 
furnished is uSed in accordance with our agreements and in furtherance of the 
objectives of our program, but the supervision of the maintenance of such records 
py TCI would be administratively impractical. 

“Mr. Reeves’ statement that “large purchases have been made without obtain- 
ing competitive bids, and without any reference to prices at which the same or 
similur articles could be purchased in the United States, or even by the TCI 
Procurement Office in Tehran” cannot be proven or disproven without a complete 
review of all procurement activities engaged in by Iranian Government agencies. 
Our review, at best, be limited to a postaudit of their accounts and, where 
fraud or malfeasance is found, appropriate action will be taken in cooperation 
with the ministry concerned. 

The representation of Mr. Reeves to the effect that TCI personnel have in- 
formed Iranian agencies that funds granted by TCI are not subject to the fiscal 
regulations of either the Iranian or the United States Government is unwar- 
ranted and unfounded. 

It is true that in some instances funds turned over to the Iranian Government 
as grants have been used to pay obligations incurred prior to the negotiation and 
execution of project agreements. It is common knowledge that TCI had many 
projects in operation in Iran prior to the execution of project agreements and 
even prior to my arrival here, and when it has appeared to me that the expenses 
incurred were actually and reasonably made in performance of a project in- 
formally agreed to between the Iranian Government and TCI prior to formali- 
zation in a written project agreement, I have administratively ordered the pay- 
ment of such funds. I have considered it to be a reasonable exercise of my 
authorities and responsibilities as county director to ratify and confirm project 
operations performed prior to the execution of a formal project agreement. 

Referring to paragraphs 7, 8, and 9 of Mr. Reeves’ memorandum of September 
15, in which he states that he prepared an outline of proposed policies and steps 
to be followed in the planning, paying, reporting, and accounting for TCI grants, 
I find that Mr. Reeves was derelict in his official duties in not submitting such 
proposals to me. Mr. Reeves, in his position of Comptroller, reported only to 
me and was not under the supervision or control of any staff member of this 
mission. I have consistently supported Mr. Reeves in his capacity as Comp- 
troller, and I have repeatedly informed Mr. Reeves, in the presence of principal 
staff members, that he was the Comptroller and that he should act like one. 

Referring to subparagraphs 1, 2, 3, 4, and 5 of paragraph 7, I find no objection 
to the views of Mr. Reeves expressed therein. However, I do find that Mr. 
Reeves was derelict in his duties in not making these proposals at the time our 
1%2 project agreements were being prepared. Our 1952 project agreements 
were prepared, drafted, and executed after obtaining full and complete staff 
action thereon. I was present at conferences which Mr. Reeves also attended 
in which the extent of fiscal information required in our operations was dis- 
cussed in detail and at great length. The proposed project agreements were 
submitted to Mr. Reeves for surnaming and his review is evidenced in 25 of our 
29 project agreements. The 4 project agreements on which his surname does not 
appear are not distinctive, and it is my belief that these 4 project agreements 
were submitted to Mr. Reeves for review, but that the surname copies became 
lost or misplaced in the flurry of signing, reproducing, and distributing the proj- 
ect agreements. The nature and extent of fiscal requirements will undoubtedly 
be discussed at great length at the Rome Conference, and appropriate provisions 
Will be included in our 1953 project agreements and, where necessary 1952 proj- 
ect agreements will be amended. 

In conclusion, on this point, let me say that Mr. Reeves was given every op- 
portunity to present and have included in the project agreements any fiscal re- 
quirements which he needed in order to carry out his duties as Comptroller. 

With reference to paragraph 8 concerning the use of grant funds, it is true 
that grant funds have in some instances been used to defray costs and expenses 
described in subparagraphs 1 to 9, inclusive, of this paragraph. Such payments 
have been necessary to carry out our program in Iran and the decision to use 
these funds for these purposes is administrative rather than fiscal. 

Specifically replying to the subparagraphs of paragraph 9, I find the following: 

(1) It is true that a grant budget was prepared in only one case, and it is 
equally true that, prior to his visit to Washington, Mr. Reeves had not recom- 
mended or required the establishment of grant budgets. Grant budgets are now 
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being established in accordance with procedures contained in your communieca- 
tions on this subject. 

(2) The statement that two separate Iranian Government agencies have 
stated that they were told by TCI technicians that once the funds were turned 
over to them no fiscal accountability was required, is unwarranted and un. 
founded. 

(3) I cannot agree that Tranian officials have almost universally held that TCT 
grant funds were not subject to usual governmental fiscal regulations, either 
Iranian or United States. I have had numerous conferences with Iranian 
ministers, officials, and employees, and not once has such a claim been made in 
my presence. Any basis for such an allegation is apparently known only to Mr, 
Reeves. 

(4) I cannot agree that projects have been written and approved with ever 
increasingly general terms rather than in the light of the need for more specific 
provision as borne out by experience. All other staff members have been able to 
perform their duties under the provisions of our project documentation and if 
Mr. Reeves, prior to his visit to Washington, believed that additional provisions 
should be included in the project agreements, he kept his views to himself and 
did not make them known tome, Certainly, we do not feel that we have reached 
the heights of perfection in our operations and project documentation, and im- 
provements will be made when experience and circumstances dictate, 

(5) I find that the statement, “The program officer in Teheran has con- 
sistently argued that end use checks by TCI were not to be made on funds 
granted to Iranian Government agencies,” is false. 

(6) I find that the later projects referred to by Mr. Reeves in subparagraph 6 
had their inception prior to May 1; that these subject projects were reviewed 
by Mr. Reeves prior to their adoption in formal project agreements, and that he 
did not object to such projects nor recommend the inclusion of additional fiscal 
language. 

(7) In response to the statement of Mr. Reeves that “grant funds have been 
used for purposes not even within the general terms found in the projects. In 
some cases approval of these diversions of funds has been given either verbally or 
by letter by TCI technicians,” Mr. Reeves was requested to amplify his statement 
in response to which he cited 37 instances in which deviations have occurred. 
These instances, while regrettable, are not considered to be in excess of the num- 
ber of deviations which normally occur in stateside operations not faced with the 
difficulties inherent in putting on a program in a critical foreign country while 
subjected to ever-increasing pressure. Time has not permitted me to make a full 
investigation of each specific item, but I can assure you that corrective action 
will be taken wherever needed. In this country and in this culture, it can reason- 
ably be expected that in spite of the most rigid fiscal requirements, deviations 
will occur and, while we will need vigilance, complete eradication of all deviations 
eannot be expected. 

(8) The statement, “Local procurement and equipment maintenance originally 
to be performed by the TCI procurement staff has been turned over to a ministry 
by means of a simple memorandum altering the terms of the project to provide 
that Ris 2 million would be granted to the ministry for this purpose, reducing TC! 
participation proportionately,” is fatuous. It was certainly within my power, in 
concurrence with the Acting Minister of Agriculture and the acting director of the 
livestock bongah, to provide that Rls 2 million should be granted to the Ministry 
for the purposes of the program, and I cannot understand how Mr. Reeves can 
seriously object to the country director exercising the powers and responsibilities 
placed on him. 

(9) The attempt by Mr. Reeves to exaggerate the occasion in which the 
Ministry of Health desired to use grant funds to pay the rent on an office building 
is vindictive and pernicious. The first time the Ministry of Health requested per- 
mission to use grant funds to pay the rent on the office building housing the 
malaria-control personnel, this request was flatly refused. On a subsequent 
occasion, the Acting Minister of Health informed me that the malaria-contro! 
personnel were about to be evicted from the building; that they were several 
months in arrears in the payment of rent; and that he did not see how he could 
longer forestall eviction proceedings. I thereupon called a conference of my 
interested staff members, including Mr. Reeves, in which the original request was 
reconsidered. The “sympathy” of the technicians there expressed was entirely 
negligible, and the request of the Acting Minister of Health was not favorably 
considered. 
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(10) In support of his statement, “No positive corrective action has been taken 
when programing personnel have bypassed the Comptroller’s office in proposing 
or executing something which fails to meet minimum accountability standards 
for the use of United States Government funds,” Mr. Reeves cited two meetings 
of the staff personnel last spring; a meeting in my oflice on October 21 (5 weeks 
after the date of his memorandum of September 15); and an excerpt from a 
memorandum under date of June 7, in which he stated, “As you know, program- 
ing and presentation of projects to you for signature always preceded my first 
knowledge of the project until recently.” In the event that Mr. Reeves believed 
that his office was being bypassed in essential matters, the fact that he made 2 oral 
statements more than 6 months ago and indicated in 1 memorandum that he had 
been bypassed ‘“‘until recently” causes me to doubt the sincerity of this state- 
ment, Our operations in Iran have exacted a high degree of assiduity on the part 
of all of my principal staff officers involving daily conferences on matters of 
importance to our program. It is incredible that Mr. Reeves would have nursed 
a belief that he was being bypassed on essential fiscal matters without bringing 
this fact to my attention in a more forceful manner. 

In amplification of the problem of whether grants should be made at the regional 
level or through a central ministry office in Tehran, Mr. Reeves now states that 
this matter is not a matter on which the Comptroller is qualified to make a 
recommendation. I agree with Mr. Reeves in this conclusion, and find that these 
relationships would have to be worked out with the respective ministries on 
an ad hoc basis in light of program objectives and applicable conditions. 

The conclusions and recommendations contained in the latter portion of Mr. 
Reeves’ memorandum of September 15 represent findings which Mr. Reeves, in his 
capacity as Comptroller, is obligated to furnish to his country director, and my 
only objection is that Mr. Reeves saw fit to present these recommendations and 
conclusions to your Office prior to submitting them to me. The receipt of such 
clear and concise conclusions and recommendations would have been welcomed 
by me at any time. Attached hereto is a memorandum prepared by Mr. Reeves 
for my signature defining the purposes of his Washington visit. 

It is my belief now that Mr. Reeves departed for Washington in a confused 
state of mind and that these conclusions and recommendations represent his 
thinking after discussions with your Washington staff. If Mr. Reeves possessed 
these conclusions and recommendations prior to his departure for Washington, 
he was again derelict in his duties in not presenting them to me for review. 

In conclusion, I must find that this entire situation has arisen through the 
ineffectiveness of Mr. Reeves, both in the discharge of his duties to me as Comp- 
troller in my organization and in his relationship with fellow staff officers. I am 
further forced to the conclusion that the transfer of Mr. Reeves from his position 
as Comptroller to another position in this organization is imperative. I will, 
therefore, transfer Mr. Reeves to the position of financial adviser, which carries 
a grade comparable to the grade he now holds. I find that the requirements of 
the position of financial adviser are well in keeping with Mr. Reeves’ experience 
and qualifications, and that he should be able to render valuable assistance to 
this program in the fields of financial management, procurement, industrial rela- 
tions, and foreign exchange transactions. 

Mr. Fried, who has been occupying the post of financial adviser, has been trans- 
ferred to the position of program officer, and Mr. Wickham and Mr. Brewer have 
been assigned to assist him in budgetary and statistical matters. 

It then becomes necessary that I obtain the services of a qualified Comptroller 
at the earliest possible moment, and a requisition will go forward immediately. 
In the interim, I will appoint Mr. Harold Larsen, financial adviser to the Develop- 
ment Bank, to head a committee to set up appropriate accountability procedures. 
Mr. Reeves and Mr. Workinger will also serve on this committee. 

Sincerely yours, 
WILLIAM E. WARNE, 
United States Director of Technical Cooperation for Iran. 
Enclosures : 
Memo, Goulden to Gregory, dated November 6, 1952 
Memo, Jones to Warne, dated November 6, 1952 
Memo, Roskelley to Warne, dated November 4, 1952 
Memo, Turner to Warne, dated November 5, 1952 
Memo, Workinger to Warne, dated November 3, 1952 
Memo, Palmquist to Warne, dated November 6, 1952 
/ Memo, Gregory to Warne, dated November 8, 1952 
Copy to: Ambassador Loy W. Henderson; Cedric Seager. 
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NOVEMBER 6, 1952. 

To: Mr. Clark 8. Gregory, Counselor. 

From: James J. Goulden, Assistant Country Director. 

Subject: Memorandum from Douglas F. Reeves, Comptroller, to William §, 
Warne, United States Director, TCI, dated October 28, 1952. 


Page 3 of memorandum 

The situation necessitating Director Warne’s statement to Mr. Reeves that 
he wanted no more “building of records” must be kept in mind. Mr. Reeves js 
directly responsible to Mr. Warne and Mr. Warne carries final responsibility 
for all TCI in Iran. Mr. Reeves surely knows this. 

Mr. Reeves without any expression to Mr. Warne of the serious and impli- 
cating concern he now asserts, left for Washington without an iota of the grave 
concern now held by him being expressed to his immediate supervisor, Mr. 
Warne. This is inexcusable by any standard of organization conduct except 
where he may have felt he had no alternative choice or choices. But the record 
has always been clear here that Mr. Warne’s door has always been open to 
those who report directly and those who do not have immediate relations with 
him. Why then, should Mr. Reeves have failed in every respect to call his now 
compelling concern to Mr. Warne’s attention? 

But Mr. Reeves, while in Washington, unloaded a burdened mind he had not 
seen fit to unburden to his immediate superior. And, more critical to my sense 
of organization relationships and program analysis, he failed to do so the sec- 
ond time after having written the letter to Mr. Seager containing his views on 
September 15, 1952, which letter contained quite serious allegations. This over- 
sight, intentioned or otherwise, is below reasonable standards of ordinary su- 
perior-subordinate relationships. 

Lastly, and for the third time, on return to Tehran, Mr. Reeves at no time 
implied to Mr. Warne he had unloaded his hitherto unexpressed views in writing 
at Washington; even though at the general TCI staff meeting, and in a subse 
quent meeting with Mr. Evans, Mr. Workinger and myself, he was asked to cover 
the fiscal findings and experience while in Washington. 

Hence, when finally Mr. Seager arrived with Mr. Reeves memo to him, we 
only then understood what caused Washington’s concern in its letter to Mr. 
Warne of September 18. 

At best these actions do not disclose any understanding of organization rela- 
tions; at its worst it endorses the view that he had no clear understanding of 
official relations with his superior or his associates. One of the least of the 
actions he could have taken would have been to provide Mr. Warne a copy of 
the letter to Mr. Seager, or verbally te provide an accounting of these actions 
on return to Teheran, between his arrival and Seager’s disclosure of the letter 
to Mr. Warne. 

Consequently Mr. Reeves must know these serious omissions compelled Mr. 
Warne’s insistence any views he henceforth had which contained judgments, 
made by himself, that had to be expressed in writing over his signature, which 
constituted “building a record” were to stop, and comptroller questions were 
to be first cleared with Mr. Warne. The implication Mr. Reeves makes that he 
was being “muzzled” is without substance. But he was thus required to con- 
form to normal and sound relations with his superior which up to that point be 
had failed to understand or do. 

In view of the foregoing Mr. Reeves was asked that significant questions of 
judgment henceforth be discussed and reviewed with Mr. Warne in lieu of send- 
ing memos direct under his signature without prior discussion with the staff or 
Mr. Warne. The Director could not do otherwise considering the terms in which 
these memos were couched and the nature of unilateral actions taken without 
prior consultation with the Director or his associates. These memos even might 
have been borne, had Mr. Reeves not failed before, during or for several days 
following return from Washington to inform the Director of the kind and con- 
tent of his actions while in Washington and contained in the memo to Mr. 
Seager of September 15. 


Page 16 of memorandum 


Mr. Reeves stated: “Although I had to accept this phraseology, I never col- 
sidered it adequate.” This connotes a further imposition of censorship whic! 
is without foundation. No one is barred or has ever been required to approve 
any action for which the country director must be accountable in the fina! 
analysis. To become signatory to a document which Mr. Reeves later declines 
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to support, without having made a verbal or written objection to the country di- 
rector, does not satisfy my concept of sound subordinate staff work by my defi- 
nition. What standard could the country director otherwise require his staff 
to perform their duties by? The implications that the Director has a practice 
of enforced surnaming of correspondence is at best distasteful and certainly 
not true. 


Pages 29-82 of memorandum 


Here Mr. Reeves makes reference to the lack of fiscal and accounting personnel 
in TCI. The initiative to propose staff necessary to execute the duties of the 
Comptroller’s office lies with the Comptroller, and I cannot see how the Director 
can accept any view in the absence of evidence of initiative by the Comptroller’s 
proposing staff and organization additions or changes, at the Embassy, in his 
office or in the Administration Division. Also, in light of no such recommenda- 
tions being recalled, responsibility cannot be placed other than at the Comp- 
troller’s door. The duties of the Comptroller (a copy of which was reviewed 
with Mr. Reeves shortly after his arrival in Tehran, clearly specify such responsi- 
bilities. There has been no reasonable evidence from the Comptroller’s office of 
his plans or need for personnel. This, it seems to me, indicates an unawareness 
of the scope of responsibility to be performed or of minimum effort to tool his 
and other offices to do the Comptroller, Embassy, and TCI fiscal-accounting work. 
The Director cannot be satisfied with a view from an important post such as the 
Comptroller which, in effect, blythely refrained until September 1952 from advis- 
ing first Washington and then the country director that, because in March, 7 
months previously, a decision by another staff member, is the reason for the staff- 
ing dilemma which now, and for this long period, harrassed the Comptroller’s 
performance of duties. To the contrary, much evidence exists of efforts here, 
other than by the Comptroller, to obtain American personnel with accounting and 
fiscal competency. 

NOVEMBER 6, 1952. 
To: Mr. W. H. Warne, United States Director of Technical Cooperation for Iran. 
From: Mr. C. B, Jones, Chief, Engineering and Construction Division. 
Subject: Data regarding the fiscal administration of projects connected with the 
Engineering and Construction Division as covered by Mr. Reeves’ memo- 
randum of October 28, 1952, to you. 


In support of his view that TCI’s present fiscal procedures and method of 
grant disbursement are inadequate, Mr. Reeves, in this searching analysis, cites 
several score fiscal irregularities, among which over a dozen concern the Engi- 
neering and Construction Divisions. Our division has scrutinized the implica- 
tions and examined the facts to the best of its ability and, on the basis of this 
review, regrets to challenge Mr. Reeves’ data, item by item, as being unfounded 
= at worst, incommensurate in their significance with the task he set before 
iimself. 

His primary targets are the Independent Irrigation Corp. and the Ministry of 
Roads and Transportation, indicating that they do not “yet fully understand 
their obligations to conform to their own Government’s fiscal regulations on the 
use of grant funds ‘but’ until available personnel and time permit and * * * 
examination of their records, such a possibility cannot be documented as an 
official record.” 

In answering the charges, I have assembled the items in question within two 
groups, pertaining to (1) the Ministry of Roads and Transportation and (2) the 
Irrigation Bongah, reference being made to the pertinent pages in Mr. Reeves’ 
memorandum. 

THE MINISTRY OF ROADS 


All items hereunder deal with the four road construction projects covered by 
project agreement No. 29. 

(a) Page 8, c.—Reference is made to the disbursement of R1ls5,000,000 for the 
Azna-Esfahan highway and that, between September 18 and October 13, “6 
Separate checks aggregating Rls4,870,958.2 were given to 4 different contractors 
a8 payment on this road.” Further, it is stated that, according to Mr. Beall, “A 
representative of that division recently inspected the road (and) found no evi- 
(dence of any project work having been performed.” The conclusion is drawn 
that payment of outstanding accounts was made to the contractors, “since ‘ad- 
vances’ would normally not be in such odd or detailed amounts.” 

Contracts on this highway were let jointly by the plan organization and the 
Ministry to 5 different contractors in 1951, and construction only came to a 
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standstill owing to a lack of funds. However, when the Ministry was certain 
that TCI funds would be available, orders were issued to recommence work on 
August 21. The monthly statements submitted by the contractors begin as 
of this date, and their “odd” and “detailed” figures are an inherent feature of 
the type of contracts let by the Ministry of Roads, based on the contractor’s 
discount on unit items whether these be excavation or asphalting. The only 
old accounts extent, namely, a sum of about Rls1,160,000, is chargeable to 
the plan organization and not the Ministry of Roads, the recipient of our 
grants. 

The only statement Mr. Beall has made as regards this project is to be 
found in his field trip report of September 9. The pertinent paragraph is 
quoted : 

‘“* * * about 400 persons are now working on this road * * * and I estimate 
that it will not even be completed during the 1953 construction season unless 
immediate and urgent steps are taken to push this job to completion. Today, 
September 7, a memo was sent to Mr. Reeves, Comptroller, requesting that 
Rls5,000,000 be made available to the Ministry of Roads for this project.” 

Mr. Beall, by the way, is referring to the portion between Azna and Damaneh, 
a stretch covered by only 1 of the 5 contracts. 

“However,” Mr. Reeves concludes the paragraph, “pending receipt of a written 
statement from the Engineering and Construction Division * * * I can only 
submit evidence to the extent shown above.” 

(b) Page2?, (23) and page 31, ¢ (5) and c (6).—In the 8 separate para- 
graphs listed, references are made to (1) purchases by the Ministry of office 
equipment, evidently including furniture and rugs, and 5 automobiles, (2) 2 
“advances” of Rls1,000,000 each made to a contractor; and (8) a case in which 
a large percentage of unspent funds remain in the bank 2 months subsequent to 
receipt of said funds. 

The facts are: (1) The Division never received statements to the effect that 
the Ministry had used TCI funds for the purchase of office equipment, furniture, 
or rugs. All decisions on this matter were made by the Comptroller. However, 
reluctantly, the purchase of the automobiles in question was approved by 
Mngineering and Construction Division. For, it must be borne in mind that the 
Ministry simply did not have the funds to make such procurements inde- 
pendently. Indeed, it will be remembered that not long ago Dr. Mossadegh’s 
economy measures included the sale of the bulk of Ministry vehicles. Finally, 
it is palpably evident that, for the implementation of the Ministry’s supervisory 
services, such vehicles are absolutely mandatory. 

(2) Here the Ministry did not formally submit a statement for our approval 
but merely indicated the course of action. As a result of the initial inavaila- 
bility of necessary materials, construction of this project has been somewhat 
retarded, but actual monthly statements will shortly be transmitted for TCI 
approval. 

Once more the inference drawn here is that “advances” is a prevarication and 
should read “back payments.” However, as in the case of the Azna-PEsfahan 
project above, we can only reiterate that in this case, too, the former contract 
was jointly let by the Ministry and the Plan Organization and that the Ministry 
owed no outstanding amounts on that contract. 

(3) Mr. Reeves is critical of Rls4,300,000 remaining in the Ministry’s bank 
account out of a total of Rls5,000,000 paid out for the Teheran-Robat Karim-Ali 
Shah Avaz road. In2 months, it is indicated, much more should have been spent 

May I point out in this connection that this project is not only financed by TCI 
but is also largely our own idea. Since the end of August, in addition to prepar- 
ing the contract and specifications, the Ministry also recruited a field team to 
make the required preliminary surveys. Letting contracts and executing road 
work takes a bit of time. 


THE IRREGATION BONGATL 


(a) Page 8, e-—With reference to project agreements Nos. 13, 14, and 21, Mr. 
Reeves states that 3 checks of Rls2,000,000 or more each were given to the Bongal 
on July 2 and 2 other of Rls2,000,000 each on September 2. He adds that the 
Bongah made virtually immediate payments of identically the same amounts to 
the respective contractors and strongly suggests again that these funds were 
“applied to outstanding amounts owed on contracts.” 

In answer to this I call your attention to the fact that work on these projects 
was partially underway when the project agreements in question were beidé 
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negotiated. When the latter were formally signed, the Irrigation Bongah issued 
orders for the full resumption of work on the respective contracts, since it was 
taken for granted that the first installment of funds would be made available 
on June 30 as stipulated in these agreements. Progress reports were submitted 
to TCI for the payments Mr. Reeves alludes to and were found to be entirely in 
order. 

(b) Page 24, (17).—Reference is once more made to the purchase of pas- 
senger-carrying vehicles, in this case under project agreement No. 23. Here, 
too, I refer you to the statements above, covering such purchases on the part of 
the Ministry of Roads. To properly inspect, direct and control work at distant 
points requires transportation. 

(c) Page 26, (22).—This item indicates that funds had not been made available 
under project agreement No. 28 but that the Bongah records disclosed an ex- 
penditure of 13,450 transferred from the grants of other projects. 

To this, the Irrigation Bongah pleaded guilty and vowed prompt restitution. 
It appears that the Bongah requested $50,000 and Ris2,000,000 under said project 
agreement on August 14; and, having received the foreign exchange, assumed 
that the rial funds would also be imminently transferred. They consequently 
used the small sum in question from the idle funds (see below) of project agree- 
ment No. 23 for an imperative inspection job of the ghanats under project agree- 
ment No. 28. 

(d) Pages 30 and 81, c (2), e (8), and c (4).—In these paragraphs Mr. Reeves 
is again anxious about the Irrigation Bongah’s inability to spend its TCI funds 
with more celerity. 

The facts are that: (2) The 98,400 in question were provided to the Irrigation 
Bongah for “per diem” and travel expenses in the supervision of the deep-well 
program under the Richards contract as covered by project agreement No. 27. It 
is contracted that upon the termination of the contract, now scheduled for com- 
pletion December 1, 1952, accounts will be made and all unspent funds returned 
to TCI. Let us hope, therefore, that the Bongah will continue its policy of 
frugality. 

(3) Of the R1s1,500,000 paid under project agreement No. 23 almost all of it 
reains idle because of a postponement in the date for the soliciting of bids in 
order to attract the participation of foreign firms and, if possible, to include the 
30 wells under the 1953 program. 

(4) The Rls2,000,000 provided on project agreement No. 25 on September 2 
have remained unspent as a result of the complications arising from the trans- 
ference of the Karkheh Dam contract from the former contractor to the National 
Oil Co. Funds were requested in August because a speedy transference was 
contemplated. Since then, however, several unfortunate preccadillos on the 
part of the late contractor (such as embezzlement, etc.) have come to light, and 
the resulting jailing of the gentlemen together with initiating the oil company 
into the project have proved rather cumbersome and slow. 

(e) Pages 31 and 32, e (7) and e (8).—In these paragraphs Mr. Reeves men- 
tions the “nonutilization” of dollar grants, stating that of $1,290,616 paid out 
by August 11, only $96,000 had been used. 

An investigation of the facts together with an appreciation of the contracts 
being solicited by the relevent operating agencies will very easily clarify the 
issue, 

The $500,000 given to the Teheran Water Supply Organization remained un- 

touched owing to a change in the management of this department which required 
several months to become consummated. Therefore, the formal signing of the 
necessary contract with the French firm of Degremont was delayed by a similar 
period. The contract for the treatment plant was finally firmed up in October. 
The others, covering pumps, power units, and steel, are ready for activation. 
_ Sixty-two thousand dollars paid out for the Kuhrang Tunnel project are sim- 
ilarly intact as a result of the inavailability of cement from foreign markets. 
The Irrigation Bongah has now requested TCI to change this sum into rials for 
local procurements of cement. 

But there is essentially no necessity for an itemized accounting of the unused 
dollar grants. Your attention need only be called to the fact that foreign ex- 
change must be in hand before firm contract commitments for offshore procure- 
ment can be undertaken. In accordance with TCI’s rule, such purchases may 
only be effected on a competitive basis, and it is hence palpably evident that 
litial progress may appear nonexistent if measured on the basis of expenditures. 
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CONCLUSION 


This memorandum is not necessarily in defense of the accounting methods of 
the operating agencies in question. It is not irrelevant, however, to suggest 
greater circumspection and understanding in judging these agencies when com- 
pared with a rigidly western standard of airtight fiscal accountability. Above 
all, surely this plethora of conjectures and inferences heralding a succession of 
qualifying conjunctions and conveying to the reader the impression of a charac- 
ter analysis based on a palmist’s promulgations can henceforth be deleted from 


TCI prose. 





NOVEMBER 4, 1952. 


To: Mr. W. E. Warne, United States Director of Technical Cooperation for [ran, 
From: Dr. R. W. Roskelley, Chief, Agriculture Division. 
Subject: Mr. Reeves’ “Reply (of October 28, 1952) to Your Memorandum ot 

October 11, 1952.” 

In accordance with your request conveyed to me by Mr. Gregory, there are 
set forth herein my comments and statements regarding matters involving me 
which are contained in Mr. Reeves’ memorandum to you of October 28, 1952. 

In those cases where Mr. Workinger was involved in the matters in question 
and where he was familiar with the situation, he has joined me in the statements 
herein as indicated. 

Mr. Reeves appears to have been desirous of making a case in his memorandum 
to you of October 28 that financial and other accountability obligations involved 
in carrying out the TCI program were more often than not subordinated to 
expediencies and even what he apparently seems to consider whims. I have 
never felt this to be the case either in the operations with which I have been 
concerned or with others I have observed. It might be helpful for you to know 
that my Iranian counterpart, Mr. Samii, has reported to me that personnel from 
the Ministry of Agriculture and other agencies with whom we have been engage 
in cooperative agricultural projects have advised him that in their opinion Tul 
operates as a very strict guardian of the funds it has made available for the 
cooperative agriculture program and have implied that we may have been un- 
necessarily strict in this respect. 

I would admit without hesitation that we have made some mistakes because 
of our newness and the newness of the program and the absence of the kind of 
guidelines we are now in a position to develop out of our best experience. To 
admit this does in no sense imply that there has been a misuse of funds nor any 
malicious intention to do so, as appears to be the viewpoint of Mr. Reeves. 

I sincerely think it is regrettable that the situation has gone as far as it has. 
On the other hand, since so-called skeletons have been dragged out of the closet, 
I would like to express my opinion that in my best judgment, Mr. Reeves has 
continually and consistently prohibited effective program development and in 
the few cases where he has offered suggestions for solutions to the problem 
rather than outright blockades, I have found his suggestions quite at variance 
with my understanding of the basic purposes and intent of the TCI program. 
The last instance of such a case involved the Karaj Agriculture College, where 
he insisted that the problem be solved through individual contracts with the 
individual professors. It was of such concern to me that I took it upon myself 
to refer the matter to you for your consideration. This resulted in a reversal 
of the policy and procedures that Reeves proposed. 

Everything considered, the personnel in the Agriculture Division feel good 
about the program ; we feel that there have been significant strides and accom- 
plishments, and that in the coming year. we will be able to work more effectively 
with ministry personnel than we have been in the past year, and move forward 
in achieving the objectives for which point 4 is striving in this country. 

There are set forth below references to provisions of Mr. Reeves’ memorandum 
of October 28 involving me or my functional responsibilities together with my 
comments and statements, in some of which I have been joined by Mr. Workinger. 
as above stated: 

Reference: Paragraph 2, page 1.—‘** * * In the majority of cases, these reports 
(from ministries) on the use of funds were addressed to TCI, referred to 
translation, then to the Technical Division concerned and finally to my 
office. * * *” 

The facts (Roskelley).—According to my best recollection, I never received 
accounts of expenditures of funds reported by Mr. Reeves. I have consistently 
insisted with ministry personnel that accounting procedures and activities s! 
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be carried out according to the instructions of Mr. Reeves and that the min- 
istries receiving grants were responsible to him for the accountings of money 
received and were to send reports directly to him. Further, Mr. Reeves has 
never supplied me, in written form, with any information about expenditures 
of money or accounting problems with any of the ministries, but he has dis- 
cussed some of these matters with me. 

Reference: Paragraph d., page 4.—‘As recently as October 2 a memorandum 
addressed to the regional director at Isfahan and a telegram addressed to the 
regional director at Tabriz reached me for surnaming, each authorizing the 
respective regional offices to proceed with the seed distribution and exchange 
program. As I recall these had both been surnamed by Ralph Workinger before 
they reached me and yet when I made an analysis of the project, it became 
clearly evident that the proposed operation was far in excess of that authorized 
in the project description originally signed by you. Upon reconsideration, 
project revisions were executed, but not before the work was well underway.” 

The facts (Roskelley and Workinger).—Six weeks before fall plantings of 
wheat under RIP Subproject A&, it became eivdent from the demands in the 
field that the money allocated to the project was not sufficient to carry out 
the program on the scope that was needed. The subject was discussed on 
various occasions with personnel from the Ministry of Agriculture and as early 
as September 20, it was mutually agreed, if necessary, we should increase the 
amount of money allocated to the project. Some of the other projects were not 
proceeding as had been expected for various reasons. Fiscal year 1953 money 
was not yet available, and it was mutually agreed by personnel from the Min- 
istry of Agriculture and the agricultural personnel from point 4 that additional 
available money should be shifted to the project from other projects. After this 
agreement was reached with the ministry personnel, Mr. Reeves was called to 
the office of Mr. Workinger to discuss the mechanism by which this would be 
accomplished. He agreed that it would be necessary to amend the project to 
provide for additional funds and he also agreed, in view of the emergency, to 
instructions being released to the regional offices, pending formal revision of 
the project in question. The telegrams in question were pursuant to the under- 
standing arrived at with Mr. Reeves. The appropriate revisions of the projects 
involved were formally effected on October 11, 1952 (date of revision of AS). 

Reference: Item 2, page 6.—‘I quote from my memorandum of August 12 to 
Dr. Roskelley: ‘At the time each check was delivered to the Ministry of Agri- 
culture the responsible official receiving the check signed a statement, which we 
have on file, assuring TCI that detailed reports would be submitted to the 
Director of TCI showing the exact use of the funds received and any remaining 
unexpended balances. To my surprise, however. when members of my staff con- 
tacted ministry officials with regard to receiving such reports, they have been 
informed by the ministry officials that TCI Agriculture Division officials had 
told them that they did not need to submit a report on the use of the funds, and 
that no fiscal accountability is attached to receipt of the grants.’ You no doubt 
saw this memorandum in the reading file.” 

The facts (Roskelley, Stewart, Milligan, Stephanides et al.) —We have con- 
sistently and regularly taken the position and advised personnel in the ministries 
involved that they were to be responsible for accountings of funds received and 
that accountings were to be made to the Office of the Comptroller, Mr. Reeves, in 


» 2 form that he would set down for them. Frequently complaints have been made 
; by them that he did not give them specific instructions and there have been many 


misunderstandings of his oral instructions. 
Dr. Stewart categorically denies the statement attributed to him in subpara- 


graph a, item 2, page 6. 


With reference to Mr. Reeves’ statement in paragraph b, item 2, page 7, in a 
meeting held in Dr. Roskelley’s office, attended by Dean Atai, Mr. Sai, and Mr. 
Samiy, assistant to Dr. Roskelley, the question of accountings for funds was 
(liscussed, soon after the college project was signed. At this meeting, Dr. Ros- 
kelley outlined to Dean Atai and Mr. Sai the responsibilities of the college to 
account for funds received and stated that the nature of the accountings expected 
must be worked out with Mr. Reeves. Pursuant thereto, Dr. Roskelley called Mr. 
Reeves on the telephone and made an appointment for Dean Atai and Mr. Sai 
to meet with Mr. Reeves to discuss the question of accountability of funds. 
Dean Atai and Mr. Sai left Dr. Roskelley’s oftice for Mr. Reeves’ office, discussed 
the question of kinds of accounting required and returned to Dr. Roskelley’s 


office and reported the details of kinds of accounting that had been worked out 
With M Rs Reeves. 
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Reference: paragraph 2, page 9.—“I also spoke to Dr. Roskelley, Chief of your 
Agriculture Division, recommending a greater degree of definition of grant uses 
in projects and to adherence to projects once written. He stated that it would 
interfere with his work since he needed sufficient leeway to make determinations 
as the work progressed. This attitude is evidenced by his complaint to you jy 
the first paragraph of his memorandum of July 1 and by the request in the fourth 
paragraph that you authorize me to make a 1 million rial payment not author. 
ized in the project. Mr. Workinger’s viewpoint on this subject is exemplified 
by his participation in this to the extent of actually writing on July 7 (for Dr. 
Roskelley’s signature) a longer and more detailed memorandum to you embody- 
ing the same recommendation.” : 

The facts (Roskelley and Workinger).—The reference paragraph primarily 
concerns RIP subproject A2. There has always been specific understandings 
between the TCI Agriculture Division and the Ministry of Agriculture and 
other cooperating agencies regarding the uses of grant funds provided for by 
these projects. However, it has not been our understanding that the details 
of these specified uses had to be provided to any other staff office, including the 
Comptroller’s office, and on no occasion when the Comptroller has been requested 
to issue grants authorized by approved projects has he requested that additional 
details regarding grant uses be provided him. 

“Adherence to projects when written” is, of course, elementary. The question 
of whether or not a proposed activity conforms to the provisions of an approved 
project is, of course, not always simple and turns in many cases, upon the intent 
of the parties to the project agreement as to what the project provides, lega 
interpretations, as well as fiscal interpretations. Accordingly, we have always 
proceeded under the impression that it was part of the Comptroller’s job to review 
and advise on proposed activities as to whether or not they were authorized by 
the approved project but that, in cases of doubt, the devision was ultimately 
that of the country director and the minister involved. 

It is true that I have been and am of the opinion that projects should be so 
written as to provide “sufficient leeway to make determinations as the work 
progresses,” that is to say, determinations as to courses of action and methods 
within the general framework and intent of the project as interpreted jointly 
by the parties thereto. 

Mr. Workinger hereby acknowledges to be of the same viewpoint. It is perti- 
nent to the specific action in question regarding RIP subproject A2 that an 
emergency situation existed in instituting the veterinary program activities at 
the time in question, that the Ministry and TCI were in full agreement as to that 
program activity under RIP subproject A2, that the parties were in full agree- 
ment that the program activity should be instituted immediately, and that the 
formal documentation of their agreement should be promptly incorporated in a 
formal amendment to RIP subproject A2. The memorandum to you of July 7 
to which Mr. Reeves referred, indicated this agreement with the Ministry and 
further indicated that your approval for immediate action was desired “pending 
revision of the project.” 

Reference: Last paragraph, page 18.—“In addition RIP subproject TJC-1-E1 
states that supplemental salary payments from TCI funds will be made to Iranian 
teachers cooperating with TCI on that project. The old TCI project No. TA-1 
signed by you on April 17 also stated that grant funds would be used for payment 
of supplemental salary allowances to faculty members of a Government-financed 
college. When this project was later rewritten as project agreement No. 9, this 
terminology was amplified as foliows: ‘for supplemental allowances to faculty 
members of Karaj Agriculture College who assume greater responsibilities by 
virtue of this cooperative project.’ Although formal approval has not yet been 
given to the college for making these supplemental salary payments, the chief 
accountant at the college reported to a member of my staff a few days 420 
that a total of Rls49,000 had already been paid out for this purpose but until 
we can make a complete audit of the college records this cannot be determined 
with certainty. As you are probably aware, there is also under development at 
this a proposal for placing these faculty members on a contractual service basis 
with TCI in lieu of paying the supplemental salaries originally spelled out 12 
the project.” 

The facts (Roskelley and Workinger) —As Mr. Reeves points out, project agret 
ment No. 9 specifically provides for the use of grant funds to pay “supplemental 
allowances to faculty members of Karaj Agriculture College who assume greale! 
responsibilities under this contract.” Assuming that Mr. Reeves is correct and 
that the college has used R1s49,000 of its grant funds for this purpose, I do n° 
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understand what question is involved inasmuch as I know of no requirement that 
any formal approval be obtained in addition to that provided in the project 
agreement itself. 

Reference: Paragraph 1, page 14.—“Memoranda in the TCI files disclose also 
that the livestock bongah, certain Agriculture engineers in the Ministry of Agri- 
culture, and the accounting staff in the Ministry of Agriculture have all requested 
that they receive supplemental salary payments from TCI funds because of their 
additional responsibilities or overtime work resulting from cooperating with us 
on joint projects. A memorandum from the Ministry of Agriculture addressed 
to Dr. Stewart, of the Agriculture Division, indicates that Dr. Stewart had 
apparently given verbal approval to the principle of these supplemental payments 
to agriculture engineers. These particular requests appear to have stemmed 
primarily from knowledge that supplemental salary payments were being paid 
to other Iranian Government employees working on other projects.” 

The facts (Roskelley and Stewart) .—It has always been our understanding that 
the payment of supplemental salaries out of grant funds to ministry employees 
was not TCI policy but that exceptions would be considered where the circum- 
stances warranted and justified it. The fact that some Ministry of Agricul- 
ture official or employee may have construed verbal remarks of Dr. Stewart to 
the contrary is one of those situations which occur frequently due to language 
problems and other mental processes. Of course, the statement of TCI policy 
is fully set forth in the country Director’s August letter to the Minister of Agri- 
culture. Mr. Reeves’ exceptions in this paragraph, as in most other paragraphs 
in his memorandum to you of October 28, are not clear and are confusing, to say 
the least. 

Reference: Item 3, page 21.—“In a memo to Dr. Roskelley dated June 8, I refer 
to a letter drafted by him on June 3 and signed by you, recommending to the 
Ministry of Agriculture that TCI funds granted to them under RIP subproject 
TJC-1-A8 be used to send an Iranian Government official to an FAO conference 
in Rome. This did not appear to be within the project which granted TCI 
funds to the Ministry only for— 

“(a) ‘Financing of personnel and services required for the planting, growing, 
harvesting, cleaning, and distribution of experimental grain crops.’ 

“(b) ‘Operation of demonstration plots,’ and 

“(e) ‘Operation of seed-cleaning facilities.’ 

“In my memorandum of June 8, which I presumed you saw in the Reading 
file, I consequently protested against the varying interpretations and lack of 
significance which are at times attached to the terminology of project descrip- 
tions by the very technicians who originally drew them up. The trip was made 
however.” 

The facts (Roskelley).—It has always been my understanding that all of our 
projects inherently provide for technical training of Iranian officials and tech- 
nicians and that fact that this may not be spelled out in specific terms does not 
in any way detract from the fact that this is the primary objective of all of our 
undertakings. This is confirmed by numerous agreements reached with minis- 
try officials in interpretations of our project provisions, and it is my understand- 
ing that with respect to any contractual agreement the basic intent of the parties 
thereto governs interpretations unless the language specifically provides 
otherwise, 

In this case, I was in agreement with the Ministry of Agriculture of the advis- 
ability and importance to our joint program of having a key Iranian agricul- 
tural official attend the subject FAO conference in Turkey (not Rome as stated 
by Mr. Reeves) where his technical training would be advanced in accordance 
with our cooperative program purposes to aid the Iranian Government in its 
proper role in the cereal program of the Middle East. 

Mr. Reeves refers to his memorandum of June 8 to me in this connection. As 
the decision was the country director’s, it seems to me inappropriate that Mr. 
Reeves should have written in critical vein to me rather than to the country 
Director. 

Reference: Item 6, page 22.—“As part of item 15 I refer you to my comments 
under your item No. 16 concerning RIP subproject TJC-1-A2. That case well 
illustrated the concerted type of effort which has at times been applied to push 
proposals through or over the Comptroller when they were not in conformity 
With the projects.” 

and 
_ Reference: Item 16, page 24.—“Another instance of using TCI grant funds for 
international travel not provided in existing project agreements or documenta- 
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tion appears in a series of letters regarding RIP subproject TJC-—1—AS beginning 
with one from the Minister of Agriculture wherein he says, ‘Therefore, according 
to the agreement made on Thursday, September 11, 1952, about the payment of 
travel expenses of these representatives to Kutak, I beg you to confirm it jp 
writing, that the amount of Rls30,000 from the cereal improvement project check 
No. 38378 of June 15, 1952, be put at their disposal.’ On September 17, Dr. Ros. 
kelley prepared an affirmative reply for your signature, but before being pre. 
sented to you it was rewritten by Mr. Workinger with a clearer statement that 
the travel was specifically authorized out of fiscal year 1952 funds granted under 
this project. I then wrote you on September 22 pointing out my reasons for not 
surnaming the letter. I understand the men have left on the trip and the money 
has been so applied, but to my knowledge the Minister has so far had only a verbal 
approval from your Agriculture Division and no revision of the project has yet 
been submitted to me for concurrence although I discussed the matter with Mr, 
Workinger on or about September 28.” 

The facts (Roskelley and Workinger).—Inasmuch as the country Director had 
approved on June 3, 1952, pursuant to our recommendations that in appropriate 
cases approval projects could be construed to permit the use of great funds 
to finance attendance at international technical training conferences, there ap- 
peared to be no occasion for seeking the Comptroller’s concurrence. 

Reference: Item 9, page 22.—On July 21, 1952, the Chief of your Agricultural 
Division submitted to the fiscal office a request for reimbursement for the cost of 
preparing and serving food to a group he had taken out to inspect some of his 
projects. In his memorandum he suggested that the charge be made against RIP 
subproject TJC—1—Ai3, which is for improvement of farm Irrigation Systems and 
Practices. This was of course disallowed but once again illustrates the loose 
concept of project meaning.” 

The facts (Roskelley).—The facts are as stated by Mr. Reeves. My proposal 
was in accordance with general requests from Mr. Reeves that all of our legiti- 
mate expenditures be charges against specific projects. Not being an accountant, 
I was not aware that it would be more appropriate for this expenditure to be 
charged against representation funds, and, of course, I was please to be so 
informed. I must say, however, that this is another example of where a proposal 
in effect for guidance has met with insinuations and inferences from the Comp- 
troller that his concurrence in deliberate malpractice was being sought. 

Reference: Item 10, page 23.—‘Rial funds granted to the Karaj Agricultural 
College under project agreement No.. 9 are stated to be ‘for assisting in the reno- 
vation and expansion of buildings and establishing research facilities * * *. 
Out of the funds granted for these purposes the college used Rls210,000 to pur- 
chase an automobile, claiming it to be an essential element of ‘research facilities.’ 
Dr. Roskelley confirms that he gave his approval for this purchase.” 

The facts (Roskelley) —The facts are as stated by Mr. Reeves. I have not been 
advised by Mr. Reeves that this expenditure has been disallowed by him or dis- 
approved by the country Director ; and if I were so advised that such action was 
pending, I would recommend to the country Director that the automobile pur- 
chase by joint funds be allowed. 

It is inconceivable to me that the provision of project agreement No. 9 for 
“establishing research facilities” should necessarily have to be so narrow as to 
authorize only such items as “research facilities” that the Comptroller considers 
as coming within the terms. When this project was prepared and negotiated, 
it was the intent of all concerned that with the guidance and supervision of TCI, 
the funds available would be used for the establishment of essential research 
facilities and it must be recognized that such facilities involve agricultural areas 
at a considerable distance from the college headquarters at Karaj. To establish 
and supervise the facilities so established at the outlying areas, it is, of course, 
essential that the dean of the college and his staff have means of carrying out 
their responsibilities in our cooperative undertaking in this respect. It is a 
fact, in my judgment, that the provision of transportation is an essential ele 
ment of carrying out these responsibilities with respect to the establishment and 
operation of research facilities. 

Reference: Item 12, page 23.—“Although RIP subproject TJC-1-A3, A7, and 
A9 contained no provision for payment of supplemental salaries, the following 
is from an informal letter from the Minister of Agriculture to the ‘Head of Plant 
Science Section, Point 4,’ ‘Reference to oral discussion, you had agreed to pay 
some suitable allowance to the personnel, which are working on sugar beet, 
cereals, and cotton experiments * * *. Therefore, I ordered the concerned allow- 
ances orders to be issued. The total payroll will be about 35,000 rials monthly. 
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This proposal has not, to my knowledge, actually been implemented yet, however.” 

The facts.—This refers to the same subject matter as set forth in the first para- 
graph on page 14 of Mr. Reeves’ memorandum to you of October 28 which we 
have already answered. The facts are set forth following this reference para- 
graph. (See pp. 5 and 6, this memorandum.) 

Reference: Item 16, page 24.—“Another instance of using TCI grant funds for 
international travel not provided in existing project agreements or documentation 
appears in a series of letters regarding RIP subproject TJC—1-48 beginning with 
one from the Minister of Agriculture wherein he says, ‘Therefore, according to 
the agreement made on Thursday, September 11, 1952, about the payment of 
travel expenses of these representatives to Kutak, I beg you to confirm it in 
writing, that the amount of Rls30,000 from the cereal improvement project check 
No. 38378 of June 15, 1952, be put at their disposal.’ On September 17, Dr. 
Roskelley prepared an affirmative reply for your signature, but before being 
presented to you it was rewritten by Mr. Workinger with a clearer statement that 
the travel was specifically authorized out of fiscal year 1952 funds granted under 
this project. I then wrote you on September 22 pointing out my reasons for not 
surnaming the letter. I understand the men have left on the trip and the money 
has been so applied, but to my knowledge the Minister has so far had only a 
verbal approval from your Agriculture Division and no revision of the project 
has yet been submitted to me for concurrence, although I discussed the matter 
with Mr. Workinger on or about September 28.” 

See “The facts” above under “Reference: Item 3, page 21” (p. 6 this memo- 
randum). 

Reference: Item 10, page 25.—“As reported under item 8 above, the chief 
accountant of the Karaj Agriculture College recently stated to me in my office 
that he had, under instructions from Dean Atai, paid out approximately 
Rls49,000 for supplemental salaries to faculty members.” 

See “The facts” above under “Reference: Last paragraph, page 13” (p. 5 this 
memorandum ). 

Reference: Item 16, page 27.—“RIP subproject TJC—1—A2, originally signed by 
you on March 6, 1952, provided among other things for ‘combating diseases 
among livestock by improving the local veterination service.’ As the project was 
originally written and approved by you, this portion of the project was to be per- 
formed by TCI and the Joint Commission. However, on June 29, Dr. Roskelley 
wrote me a memo which said in its entirety, ‘Will you please issue a check to the 
Ministry of Agriculture in the amount of Rlsl million and charge the same to 
SJC-1-A2 revised.’ The next day I replied to Dr. Roskelley calling his attention 
to the fact that the only subgrants provided under the project were to be made 
to the livestock bongah and that of the Rls2,050,000 granted to the livestock 
bongah, only Rls146,199.95 had actually been accounted for as vouchered expendi- 
tures. Under these circumstances, I point out, I felt we could not make an 
additional grant under the project at that time. On the same day, Dr. Roskelley 
addressed a memorandum to you in which he remarked, ‘We are encountering 
many difficulties in trying to execute our agriculture (program) within the word- 
ing of the framework of the project statements which were formally signed and 
agreed upon’ and went on to say, ‘Mr. Reeves has refused to issue payment on 
checks to anyone other than the livestock bongah. Will you please authorize 
the issuance of check for Rls1 million to the Ministry of Agriculture * * *.’ 

“This matter was apparently referred to by you to Mr. Workinger for on July 7 
he wrote a memorandum addressed to you but prepared for Dr. Roskelley’s 
Signature stating, ‘* * * it is recommended that you authorize a subgrant from 
the Joint Commission to the Ministry of Agriculture of Rls2 million to assist 
the Ministry in financing a veterinary program throughout August 52.’ After 
having Dr. Roskelley sign this memo to you, Mr. Workinger then placed his own 
Signature on the memo under the wording ‘Recommended,’ and on that same date 
presented it to you and apparently obtained your signature. The original project 
description clearly provided that the veterinary work would be conducted by the 
'CT technicians working with the Iranian-United States Joint Commission for 
Rural Improvement. The immediate effect of the memorandum which you ap- 
proved on July 7 was to transfer the handling of Rls2 million from TCI control 
to the Ministry of Agriculture operations and included the purchase of camping 
equipment, tires, repairs, and maintenance of cars, as well as related and rather 
extensive personnel operations. 

“At that time I pointed out to Mr. Workinger that an internal TCI memorandum 
even though signed by the country director still constituted only unilateral action 
if in any way purporting to effect changes or modifications in an original docu- 
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ment which had been signed not only by the country director but also by the 
director of the livestock bongah and the Minister of Agriculture. I confirmed 
this point of view to Mr. Roskelley in writing on July 10 in a memorandum in 
which I said ‘as soon as we have their written concurrence to such a major devia- 
tion from the fund utilization prescribed in the project document, we can undoubt- 
edly proceed with the subgrant which you requested and which Mr. Warne 
approved for TCI.’ ” 

See The Facts above under Reference: Paragraph 2, page 9 (p. 4 this memo- 
randum). 

With reference to Mr. Reeves’ statement that the country director’s approval 
constituted “only unilateral action,” this is far from being the truth. The activi- 
ties involved were developed in conjunction with appropriate Ministry of Agri- 
culture officials who were in full agreement as to the course of action recommended 
to and approved by the country director; and as aforestated, the appropriate 
parties to the contract were in full agreement that emergency action Was necessary 
“pending formal revision of the project’ to confirm the action. The country 
director will recall, and so should Mr. Reeves by reference to the files, that the 
recommendation of July 7 to the country director contained the signature con- 
currence of the Acting Minister of Agriculture and the acting director of the 
livestock bongah. 

Reference: Item e (1), page 30.—‘‘The existence and effect of technicians’ 
requests for large payments of grants prior to actual need by the grantees was 
reported to you in one of your regular staff meetings, at which time I cited the 
case of the request of Dean Atai of the Karaj Agriculture College for approxi- 
mately Risl million to cover 1 month’s requirements of the college. You will 
recall I also related how Dean Atai went to Dr. Roskelley’s office for about an 
hour and then revised his request upward to R1ls5,625,000. This was then for- 
mally passed on to me by Dr. Roskelley on June 18 with the request that I make 
the full amount available to the college. As I continued in my report in the staff 
meeting Rls5 million were accordingly paid in the latter part of June but that 
almost 2 month later the major part of the grant paid remained in the college 
bank account unspent although all TCI records and reports continue to report 
this Rls5 million as progress under this project.” 

The facts (Roskelley and Workinger).—lIt has always been our understanding 
of TCI policy that TCI grants to ministries were to be made on a quarterly 
requirement basis. All TCI projects so provide, and it was never our under- 
standing that grant funds would be made available only on a day-to-day or month- 
to-month basis for payments immediately due. 

We continue to concur that grants be made on a quarterly basis in order that 
the receiving agency may operate efficiently and expeditiously. This raises a 
question regarding problems repeatedly created by Mr. Reeves in questioning 
when and under what conditions grants should be made available as provided 
by approved projects. It has been our understanding that this responsibility is 
primarily vested in the Chief of the TCI Technical Division, but Mr. Reeves has 
consistently injected his judgment as to whether a requested grant was necessary 
at the time or whether it was desirable to proceed with the use of the proposed 
grant as outlined to him. As a result of the Comptroller’s actions in these cases, 
many program activities have been seriously delayed while he was making up 
his mind as to whether the requested grant, as approved by the Technical Division 
and the country director, was actually needed and whether the proposed grant 
was desirable. This has been particularly true in the case of the college project. 


NOVEMBER 5, 1952. 
To: Mr. William E. Warne, Director. 
From: Prof. Hoyt J. B. Turner, Chief, Education Division (signed H. T.). 
Subject: Answer to questions on irregularities. 

This memo proposes to answer the questions regarding the points questioned 
by Mr. Reeves in a report to you. 

In item No. 15, Mr. Reeves stated that Rls150,000 were requested and approved 
for the Caspian region and charged to subproject No. TJC-1—E10. I approved 
this Rls150,000 because of the need to finish the project E5, which was the summer 
course conducted in the Caspian region. Since this memo was written, R1s500,000 
have been officially approved and transferred fr6ém TJC-—1-E10 to TJC-1-P5 
This change was necessary because we did not have any specialists in textbook 
preparation, and there was a need for additional funds in E5. 





Ite 
whic 

Ite 
schor 
has | 
Educ 
tiond 
state 
fund 
there 
Shir: 


To: 
Fron 
Subj 


M1 
2S to 
that 
wast 
unw: 
from 
what 
quali 

[ ¢ 
Dire 
comy 
prov 
that 
offici 
offici 

Be 
tober 
it is 
perti 
expe 
Reey 
firme 


Re 
be d 
resyx 
rante 
was 
prom 
resp 
form 
ance, 
preps 

Th 
verb: 
adeq 
and ' 
occas 
tions 
admi 
to m¢ 
with 

In 
the 1 


UNITED STATES AID OPERATIONS IN IRAN 189 


Item No. 18 was taken eare of in an amendment to TJC-1-E5 and TJC-1-E10, 
which has been recently approved. 

Item No. 20, TJC-1—E8, was also amended to include additional demonstration 
schools in each ostan at the discretion of the regional people. This amendment 
has been approved by all concerned and is now in the hands of the Ministry of 
Education. This amendment will authorize the regional director to provide addi- 
tional demonstration schools in his region under certain conditions which, briefly 
stated, are that there is a need for additional schools, and that there are sufficient 
funds to carry on more than one demonstration school. It appears to me that 
there may be a need for more than one demonstration school in Hammadan, 
Shiraz, and Teheran. 


OFFICE MEMORANDUM, UNITED STATES TECHNICAL COOPERATION FOR IRAN 


NOVEMBER 3, 1952. 
To: Mr. W. B. Warne, United States Director of Technical Cooperation for Iran. 
From: Mr. R. H. Workinger, Assistant Director for Programs. 
Subject: Mr. Reeves’ reply (of October 28, 1952) to your memorandum of October 
11, 1952. 

Mr. Reeves’ purported “considerable reluctance” to provide his reply of October 
28 to your memorandum of October 11, 1952, is at least equaled by my reluctance 
that circumstances should necessitate your requiring various staff officials to 
waste valuable time replying to you with respect to Reeves’ unsupported and 
unwarranted fulminations, as well as to his untruths and half truths emanating 
from what apparently is a mind that cannot distinguish between the facts and 
what, for some unknown reason, he seems to want to believe—to my mind, a poor 
quality for a comptroller. 

I consider this an official memorandum prepared in my capacity as Assistant 
Director for Programs (and program review officer) and, accordingly, I have no 
compunctions regarding the use or uses you may need to make of it, including 
providing Reeves with a copy if you should so desire. I particularly request 
that if Reeves’ memorandum of October 28 is distributed to other than TCI 
officials, a copy of each reply such as this should also be provided such other 
officials. 

Before proceeding to respond to the specifics of Reeves’ memorandum of Oc- 
tober 28 regarding matters in which I was involved or have knowledge, I believe 
it is incumbent upon me to provide comments and observations regarding some 
pertinent basic matters. These comments and observations are based upon my 
experience during the last 9 months in endeavoring to guide and work with 
Reeves in relation to program responsibilities, and which are substantially con- 
firmed by the tenor and contents of his memorandum of October 28 to you. 


PART I, COMMENTS AND OBSERVATIONS 


Reeves has frequently, as confirmed by his subject memorandum, reflected that 
he did not consider that other members of the staff properly recognized his 
responsibilities as comptroller. I do not accept this as being in any sense a war- 
ranted belief and know the contrary to be true. Moreover, I do know that he 
was urged on several occasions, particularly by John Evans, to prepare for 
promulgation by the country director a comprehensive statement of the duties and 
responsibilities of the comptroller so that the entire staff would be better in- 
formed as to his responsibilities and the matters in which he could be of assist- 
ance. For some reasons unknown to me, Reeves has persisted in refusing to 
prepare such an administrative release. 

Throughout his subject memorandum, Reeves recalls frequent occasions where 
verbally and in writing he sought to obtain from members of the TCI staff more 
adequate, in his opinion, recognition of “requirements” involving the comptroller 
and TCI fiscal operations. With respect to this, I can only say that on numerous 
occasions both Jim Goulden and myself urged him to prepare appropriate instruc- 
tions on the subject matter for promulgation by the country director in the 
administrative release patterns established by TCI. For some reason unknown 
to me, he has, in effect, refused to do this, although I assume he is now complying 
with your direct order of October 11 in this connection. 

I never could and do not now accept his plaint that he could not properly audit 
the use of grant funds because the use of the grant funds were not specified in 
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detail sufficient for his satisfaction in the several project agreements. It is an 
elementary rule of law with which Reeves, as a certified public accountant, 
should be familiar, that when a question of contract interpretation arises, such 
as the uses of grant funds under an approved project agreement, the reasonable 
intent of and the reasonable uses contemplated by the parties governs. In only 
a few cases has this been a problem for the TCI and ministry technicians in- 
volved. To my mind, Reeves insists on a degree of detail that is impossible in 
many cases in a project plan and estimate and which would leave him with 
virtually no decisions to make—a situation that undoubtedly never will prevail 
for a man occupying the high level position of comptroller. 

I have never understood the reasoning displayed by Reeves in many Cases 
where proposals have been submitted for his review and concurrence and where 
he has responded with memoranda accusing the author and previous reviewers 
of having engaged in a conspiracy to violate applicable laws, rules, and regula- 
tions. He seems consistently to ignore the fact that the purpose of submitting 
such proposals to him for review was to assure conformance to the laws, rules, 
and regulations he is charged with guiding the staff in observing. 

When the occasion appears to demand, Reeves seems to hide conveniently be- 
hind a cloak that his suggestions and statements of fiscal requirements were not 
always Observed by other members of the staff and that he found himself pre- 
cluded from making appropriate recommendations to you because, in effect, 
“other staff members concerned did not fully agree with his proposals.” Reeves is 
well aware, however, that organizationally he is responsible only to you, as 
witnessed, for example, by his consistent refusal to clear with other staff mem- 
bers letters he has prepared and submitted for your signature, despite your 
frequent instructions that you desired to have all proposed communications 
cleared with all other appropriate staff members before submission to you for 
signature. 

It has been my observation on many occasions in dealing with Reeves on vari- 
ous problems that he is unable to distinguish between a question of program or 
administrative policy and one involving legality or authorized use of funds. In 
most of these cases it has been apparent to me that Reeves was endeavoring to 
apply his concept of what the policy should be rather than what had been estab- 
lished by the country Director. 

As Jim Goulden will verify, I believe, I have always been disappointed that 
Reeves did not early recognize and proceed expeditiously with what I consider 
one of the primary responsibilities of the Comptroller's job in this program; 
namely, the development and promulgation of appropriate instructions and the 
orientation of Iranian officials and employees in maintaining proper accounts 
and in submitting proper reports of the uses of grant funds and properties fur- 
nished as grants in kind. 

Similarly, I have always been disappointed that Reeves has not prepared and 
had promulgated appropriate instructions for the TCI staff as to accounting 
a including cost accounting. 

I also have been disappointed that Reeves has failed to develop and have pro- 
mulgated appropriate instructions regarding the recording and reporting of 
Iranian contributions to our cooperative projects . 

As I have also indicated to Reeves on more than one occasion, and somewhat 
to Jim Goulden, I have further been disappointed that our monthly financial 
reports do not reflect a true and accurate picture of project rial expenditures 
and, further, despite frequent requests, that Reeves has consistently refused to 


provide to the Division heads and other members of the staff regular reports of 


project expenditures. 

I have also been disappointed that Reeves refused to recognize and participate 
last summer, as Mr. Finnel will verify, in establishing appropriate accounting 
procedures so that regional expenditures by projects could be identified. He 
now maintains that he assumed this position because of gee: of personnel, al- 
though in the meeting last summer when he was asked to arrange for this, he 
maintained it was unnecessary and would not concur, even shone th it was recom- 
mended to him at the time by Mr. Finnel, Chief of the Fiscal Section, Administra- 
tive Division, as well as by myself. Accounting by regions is a basic require 
ment in our operations here. 


PART II. RESPONSES TO SPECIFICS 


There are set forth below my explanations and responses to specifics in Reeves 
subject memorandum. I also will appear as a party in other memorandum 
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responses in matters where I was involved jointly with other staff members or 
have knowledge of what took place. In the following, there is a quotation of the 
specific as contained in Reeves’ subject memorandum, followed by my comments. 

Reference: item D, page 4.—As recently as October 2 a memorandum addressed 
to the regional director at Isfahan and a telegram addressed to the regional 
director at Tabris reached me for surnaming, each authorizing the respective 
regional offices to proceed with the seed distribution and exchange program. As 
I recall these had both been surnamed by Ralph Workinger before they reached 
me and yet when I made an analysis of the project, it became clearly evident 
that the proposed operation was far in excess of that authorized in the project 
description originally signed by you. Upon reconsideration, project revisions were 
executed, but not before the work was well underway.” 

The facts —The only question herein involved was whether the project, RIP 
subproject A&, had sufficient unexpended funds remaining to finance the continu- 
ing operations agreed upon. The purpose in submitting the proposed recom- 
mendations to Reeves was, properly enough, to have him indicate whether suf- 
ficient funds were available. His response was that the funds required would ex- 
ceed the balance of unexpended funds remaining for the project and that this 
would have to be provided for, which thereupon was done by appropriate project 
amendments. 

The inferences in the cited paragraph of Reeves’ memorandum are totally un- 
warranted and unjustified, but, unfortunately, are typical of his reactions. For 
the life of me. I cannot understand why the comptroller should object to check- 
ing as to the availability of funds, having not arranged fiscal matters properly 
so that such checking could be done in the fiscal section. 

In this case, Reeves conveniently ignores the fact that in a meeting previous 
to October 2, at which Dr. Reskelley and myself were present, he agreed that 
those communications should go forward pending the project amendments which 
were subsequently effected on October 11. 

Reference: item e, page 4.—‘Particularly significant was the memorandum 
which I found it necessary to hand-carry to you in your office and discuss with 
you in early July regarding the fact that memoranda which I had addressed to 
you on the subject of Mr. Workinger’s part in requesting your approval of activ- 
ities or expenditures beyond the limitations of projects were sidetracked before 
reaching you. Having had two of my memoranda addressed to you on this subject 
find their way into Mr. Workinger’s hand instead of reaching you, I took the only 
course of action left open; namely, to write you a memorandum reporting these 
facts and to deliver it to you personally. 

“May I suggest that before proceeding to my comments on your individual 
items you reread three memoranda which summarize the nature of the problems 
which have faced the Comptroller here and my attempts to resolve them. They 
constitute attachments 7, 8, and 9.” 

The fucts.—I assume the inference in the above quotation is that I consistently 
established myself at the entrance to the country director’s office and waylaid 
any memoranda addressed to the Director that I did not want to reach him. It 
is ny understanding of TCI office procedure that memoranda addressed to the 
Director are delivered by the message center to the Director’s office and that 
frequently he refers such memoranda to appropriate staff members for infor- 
mation and any necessary action. 

I might add, as aforestated, that Reeves seems to have been affronted by every 
proposal reaching him that he did not consider proper, completely ignoring 
the fact that the reason for submitting the proposal to him in the first place was 
to see that it was proper by his lights, whatever they might be on a given occasion. 

I might also add for the record that I have considered some of Reeves’ 
memoranda ridiculous, as well as being couched in such abusive language that 
for my part I did not consider it could be expected of me to respond defensively, 
as he must have anticipated, to his repeated accusations of conspiracy to violate 
laws, rules, and regulations, and, perhaps, even to defraud the United States 
Government, 

In the reference paragraphs cited above, Reeves refers to his attachments 7, 
, and 9 to his memorandum of October 28. My response to attachment 7 is 
that Reeves apparently did a poor job of maintaining fiscal records and controls. 
My response to attachment 8 is that it is a memorandum he wrote regnrding a 
Proposed communication submitted to him for review, another example of where 
there would be no need for a Comptroller if everyone understood perfectly all 
of the judgments that should be applied in determining whether a proposed course 
of action was proper or not. My response to attachment 9, which is a copy of 


XS 
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Reeves’ memorandum to you of October 21, is that it is nothing but a restate 
ment of your instructions to him of October 11, although omitting some require 
ments that are properly the Comptroller’s responsibilities, and it constitutes 
Reeves’ own admission that in the 9 months he has been here he has failed to 
perform the Comptroller's responsibilities. 

Reference: Paragraph 4, page 8.—‘“Attachment 1 to this memorandum is an 
exact copy of the outline I prepared last spring summing up my concept of 
desirable steps to be followed in planning, paying, reporting, and accounting for 
TCI grants under projects then being developed. Since only the planning for 
grants involved procedures or requirements not already agreed upon or subject 
primarily to my operational responsibility, I did not desire to present the entire 
document until the section dealing with planning for grants had been discussed 
and if possible agreed upon. You will note from reference to attachment 1, that 
my proposals (a) to (f) involved only reasonable definitions of responsibilities 
and uses to which grant funds should be applied.” 

The facts.—I have no reason to doubt Reeves’ statement that he did prepare 
last spring, as he maintains, the statement of "Proposed Policies and Procedures 
Applicable to Grants by TCI Under Fiscal Year 1952 Programs,” but I do not 
recall ever having seen it before nor do I understand why he has been so reluctant 
to have anybody else see it besides, presumably, members of the Comptroller's 
staff. 

It is interesting to note, however, particularly with respect to statements made 
in Reeves’ memorandum of October 28 regarding accounting for grants of prop- 
erties as compared to grants of cash funds, that this outline completely ignores 
the fact that TCI expects the ministries to account for properties granted to 
Iranian agencies as well as for grant funds. 

Reference: Paragraph 1, page 9.—These various requirements were from time 
to time discussed verbally with Ralph Workinger, then program officer, and 
he consistently insisted that to incorporate such detail would be too restrictive 
and contrary to your indicated desires to maintain maximum flexibility within 
the project descriptions. His statements were sufficiently categorical in nature 
to leave no question in my mind but that he had discussed with you the question 
of limitations versus flexibility in project descriptions and that it had been 
resolved by you in favor of the latter.” 

The facts.—Reeves states his point in self-serving language. I do recall that 
on several occasions I discussed with Reeves and with Gregory, and with the 
two of them together, as I have with you, the extent of detail which should be 
incorporated in project agreements, and I undoubtedly took the position that 
I understood your policy to be to include only such detail as is reasonably neces- 
sary to assure full and mutual understanding of project purposes, objectives, 
responsibilities, and operations. I do not recall any instance where any detail 
suggested by Mr. Reeves was considered by me as too restrictive. 

Reference: Paragraph 2, page 9.—“I also spoke to Dr. Roskelley, Chief of 
your Agriculture Division, recommending a greater degree of definition of grant 
uses in projects and to adherence to projects once written. He stated that it 
would interfere with his work since he needed sufficient leeway to make de- 
terminations as the work progressed. This attitude is evidenced by his complaint 
to you in the first paragraph of his memorandum of July 1 and by the request 
in the fourth paragraph that vou authorize me to make a 1 million rial payment 
not authorized in the project. Mr. Workinger’s viewpoint on this subject is exem- 
plified by his participation in this to the extent of actually writing on July 7 
(for Dr. Roskelley’s signature) a longer and more detailed memorandum to 
you embodying the same recommendation.” 

The facts——A more comprehensive response is contained in a separate memo 
randum in which Dr. Roskelley and I have joined. I would like to repeat, how- 
ever, that the memorandum of July 7 which apparently so disturbed Reeves 
specifically indicates the agreement of the parties to the course of action proposed 
under RIP subproject A2, and recommended in view of the emergency involved, 
that the country director approve, as had the Ministry, the action requested, 
“nending revision of the project.” 

Reference: Paragraph 8, page 9.—“In addition, I have on two oceasions sub- 
mitted to Ralph Workinger single copy papers suggesting the type of grant 
planning and definition I advocated for use in projects under discussion * * *.” 

The facts.—I do not recall the submissions which Reeves described, but I will 
say that his proposed article No. 2 for the Teheran water-treatment plant 
project, as set forth in attachment 6 of his memorandum of October 28, would have 
been objectionable to me in certain particulars. Also, disregarding these pal 





ticul 
the 
did « 
Re 
posa 
unti 
How 
does 
fund 
proj 
ture 
inge| 
acco 
posa 
TI 
of RB 
whic 
meni 
afte 
Re 
facts 
in th 
agre 
ingte 
initi: 
that 
I ha 
one € 
my ! 
that 
Nos. 
or re 
No. 
ment 
cons! 
crep: 
Th 
was 
cludi 
chan 
chan 
tice 
name 
rence 
name 
his s 
curre 
fut 
and 
to as 
Re 
prog! 
from 
the s 
plant 
signe 
at w 
that 
cones 
upon 
Th 
doub 
proje 
out t 
Office 
our d 


ide 


to 


me 
ind 
ive 
hin 
ure 
ion 
een 


hat 
the 
| be 
hat 
PeS- 
ves, 
tail 


: of 
“ant 
t it 

(le- 
aint 
est 
ent 
em- 
ly 7 
) to 


m0- 
ow- 
PYeS 
ysed 
ved, 


ted, 


suh- 
rant 
pe” 
will 
lant 
nave 
par- 


UNITED STATES AID OPERATIONS IN IRAN 193 


ticulars, it should be noted that the project agreement as executed does include 
the substance of Reeves’ proposals, although in slightly different form. He 
did concur in the project agreement as executed. 

Reference: Paragraph 1, page 10.—"Mr. Workinger neither discussed this pro- 
posal with me nor indicated the action he was taking in formalizing the project 
until the project agreement was presented to me in final form for initialing. 
However, you can note that as a result of my suggestions, project agreement No. 2 
does incorporate somewhat better definitions of the purpose and use of grant 
funds and slightly better accountability provisions than the majority of the other 
project agreements. These experiences, plus your repeated acceptance for signa- 
ture of projects embodying the lines of thought represented to me by Mr. Work- 
inger as your thinking, left little room for me to doubt that lack of detail was in 
accordance with the administrative policies of TCI and I did not push my pro- 
posals further.” 

The facts —“The facts” immediately above are pertinent to this paragraph 
of Reeves’ memorandum. Again, I say there is no detail in attachment No. 6 
which constituted Reeves’ proposal which is not contained in the project agree- 
ment as executed and in similar project agreements executed before and there- 
after. I must confess that I don’t understand what he is driving at. 

Reference: Paragraph 2 page 11.—‘In addition to the above, the following 
facts have been obtained from the surname copy files of the project agreements 
in the office of Mr. Gregory : Neither my initials nor signature appears on project 
agreements Nos. 4 and 7 but I had previously surnamed telegrams to Wash- 
ington concerning the project terminology. Project agreement No. 26 bore no 
initials or concurrence but a penciled comment attached to the copy indicated 
that I had at some point reviewed it. Project agreement No. 24 indicated that 
I had reviewed it but my initials had been erased—whether by myself or some- 
one else, I do not know. Project agreements, Nos. 9, 20, 22, 23, 27, and 29, all had 
my name written at the top although not in my handwriting. This could mean 
that they had been referred to me but not concurred in. Project agreements 
Nos. 13, 14, and 19 bear no indication of any kind whatsoever that I had seen 
or reviewed them. I know I would not have concurred in project agreement 
No. 19 for the agriculture census since there was no covering program agree- 
ment, a fact which I believed then, and I am more convinced of now, was of 
considerable significance as I pointed out in my Memorandum on program dis- 
crepancies addressed to Mr. Workinger on July 12.” 

The facts—Our practice in reviewing proposed project agreements last June 
was to circulate draft copies to the staff members concerned, invariably in- 
cluding Reeves, and to have subsequent discussion if any substantive 
changes were proposed by reviewing officials. Im all cases where substantive 
changes were not proposed or discussions eliminated objections, I made a prac- 
tice of including on one copy of the project agreement, as finally typed, the 
names of those persons who had reviewed and clearly indicated their concur- 
rence. I resent most strongly the inference in the above reference that Reeves’ 
name was indicated as approving when in fact he had not. I note, however, 
his statement that ‘“‘this could mean they had been referred to me but not con- 
curred in.” This statement on Reeves’ part means only one thing to me—in any 
future dealings with him, I would not be able to accept his word for anything 
and probably would have to require his signature to be affixed in my presence 
to assure that later he would not maintain it was a forgery. 

Reference: Item c, page 12.—‘In a memorandum to Ralph Workinger, your 
program review officer, I pointed out on June 9, ‘A letter has just been received 
from the Direetor General of the Teheran Water Supply Organization requesting 
the sum of $500,000 as the first installment under the Teheran water-treatment 
plant project. This letter implies that the project agreement was approved or 
signed on June 5, 1952, and refers to discussions which took place at the meeting 
at which the agreement was signed. Since this is the first inkling I have had 
that this project had been approved or signed, or that discussion had been held 
concerning payments thereunder, please furnish me the necessary information 
upon which I can take steps to implement this request.’ ” 

The facts—I assume I received the memorandum he refers to and I un- 
doubtedly forwarded it to Mr. Gregory who had assumed charge of signed 
projects and arranged for their mimeographing and distribution. I might point 
out that Mr. Reeves is only about 15 seconds walking distance removed from my 


oo ve es Gregory’s and that we also are as close to him as the telephones on 
our desks, 
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Reference: Item a, page 12.—‘In March and April of this year when sub- 
project descriptions were being prepared and executed, I almost daily ap. 
proached Ralph Workinger requesting that he permit me to see these documents 
in early draft form since I could foresee the difficulties which lay in store if 
certain factors were not considered. Mr. Workinger consistently advised me he 
did not consider it necessary and continued to submit the documents to you for 
signature without my knowledge of either the contents or the terminology being 
used.” 

and 

Reference: Item b, page 13.—“You will recall (as I discussed with you in your 
office on October 21) the two occasions last spring when I specifically asked you 
in staff meetings to repeat or confirm that any document on use of funds or 
tinancial matters should be referred to the Comptroller for review before being 
submitted to you. You will also recall, I believe, the very sharp answers which 
you directed to me at those meetings to the effect that I was Comptroller and 
everybody knew it and you did not need to repeat that kind of thing again. In 
both those cases, I had leaned over backward to avoid complaining about indi- 
viduals in the hope that a restatement of policy would resolve my difficulty 
without the necessity of making specific complaints to you about Mr. Workinger’s 
interference with performance of my responsibilities as I understood them.” 

The facts.—I acknowledge that last March the “subproject descriptions” for 
RIP subprojects were not submitted to the comptroller for review before sign- 
ing. My explanation is that the deadline which had been established for prepara- 
tion of these subproject descriptions did not, in my opinion, permit the delays 
which would have resulted in clearing each one with the comptroller, although 
I do recall discussing with him on several occasions during this period types of 
language and terminology which should be incorporated in these descriptions. 

In this connection, it is to be noted that while Reeves complains that these 
subproject descriptions were not submitted to him for prior clearance last March 
and that difficulties that he could then foresee would have been avoided, never- 
theless, he maintains on page 15 of his memorandum of October 28 and in his 
memorandum of September 15 to Cedric Seager that, in effect, the subproject 
descriptions were much more adequate by his lights than the project agreements 
subsequently developed, all of which he reviewed and practically all of which 
he concurred in. 

Reference: Item e, page 13.—‘“In addition, I refer you to the fourth paragraph 
of my memo to you dated June 7, in which I stated ‘as comptroller I normally 
would be expected to have prevented such overprograming and overcommitting, 
but, as you know, programing and presentation of projects to you for signature 
always preceded my first knowledge of the projects until recently.’ ” 

The facts——Reeves jumps at conclusions, as almost usual with him, that he 
cannot substantiate. You will recall that the subproject descriptions for agri- 
culture, health, and education were developed prior to the final allocation of 
funds for these activities. These allocations by Washington were, due to mis- 
understandings, less than the total amounts involved in the subproject descrip- 
tions. However, the time element involved did not permit our entering into 
lengthy discussions with Washington in order to effect what would otherwise 
have been desirable adjustments, with the result that project agreements Nos. 10, 
11, and 12 were executed. This action has, in fact, created no problem, as antici- 
pated, except in Reeves’ mind. 

Reference: Item 9, page 14.—“I have made no representation to you regarding 
the provisions of the budget governing the use of funds as established under 
project agreement No. 15. Neither have I taken exception to this budget, since 
it constituted the only comprehensive statement to come out of any of your tech- 
nical divisions defining in auditable detail the use to which funds granted should 
be put. I have always considered this budget a big step forward and have urged 
Mr. Workinger on a number of occasions to strive to get similar budgets from 
other technicians at the time projects were developed and programed. 

The facts—I have always been in agreement, as is well known in this orga- 
ization, that budgets should be developed for grant funds. However, lacking 
better judgment at the tme, it was my opinion that sufficiently detailed budgets 
should be developed and approved before a grant payment was actually made. 
I feel sure that on many occasions I pointed out to Reeves that he was proceed- 
ing improperly in making grant payments without having an adequate budget 
in the record, but he consistently maintained that he could handle this with the 
technical divisions. I regret now that I did not insist to the country director 
that he require installation of my proposed procedure and its observance by 
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Reeves. To the best of my knowledge, Reeyes assumed that he had authority 
to make grant payments in accordance with the terms of approved projects and 
consistently reflected to me his resentment that I did not think his practices 
adequate. I still am of the opinion that even with “grant disbursement budgets” 
we should require that requests for grant payments flow through at least the 
program office to assure that current needs and situations are fully recognized. 

Reference: Item 13, page 16.—‘‘In my early discussions with Mr. Workinger 
regarding the importance I attached to carefully spelling out uses to be made 
of our funds and property supplied under projects in order that end-use checks 
might be made, he several times emphatically stated that end-use checks were 
not necessary as regarded property turned over to a ministry. I do not recall 
his having expressed an opinion that audits of fund uses were nonessential, but 
the question of end-use checks of the custody and utilization of TCI-financed 
materials and equipment in the hands of Iranian agencies was specifically a 
subject of discussion on more than one occasion. I did not document these con- 
versations because I intended to actually go ahead and make the end-use checks 
anyway once personnel became available. 

“During a meeting in your office attended by several of your top staff mem- 
hers, I spoke to Mr. Workinger across the table and tried to explain the essen- 
tiality of verifying the end use of property the same as in the case of contributed 
funds. His answer at that time was equally emphatic in the negative but our 
comments were an “aside” and may not have been heard by you. (As I recall, 
this was the same meeting regarding responsibilities within your organization 
at which you stated your decision that the budget function in TCI would be 
handled with the programing activity rather than with the fiscal.) In recent 
months, Mr. Workinger has not in my presence repeated his earlier attitude 
toward the end-use check of TCI-financed property but his attitude on the 
subject during the period when RIP subprojects were being defined as of serious 
concern to me,” 

The facts.—I categorically deny Reeves’ statement in the above-quoted para- 
graphs, and I call your attention to the fact that the allegations regarding my own 
opinions in the above-quoted paragraphs are considerably different from a similar 
allegation he set forth in his memorandum of September 15 to Cedric Seager. 

I believe Jim Goulden will verify that before and beginning with Reeves’ 
arrival here, I repeatedly urged that appropriate instructions and procedures 
be developed for the making of end-use checks of grant funds and grant proper- 
ties. I am sure division heads will substantiate this and I still think there is a 
serious deficiency that Reeves has made no effort on this score, until ordered 
to do so by you in the memorandum of October 11, which I prepared for your 
signature. 

I feel so strongly about this that I wish to repeat the statement I made before 
Reeves recently in your office to the effect that these allegations constitute a 
deliberate and knowing falsehood on his part. 

Reference: Item k, page 32.—“If you will recall, I repeated in one of your 
weekly staff meetings that the new procurement procedures received here in 
July appeared to make lump-sum payments of dollar grants to Iranian agencies 
unnecessary. I also made specific reference to that matter to Messrs. Gregory 
and Workinger one morning following a meeting in the plan organization offices. 
The fact that neither Mr. Gregory nor Mr. Workinger apparently looked into 
the procurement procedure matter until receipt of the September telegrams from 
Washington on the subject of dollar and rial grants is hardly my responsibility 
since I had advised both of them not later than the middle of August of the 
implications which I believed inherent in the new procedure. The procedure 
was not assigned to me for action and was available within the organization to 
inyone who cared to review it.” 

The facts.—I do not recall Reeves ever bringing to my attention the TCA/W 
procurement proceedings received here in July; but after learning of them in 
September through Gregory, I certainly have wondered why the Comptroller did 
not take any action with respect to parts of the procedures which directly 
affected his responsibilities. 

Reference: Item a, page 33.—“The current, and most pressing, illustration is 
the case of Department telegrams Nos. 657 and 692, dealing with the subject of 
dollar and rial grants respectively, and containing information and guidance 
which are of direct and immediate concern to many members of your staff. As 
the one person in your organization most familiar with and most vitally con- 
cerned with the daily problems of paying, documenting, and accounting for 
srants, I would have presumed these telegrams might have been referred to me 
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for action. However, these telegrams received on September 14 and September 
19 were referred to you by Mr. Workinger for action, and they appear to have 
remained there exclusively ever since. 

“Frequently, sometimes several times a day, various TCI personnel contact 
me regarding the payment or handling of some grant matter and as of today, 
October 28, the majority of them have had no opportunity to familiarize them. 
selves with the grant detail requirements spelled out in those telegrams or to 
take preparatory steps so grants can be handled expeditiously once we are ad- 
vised the bank contracts have been executed by Washington. In fact, in a 
memorandum to Mr. Workinger on September 27, I pointed out the urgent need 
of Mr. Lane’s division for some of this information and recommended that the 
proposed ‘grant disbursement budget’ form be made available to that division 
as soon as possible. In the month since then no definite information has yet 
been issued to the technical staff, as evidenced by the discussion I was having 
with Mr. Brewer near your office on Monday October 27 when you passed and 
I again callled your attention to the situation. Also I have just been informed 
by the Teheran Water Supply Department that a purchase contract reviewed by 
TCI technicians and signed about 10 days ago for equipment contained pay- 
ment provisions not compatible with our present regulations or procedures, 
Since my memorandum to Mr. Workinger in September, four different members 
of the Economic Development Division have contacted me relative to grant pay- 
ments, but none of them had knowledge of the changes or requirements con- 
tained in those telegrams until I outlined them and then referred the people to 
Mr. Workinger for authoritative details. 

“The Engineering and Economie Development Divisions have, during these 
past 5 weeks consequently been unable to make advance plans or arrangements 
for implementing the new grant procedures under which we are supposed to be 
operating. By thus ‘sitting’ on those telegrams for over a month, instead of 
quickly summarizing and distributing the basic information of the essential rela- 
tionships of grants and procurement procedures he has for many weeks now 
added immeasurably to the workload and difficulties of not only myself but also 
the Procurement Office and some of the technical divisions.” 

The facts.—The two telegrams referred to by Reeves were shown to him in my 
office soon after their arrival, and be took them and made copies of them. 

As a matter of fact, I promptly proceeded to develop with Reeves a proposed 
“grant disbursement budget” form and appropriate instructions therefor. Pend- 
ing clearance and promulgation of the instructions, it was agreed and subse- 
quently approved by the Country Director, with Reeves’ concurrence, that we 
should proceed on an ad hoc basis, pending clarification of certain provisions of 
Mr. Fryer’s letter of September 18. This was actually done, as witness the grant 
disbursement budget signed on October 11 for RIP Subproject A2, which Mr. 
Reeves reviewed in its development and in which he concurred. 

It is a fact that at this writing, these instructions have not been presented to 
the Country Director for promulgation, primarily because Gregory objected to 
certain provisions which he considered contrary to some of the provisions of Mr. 
Fryer’s letter of September 18. Several days ago, in a meeting with Reeves, 
Seager, and myself, Gregory agreed to withdraw his objections, pending further 
clarification to be obtained at the Rome conference of country directors. To my 
knowledge, on November 2 Gregory completed his review and concurrence in the 
proposed instructions and forwarded them to Jim Goulden and John Evans for 
review. 

I might also point out that Reeves has persisted in stating that Deptel 657 
regarding grant disbursement budgets, is applicable to dollar grants as well as 
rial grants, although the Deptel specifically refers to rial grants. This has been 
called to Reeves’ attention on numerous occasions, but he seems to have difl- 
culty understanding that the term “rial grants” in Deptel 657 does not by its 
language include dollar grants. 

Reeves further conveniently ignores the fact that during your Saturday staff 
meeting on October 11, at which he was present, I personally described to all 
key members of the staff the provisions of Deptels 657 and 692 and the changes 
in our procedures that they required. As a matter of fact, I also outlined these 
changes to the regional directors during their meeting here in October. 

In view of the above, I can come only to the conclusion that Reeves has gotten 
himself in such a frame of mind that he is for all practical purposes “absent” 
even when he is physically present. 

Reference: Item e, page 35.—‘“Another current instance is to be found in a2 
October 28 request for allocations of 53 funds which is so stated as to be partially 





mea 
Coor 
tion: 
mea! 

TI 
to pl 
tofo1 


THe: 
Fron 
Subj 
{ 

a 
abov 
natu 
tunit 


abilit 
Reev 
Iran 
our § 
operd 
of th 
the e 
of th 
unwa 
Th 
tions! 
are j 
unde! 
ernm 
and ; 
us to 
of He 
and i 
direct 
that | 
woule 
the ¢ 
Fir 
gram 
in thi 
We e 
the s 
early 
direct 
regio] 
It bee 
fora 
admir 
he co 
exped 
Ref 
progr: 
in spi 
year 
direct 
Villag 
malar 
In | 
Minis! 
some 
at an 
Janua 


UNITED STATES AID OPERATIONS IN IRAN 197 


meaningless and impossible of fulfillment by the TCA Fiseal Office in Washington. 

Coordination with the Comptroller on the matter of requests for funds and alloca- 

tions would have given an action emanating from TCI greater clarity and 
aning.” 

The jacte.—Without further elucidation, which the Comptroller seems reluctant 

to provide, inasmuch as he has never brought this matter to my attention here- 

tofore, I am unable to comment. 


NOVEMBER 6, 1952. 
To: Mr. W. E. Warne, United States Director of Technical Cooperation for Iran. 
From: Dr. Emil E. Palmquist, Chief, Health Division. 
Subject: Mr. Reeves’ “reply (of October 28, 1952) to your memorandum of 
October 11, 1952.” 

I have before me a copy of the memorandum, Reeves to Warne, referred to 
above in the subject title. 1 am sure this is the longest memorandum of this 
nature which I have ever had the occasion to read. I have not had the oppor- 
tunity to see the memorandum referred to by Mr. Reeves in his subject as 
“Reply to your memorandum of October 11, 1952.” 

I wish at the outset to state I have every confidence in your administrative 
ability and as a man of action in carrying out a program. In reviewing Mr. 
Reeves’ memorandum the thought strikes me that “are we not fiddling while 
Iran burns.” I regret to find that we are having this type of dissension within 
our staff. I understand the difficulties under which we have been forced to 
operate. I have been in Iran long enough to know that your experiences and 
of the rest of us who were in Iran in the early stages of the program, realize 
the extremely difficult task which confronted us. I feel, therefore, that many 
of the criticisms referred to by Mr. Reeves in his memorandum are, therefore, 
unwarranted. 

The difficulties, I believe that are referred to for the most part in our rela- 
tionships, particularly that of the Health Division with the Ministry of Health, 
are in my mind good reasons why point 4 came to Iran to assist Iran, an 
underdeveloped country in a difficult political situation. If the Iranian Gov- 
ernment, of which the Ministry of Health is a part, was capable of functioning 
and administering their Government efficiently there would be little need for 
us to be here. I have discussed administrative problems with the Minister 
of Health, Dr. Farman Farmaian, and I know he is well aware of the difficulties 
and is desirous of correcting the situation. My latest thought and move in this 
direction are the studies which I have recently made resulting in the proposal 
that a cooperative program with the Ministry of Health be established which 
would permit closer working relationships and which would circumvent many of 
the criticisms presented by Mr. Reeves. I recently presented you this proposal. 

First specific reference to Mr. Reeves’ memo as it refers to the health pro- 
gram is paragraph B, on page 4, referring to attachment No. 8: The problem 
in this paragraph is one of which we are acutely aware in the Health Division. 
We experienced great difficulty with the Ostan health chiefs in carrying out 
the stipulations of the project in payment of sanitarian aides. During the 
early stages the Ostan health chiefs refused to accept funds due to poor Ministry 
direction and possibly due to Tudeh activity influence. I was, as were the 
regional directors, confronted with having the sanitarian-aide program stopped. 
It became necessary that a temporary means of payment be devised. Therefore, 
for a time the sanitarian aides were paid directly by TCI. This was an expedient 
administrative decision concurred in verbally by the Minister of Health until 
he could rectify the difficulties with the Ostan health chiefs. This was an 
expediency in order not to jeopardize the entire sanitation work in Iran. 

Reference to paragraph 1, on page 5, and on top of page 6: The malaria 
program as I have indicated in 1 or 2 of the more recent staff meetings, that 
in spite of all the difficulties, the program has been a splendid success. This 
year approximately 10,000 villages have been sprayed with DDT affecting 
directly about 3% million Iranians. This figure is more than twice as many 
Villages the best season which the Ministry has been able to treat before in its 
malaria control DDT spraying program. 

Tn December 1951 we became aware of the serious financial problems in the 
Ministry of Health as well as serious organizational problems. It was after 
some investigation that I soon learned that unless aid would be forthcoming 
at an early date there would be no malaria program. It was, therefore, in 
January that an agreement was made for a special emergency grant of 4,350,000 
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rials to the Ministry of Health in order that it might begin its 1952 malaria- 
control program. This amount of money was not included in the budget which 
was prepared in accordance with the Malaria Control Agreement No. 15 and 
which became effective April 1, 1952. Therefore, it cannot be said that the 
budget provisions which actually began April 1, 1952, could apply to the period 
before, and to the emergency grant of 4,350,000. It was understood that there 
were old debts and accounts which had to be cleared before the malaria-contro| 
program could begin. I recall specifically such items as transportation and 
spraying equipment repairs which had to be accomplished before the equipment 
would be usable. This occurred before the arrival of Mr. Reeves to Iran to 
assume his duties as Comptroller. 

It is interesting to note in reference to Mr. Reeves’ second paragraph in this 
item on page 5, which has reference to the statement in the malaria control 
agreement No. 15 “maintain such records and forms of accounting and submit 
appropriate reports thereon as may be prescribed by the Administration.” | 
recall that the Ministry asked what was meant by this statement and what would 
constitute compliance. As far as I know there has never been an official state- 
ment by TCI Comptroller in writing to the Minister of Health stating what 
would be appropriate reports, upon which the Ministry could maintain suitable 
records and forms of accounting desired by the Administration. The only refer- 
ence I have seen in this regard, and that only recently, is the memo from Mr. 
Reeves to his assistant, dated May 28, 1952, consisting of an outline for him 
giving in general terms the requirements for the Ministries. This still was not 
a specific notification in writing to the Minister of Health. If an official notitica- 
tion would have gone directly to the Minister, he would have been able to make 
more of a direct and effective control device in seeing to it that suitable account- 
ings would have been carried out. My experience has been that if we are to 
expect responsible action and response on the part of the Ministry, a communi- 
cation or contact must be made with the Minister of Health, himself, if effective 
action is to be obtained within the Ministry. 

The concern of the TCI Health Division is primarily to get its program moving. 
We were under strong urging and prodding from several sources to get this pro- 
gram underway, and quickly. Our motive throughout has been to keep the pro- 
gram rolling and to keep it going as efficiently as possible. It had distressed us 
in the Health Division a great deal that there has been these difficulties relative 
to the accounting procedures, which actually in a number of instances during 
the summer caused a lag in the program and a loss of time, as well as considerable 
loss of money due to delay because of the dispute between the Comptroller's 
Office and the Ministry of Health over the accounting procedures. It is my 
opinion that had Mr. Reeves been diligent in his relationship with the Ministry 
of Health, that the difficulties referred to by Mr. Reeves would not have occurred. 

I wish to mention in addition that the difficulties which are referred to above 
have been a source of great embarrassment to the Health Division, particular]) 
in its relation with the Ministry of Health. It is my earnest hope and desire 
that we will be able to devise a system of accounting and operation of this pro- 
gram which will not only circumvent the difficulty which we have had this past 
season but will be efficient in all its aspects. 

In reference to paragraphs a and b of page 7: Paragraph a again refers to 
the malaria control program which I believe has amply been covered above. | 
do not see anything wrong as inferred by Mr. Reeves that we should assist the 
Ministry in paying for past expenditures. It was simply the question of the 
Ministry being completely without funds and being completely unable to resume 
the malaria control program. With regard to paragraph b, criticism given in this 
paragraph seems to me as rather absurd. Legally, perhaps, the criticism has 
validity but actually in carrying out the program as it was understood at the 
time there was never a question of integrity or the misuse of funds. I remember 
quite well that in discussions with Mr. Noe regarding the Dizful project, he was 
led to believe before the agreement was actually signed that he would be per- 
mitted to initiate this program during other Near East Foundation funds which 
were earmarked for different purposes until such time as this agreement was 
ratified. I therefore agree that Mr. Warne is correct in his statement that Mr. 
Noe was justified. 

With reference to paragraph 11, page 14, and end of the paragraph on top 
of page 15, with reference also to the last sentence on page 14, that the Minister 
of Health has held that the Malaria Control Commission had the power (0 
authorize specific expenditures of malaria-control program allotment or (0 
revise its budget: I wish to inform you that the Health Division also had the 
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same understanding. I wish to call your attention to the part in the malaria- 
control agreement No. 15, article 2, paragraph a, subparagraph 3 thereof, that 
the grant to the Ministry of Health is to be used pursuant and mutually agreed 
upon operating budget to supplement the Ministry’s resources and facilities. It 
is clear that the mutually agreed upon budget can be changed at any time during 
the effectiveness of the said agreement as long as this change is mutually 
agreed upon. The mutually agreed upon budget which was mimeographed is 
actually and officially a part of the agreement only so long as it is mutually 
agreed upon by the Malaria Control Commission. The Malaria Control Com- 
mission has always believed that it had the authority to change the budget as 
well as make it and adopt it in the beginning. This flexibility was highly desir- 
able because the malaria-control program was of such a nature in its early stages 
that it Was impossible to plan it accurately. The Malaria Commission felt resent- 
ment at being challenged by Mr. Reeves on matters which the Commission felt 
it had authority to act. The composition of the Malaria Commission as described 
in the agreement represents a responsible group of technical people. 

With reference to paragraph 15 on pages 18 and 19, and the first half of page 
2): Statements included in this part of Mr. Reeves’ memo again deal with the 
malaria-control program. My statements already made on the malaria-control 
program covers this part. From a management standpoint, the malaria-control 
program is larger than all the other TCI programs of the past season put 
together when it comes to consideration of the detail and complexities of 
organization, 

With reference to the part relating to hea!th on page 20: My comment relative 
to paragraph 1, on the printing order; as I recall, the situation was that the 
amount of printing that was necessary for the program was in excess of what 
the project H-5 would permit us to purchase. However, since the major demand 
for this particular book to be printed occurred under project TC—-1-H8 in 
provision for health-center programs, the rest of the cost of the total order 
allowed by H—5 was paid for through H-8. This was correct procedure. Then, 
paragraph 2 was a case of a special-activity project within TJC—1—H8, approved 
in ‘vriting by the Minister of Health and the TCI Director, to pay the rials 
$7,000 necessary for the project Dr. Stobbe carried out in Shiraz. Since this 
project activity was agreed to by the Ministry of Health, the Acting Country 
Director as referred to by Mr. Reeves was correct when on May 7, he determined 
that it was administratively correct. 

Relative to paragraph 4, page 22: Infraction referred to by the Health Divi- 
sion with project H—10 occurred inadvertently. It was a simple mistake which, 
of course, should be caught and called to our attention by the Comptroller. In 
this he was performing his duty properly. 

In reference to paragraph 5, page 22: The sanitarian aids were earlier in the 
program carried on the joint commission payrolls in order to get the program 
as already referred to going. 

With reference to paragraph 7, page 22, and top of page 23: Here again was 
a case in which the Comptroller was merely doing his expected duty, i. e., in 
calling to our attention discrepancies in which we might become inadvertently 
involved. 

With reference to paragraph 8 on page 23 and paragraph 13 on page 24: To 
our recollection, the Isfahen regional director did not have available adequate 
accounting figures from Mr. Reeves for expenditures at the time. We (TCI 
Health Division) recommended shift from H-6 to H-8 for funds since the Dast- 
gerd Health Center in H-6 is being absorbed in the health-center program of H-8. 

With reference to paragraph 14 on page 24: The Comptroller was merely doing 
his duty which we expect of him. There was no intention on the part of the 
Health Division to do.anything that was not correct. It was impossible, however, 
for the Health Division to have knowledge at all times of what the balances 
were on the accounts of various project information which should have been 
provided by the Comptroller’s Office. Therefore, in order to keep the program 
moving the Health Division had to estimate. 

_Reference to paragraph 21 on page 26: I do not see much point in the inclu- 
sion of this paragraph in Mr. Reeves’ memo. The Health Division in attempting 
to carry out its duties with relation to the malaria control program were merely 
asking Mr. Reeves for aid in trying to find some way to obtain the necessary 
funds. It seems to me he should welcome that we come to him for suggestions 
and aid in matters of this sort. 

Reference to paragraph 17 on page 28: I do not know what Mr. Reeves is 
referring to exactly in this surprise he mentions. The Health Division cer- 
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tainly has been cognizant of the need of the Ministry of Health for office space 
for its malaria control program and in that sense it has been sympathetic. As | 
have personally mentioned to you, we do not like the idea of having to pay rental 
for a building for an Iranian Agency. Actually in the original budget which was 
prepared, the rental item was included but was later taken out before the mime. 
ographed form to which Mr. Reeves refers to actually appeared and was adopted 
as a mutually agreed budget in accordance with the malaria control program 
agreement, No. 15. I wish to reiterate that I believe that the Malaria Control 
Commission as provided under this agreement has the authority to change the 
budget within the limitation of the amount of funds. 

In summary and conclusions of a general effect, I like to point out certain 
underlying principles of point 4 in Iran and dangers to our primary objectives, 
The memo disregards several very important and significant objectives. One of 
the prime objectives of TCI is to assist in strengthening the Iranian Govern- 
ment by TCI assistance in order that Iranians will move closer to the Western 
World. In my belief this objective is one of initial importance to our country and 
our friends. The facts are every move we undertake has great and far-reaching 
political import. Every move of TCI is greatly discussed and magnified often far 
out of proportion to the actual event or interest of TCI. We cannot and I believe 
should not attempt to escape from this situation. We are, therefore, faced with 
making our TCI program operate with speed and efficiency. To do this we 
have prepared to the best of our ability under difficult circumstances, projects, 
which we believe, will further our primary objective. Projects have been pre- 
pared as a joint effort of TCI and the Iranian Government agencies. We have 
offered money, technical assistance, and moral support to a weak, impoverished 
and disorganized country. It has been under the duress of time, distance, slow- 
ness in obtaining materials and equipment, a society which is foreign to our 
thinking and manner of conducting business. Iranian’s admire, even if they 
may not like, Americans for their reputation for getting things done. They have 
seen American machines and have observed the efficiency with which the Ameri- 
can Army operated the supply line to Russia during the past war. 

There has been no evidence presented in the memorandum where any in- 
tentional, real, or otherwise misuse of TCI funds has occurred. The difficulties 
of planning TCI programs under the local circumstances are such that it is not 
possible to forsee all the emergencies which have and will continually arise. 
The Comptroller could be of material, positive assistance to the technical staff, 
and to the Iranian agencies with which we work if Mr. Reeves’ attitude were 
positive in his approach. It appears that the holding up of such an urgent and 
important program is unwise, costly, and to the distinct disadvantage of our 
Iranian relationships. If the present policy of refusal (except under what maj 
be termed duress) of the Comptroller to hold up on the granting of funds to keep 
a project moving and which is demed both necessary and important by the 
technical staff, I can only foresee more difficulties. 

A better and more helpful attitude on the part of Mr. Reeves would be to 
offer technical assistance in his particular specialized field to both the technical 
staff of TCI and to the Iranian agencies. 

As a way of emphasizing the poor assistance rendered by Mr. Reeves to the 
Ministry of Health, I would like to point out the clashes between the Comp- 
troller’s Iranian accounting assistants and the Ministry of Health officials. 
Although Mr. Reeves reiterates on having set up certain accounting procedures 
for the Iranian Malaria Control Office, Ministry officials maintain that Mr. 
Reeves’ office has not given standing and definitive means of accounting but that 
his assistants always found something wrong or found new reasons for denying 
funds for the continuation of the malaria control program. Furthermore, Mr. 
Reeves’ office continually bypassed the Chief of the Iranian Malaria Service and 
sought to get its information from Iranian accountants who were not working 
for the Malaria Service but who only gave generalized accounting for all divi- 
sions of the Ministry of Health. Mr. Reeves once made the statement that he 
knew more about the accounting in the Malaria Service than the Chief himself, 
but he made no attempt to help the Chief in strengthening his accounting pro- 
cedures. In other words, his whole approach was negative rather than positive 
in nature. 

At one time, two of our health staff were in Mr. Reeves’ office when he, Mr. 
Reeves, called the Chief of the Malaria Service a “liar.” This was apparently 
based on statements made to him by his own Iranian staff. It became eviden! 
that Mr. Reeves’ Iranian accountants were antagonistic to officials of the Ministry 
of Health from the beginning. The Minister of Health, himself, criticized the 
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high-handed method by which Reeves’ accountants were stopping the malaria 
control program. It is evident to me that a little discretion on Mr. Reeves’ part 
would have relieved the situation. 

Finally, the attitude of the Comptroller has greatly contributed to the recent 
deterioration of our relations with the Ministry of Health. Our relations have 
been excellent since arising from the low prevalent in April and May, 1951. Mr. 
Reeves’ actions have been interpreted by the Minister of Health as implications 
as to his own integrity and honesty. The Minister no longer attends the meetings 
of the Malaria Control Commission because as he states, he feels that its decisions 
will only be overruled by the TCI Comptroller. Due to this, it is becoming quite 
difficult for us in the Health Division to get a meeting with the Minister, whereas 
previously, he was almost always available. Most of the good will in rescuing 
and helping out the malaria control program in 1951 and 1952 is in serious danger 
of being lost by the Comptroller’s actions. 

Emit E. PALMQUIST, 
Chief, Health Division, TCI. 


NOVEMBER 8, 1952. 

To: United States Director of Technical Cooperation for Iran. 

From: Legal Counselor. 

Subject: Memorandum of Douglas F. Reeves to William E. Warne, Director, 
dated October 28, 1952, subject: “Reply to your Memorandum of October 11, 
1952.” 

I have read with great interest the subject memorandum and I have accepted 
the responsibility of investigating certain portions of the memorandum. Other 
staff members will reply to other portions. 

1. Referring to subparagraph (e) appearing on page 8 of the subject memo- 
randum, in which Mr. Reeves states: “In conclusion, there are also the cases 
under the industry program projects, such as the Fassa Sugar Refinery project, 
where it is clearly intended to apply TCI grant funds as payments on outstanding 
purchase contracts for which the Iranian Government has been unable to com- 
plete payments,” the obligations incurred by TCI under the project agreements 
consist of the payments of “foreign exchange costs necessary to establish Fassa 
Sugar Refinery.” Under this agreement, a project funds agreement has been 
executed providing for the payment of the foreign exchange costs through pur- 
chase authorities issued by the Administration for the actual payment of the 
foreign exchange for goods, equipment, and supplies required by the Fassa Sugar 
Refinery. 

It is true that the plan organization has already negotiated a contract for the 
purchase of goods and equipment for the Fassa Sugar Refinery and that the 
payments made under the project funds agreement will be for the goods and 
equipment specified in contracts negotiated by the plan organization. It is 
pointed out, however, that the payments on the contracts will be made for goods 
and equipment that will be shipped from abroad and used in the establishment 
of the Fassa Sugar Refinery. I fail to see where these transactions involve any 
deviations from established policies and procedures. 

2. Subparagraph (f) on page 8, in which Mr. Reeves complains that a train- 
ing course had been initiated by the Near East Foundation prior to the actual 
signing of the Crown Lands Project Agreement, is correct. Substantial agree- 
ment had been reached between the Crown Lands Commission, TCI, and Wash- 
ington prior to the initiation of the training course, and it was considered neces- 
sary that the training course be held prior to Mr. Noe’s return to the United 
States. This action on the part of NEF was performed with the full knowledge of 
this headquarters. I consider it well within the powers and responsibilities of 
Mr. Warne, as country director, to ratify and confirm project operations occurring 
prior to the formalization of the agreement. 

3. Iam unable to understand the complaint of Mr. Reeves to the effect that 
he was not ineluded in project documentation. All of the fiscal language in- 
cluded in our project agreements was dictated by Mr. Reeves, and in each case 
in Which IT was charged with the coordination of the project documents, I pre- 
sented the document to Mr. Reeves for his consideration and awaited his review 
thereon. In those cases in which Mr. Reeves suggested alterations or amend- 
ments, I included such amendments or alterations and returned the documents 
to him for surnaming. 

4. I am also unable to understand the complaint of Mr. Reeves to the effect 
that notifications of the signing of projects were not timely. This headquarters 
executed 29 project agreements in the month of June. Immediately upon return 
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from the Cabinet Committee meetings, I handed to my secretary signed copies for 
reproduction and distribution. The great rush of work caused our reproducing 
system to fall behind as much as a week or 10 days. Mimeographed copies were 
distributed to all staff members, division chiefs, and regional directors as soon 
as reproduction had been completed. Upon receipt of the memoranda of June 
19 and 25, cited by Mr. Reeves, I went to Mr. Reeves and said: “Doug, why are 
you complaining that you are not receiving the mimeographed copies? You are 
only 10 seconds from my office by foot and 1 second by telephone. You know 
that all of the information in my office is available to you or your secretary on 
request.” To this, Mr. Reeves replied: “I am being blamed because I do not 
have funds for these projects. I must share the blame with someone.” 

5. Iam sure that Mr. Reeves is grasping at straws when he complains concern- 
ing the execution of project agreement No. 30, concerning His Majesty’s land 
distribution program. On the day before the project agreement was signed, 
discussions, lasting more than 2 hours, were held between Mr. Reeves and the 
representatives of the Crown Lands Commission and Development Bank. Every 
detail of the proposed project agreement was discussed at great length and Mr. 
Reeves insisted on certain moditications in the terminology of the project agree- 
ment. These modifications were made exactly as written by Mr. Reeves and the 
conference did not break up until Mr. Reeves had expressed complete satisfac- 
tion with the project agreement. 

6. I agree with Mr. Reeves that in certain instances supplemental salary pay- 
ments have been made from TCI funds, especially in the malaria control project. 
These instances are being made the subject of a separate review by TCI and will 
be discussed at the forthcoming Rome conference. 

7. Referring to paragraph 14, in which Mr. Reeves cites seven subprojects and 
claims that incomplete accounting procedures were included, I desire to point 
out that such subprojects received Mr. Reeves’ review and comment prior to the 
execution of the project agreements. In the review and comments which Mr. 
Reeves made on these subprojects, he did not either recommend or suggest that 
such subprojects be amended to include accountability provisions. It has always 
been my position that Mr. Reeves had the responsibility of recommending suit- 
able accountability provisions and I assumed that he reviewed the subprojects 
in the light of his requirements and had made recommendations that he consid- 
ered necessary at that time. 

8. I do not agree with Mr. Reeves in his statement, “* * * programing and 
presentation of projects to you for signature always preceded my first knowledge 
of the project * * *.” Ihave been scrupulous in presenting to Mr. Reeves every 
project agreement that I have prepared. The fact that his surname appears with 
regularity on the documents that I have in my office disproves such a statement 
as this. 

9. With reference to the statement by Mr. Reeves, “That the majority of the 
Comptroller’s difficulties have stemmed from the lack of adequate detailing of 
the intended use of proposed grants should be clearly evident from the quota- 
tions and references given in other paragraphs,” points up the failure of the 
Comptroller to make timely recommendations concerning the amount of detail 
to be included in project documentation. It is my firm belief that Mr. Reeves 
is now convinced that he did not take appropriate action when the project docu- 
ments were presented to him for concurrence and that he is now attempting 
to shift the blame in every direction. 

10. In conclusion, I desire to express my regret that Mr. Reeves has pointed 
up so effectively his lack of knowledge of the duties and responsibilities of a 
Comptroller. His failure to advise you and his fellow staff members of his needs 
in the field of project documentation has created almost insoluble difficulties in 
staff coordination and cooperation. Without doubt, this headquarters has on 
its staff an extraordinary number of devoted, hard-working, efficient staff officers 
I am sure that Mr. Reeves has fallen behind the pace of the organization and 
that his effectiveness as a comptroller is now impaired beyond retrieval. 


CLARK S8. GREGORY. 


Mr. Mountarn. You participated, did you not, in the preparation 
of this November 8 document ? 

Mr. Greoory. In parts of it; yes. 

Mr. Mountain. Did you take any copies of it with you to the Rome 
conference ? 

Mr. Grecory. I took three copies to the Rome conference. 
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Mr. Mountain. Did you attend any meetings with Mr. Fryer and 
others at the Rome conference on the subject of this memorandum ? 

Mr. Greeory. I did. 

Mr. Mounta1n. Will you tell us what the substance of those meet- 
ings was? 

Mr. Gregory. Could I give a factual statement from the time we 
got there, so we can have it in order? 

Mr. Mounrarn. Surely. 

Mr. Grecory. I got in Rome, I think, on a Monday, on or about the 
10th or 11th of November, and I met Mr. Glick that evening and told 
him I wanted to talk with him, and we met at breakfast the following 
morning, at which time I handed him a copy of this letter, together 
with the attachments and told him that I wanted to know specifically 
what legal duties I was to perform in connection with this letter. 

I also on that day presented copies of this letter and attachments 
to Mr. Ford and Mr. Fryer. 

On the following morning I asked Mr. Glick if he had reached any 
conclusion. He said there would be a meeting that evening on this 
subject, and I attended this meeting at which Mr. Fryer and Mr. 
Ford—I am not sure if Mr. Glick was there at all times, another man 
from Washington whose name I have forgotten, Mr. Warne and my- 
self appeared—that matter was discussed at that time. 

They had had opportunities to read the statement. Mr. Warne then 
left the room for a short period and they discussed it. 

The discussion was in general terms and the conclusion was to the 
effect that Mr. Warne was an excellent director; that obviously Mr. 
Reeves was a poor controller; that if either Mr. Warne or Mr. Reeves 
should be fired, that it wasn’t going to be Mr. Warne. 

That concluded the subject and the meeting adjourned. 

Mr. Harpy. That is about as clear a statement of the facts as you 
could make, and I want to compliment you on a very clear and under- 
standable presentation. 

There is just one thing that I would like to have a little elaboration 
on, and that is the extent of the study given to the situation by this 
group who made that decision. 

What did you have before you to peruse other than the memoran- 
dum of November 8 you had taken with you? 

Mr. Grecory. They had all of the other attachments to it, Mr. 
Chairman; that had attached to it a great many documents. 

Mr. Harpy. That is what I want, what they had before them. 

Mr. Gregory. Well, it had one statement of Mr. Reeves; the state- 
ments of the other staff officers; a letter of Mr. Warne; the statement 
that he was—that he proposed to remove Mr. Reeves as controller 

Mr. Harpy. Well, in the interest of time—this is declassified now, 
Mr. Saccio? 

Mr. Saccto. Yes, sir. 

Mr. Harpy. In the interest of time, I will read into the record the 
attachments which accompany this memorandum: 


Memorandum, Reeves to Warne, dated October 28, 1952; 


Which has been inserted on p. 126 of the record. 


Memorandum Goulden to Gregory, dated November 6, 1952; 
Memorandum Jones to Warne, dated November 6, 1952; 
Memorandum Roskelley to Warne, dated November 4, 1952; 
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Memorandum Turner to Warne, dated November 5, 1952. 

Memorandum Workinger to Warne, dated November 3, 1952 ; 

Memorandum Palmquist to Warne, dated November 6, 1952 ; 

Memorandum Gregory to Warne, dated November 8, 1952 ; 

Copy of memorandum to Reeves from Warne by Evans dated August 23, 1952, 

So, without objection, we will submit this memorandum for the 
record together with copies of the attachments. I understand they 
have all been declassified. 

Mr. Saccio. Have you got those—— 

Mr. Mountain. Those were never submitted to us. 

Mr. Saccro. We have never been able to find those. 

Mr. Grecory. Well, I have one that I have found that I could give 
to you. 

Mr. Harpy. Suppose we submit them for the record, subject to any 
declassification that may become necessary. 

Mr. Saccro. All right. The question, Mr. Chairman, was whether 
we had all the attachments here, and I think some parts are missing. 
Mr. Harpy. Well, if we can find them, we will still put them in. 

Mr. Saccro. All right. 

(The documents referred to will be found on p. 126.) 

Mr. Harpy. I understand that a set of these documents was given to 
each of these three people. 

Mr. Grecory. That is correct. 

Mr. Harpy. And they had those documents for study overnight 
and they met the following morning and made the decision. Is that 
correct ¢ 

Mr. Grecory. They had it about, I would say, 36 hours before the 
meeting. 

Mr. Harpy. Fine,thank you. Any questions? 

(No response. ) 

Mr. Harpy. Thank you, Mr.Gregory. Thank you very much. 

Off the record. 

(Discussion off the record. ) 


TESTIMONY OF JULIUS KESSLER, ASSISTANT DIRECTOR, OFFICE 0F 
CONTRACT RELATIONS, OFFICE OF TECHNICAL SERVICES, INTER. 
NATIONAL COOPERATION ADMINISTRATION 


Mr. Harpy. Do you solemnly swear that the testimony you will give 
before this subcommittee will be the truth, the whole truth, and noth- 
ing but the truth, so help you God? 

Mr. Kessterr. I do. 

Mr. Mousramm. Mr. Kessler, can you very briefly give us your biog- 
raphy ? 

Mr. Kesster. I am presently the assistant director, Office of Con- 
tract Relations; prior to that, desk officer for African Affairs, specti- 
cally, Liberian Desk Officer. 

Prior to that, fiscal officer, during the interim of the vacation of the 
Acting Controller, and during reorganization of the Controller’s office, 
TCA Acting Controller. 

Prior to that, with the State Department, Division of Finance, 4s 
fiscal analyst and auditor. 

Prior to that, with the Armed Forces contract termination, nego 
tiator, sales office, quartermaster, commissary and auditor. 
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Prior to that, with the Commodity Credit Corporation and the Co- 
ordinator of International Affairs in a fiscal capacity as accounting 
auditor. 

Mr. Mountain. What was your capacity in September 1952? 

Mr. Kesster. Acting Controller, TCA. 

Mr. Mountain. Did Mr. Reeves, on his visit at that time in Wash- 
ington, talk to you! — 

Mr. Kesster. He did. 

Mr. Mounratn. What was the relationship of Mr. Reeves’ func- 
tion as a TCA controller in the field to the controller in TCA in 
Washington, at that time ¢ 

Mr. Kesster. There was no specific relationship other than Mr. 
Reeves would send his reports in to Washington hie were utilized 
in preparing the reports of TCA. 

Mr. Mountain. Did Washington prescribe what the controllership 
function in the field was to consist of ? 

Mr. Kesster. The controller’s office in Washington did not. 

Mr. Mountain. Was it in the process of preparing instructions 
along that line ¢ 

Mr. Kesster. It was. 

Mr. Mountrarn. But they were not in existence at that time? 

Mr. Kesster. They were not. 

Mr. Mounratn. How were the controllership functions in the field 
prescribed under that circumstance ¢ 

Mr. Kesster. Generally, we only had one or two controllers in the 
field at that time, and they went out with instructions to set up their 
own procedures and submit them to Washington for approval. 

Mr. Mountain. Had Mr. Reeves ever submitted his procedures ? 

Mr. Kesstrr. I do not recall. 

Mr. Mountarn. Well, to whom was he responsible? 

Mr. Kesster. He was responsible to the director of the mission, 
there was no direct responsibility to the controller in Washington. 

Mr. Mountat1n. So the controllership functions in a field office 
would be prescribed by the office of the mission director ? 

Mr. Kesster. That is correct. 

Mr. Mountain. Can you give us briefly the substance of your dis- 
cussions with Mr. Reeves in September 1952 on his visit to Wash- 
ington ? 

Mr. Kesster. These discussions are very hazy, but they were in 
connection with the disbursements that were made or to be made and 
the allotment accounting of the obligations and expenditures—there 
was some difference in the balances as reflected in mission records as 
between those reflected in Washington records. 

Mr. Mountatn. Did Mr. Reeves discuss with you the necessity for 
closer relations between Washington and the mission on controller- 
ship activities ? 

Mr. Kesstrr. I think he did. 

Mr. Mounratn. Did he discuss with you procedures which he rec- 
ommended for establishing accounting costs on a project basis rather 
than on the then allotment basis ? 

Mr. Krsster. We discussed that. I don’t know who proposed that 
method of reporting. 
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Mr. Mountarn. Did Mr. Reeves make known to you that he was 
required to make advances on projects without getting a statement 
of accountability ¢ 

Mr. Kesster. I don’t recall that. 

Mr. Mounrarn. You don’t? 

Mr. Kesster. No. 

Mr. Mountarn. Did you discuss the matter of end-use checks / 

Mr. Kesster. Yes. 

Mr. Mountain. What was his discussion or comment on that, if you 
recall? 

Mr. Kesster. The fact that these checks were not made—generally, 
I don’t recall the exact conversations. 

Mr. Mounratn. Did he discuss with you the payment of salaries, 
supplementary salaries to Lranian locals 4 

Mr. Kesster. He informed me that was being done. 

Mr. Reece. Mr. Chairman, now that is a reference that I think we 
might consider the advisability of whether or not to put it on the 
record. I am not questioning the advisability of the information 
being developed, but as to whether it should be on the record. 

Mr. Harpy. Off the record, just a minute. 

( Discussion off the record. ) 

Mr. Mountarn. Are you familiar with the letter of September 18, 
1952, from Mr. Fryer to Mr. Warne? 

Mr. Kesster. I don’t recall that letter—I first saw it, as I remember, 
when you showed it to me yesterday. 

Mr. Mountarn. But you now recall it? 

Mr. Kesster. Yes. 

Mr. Mounrarn. Did you ever discuss the numbered items, 1 to 6, 
in that letter with Mr. Reeves? 

Mr. Kesstrr. I remember discussing some, or all of them; yes. 

Mr. Mounratn. Did you have any part in drafting this letter / 

Mr. Kesster. I don’t recall having any part in drafting it; no. 

Mr. Meaper. Do you recall the letter of September 18 ? 

Mr. Kesster. Yes, sir. 

Mr. Mountatn. Do you recall clearing this letter ? 

Mr. Kesster. I do not. 

Mr. Movnratn. Did you have an opportunity in discussion wit! 
Mr. Reeves to form a judgment as to whether he had a grasp of con- 
trollership functions in the field, as you saw them from the Wash- 
ington end ? 

Mr. Kesster. I don’t recall specifically. We talked generally about 
controllership functions in the field. I don’t recall specific references. 

Mr. Mounvarn. Well, do you have any evidence of, that you recall, 
reaching any judgment that Mr. Reeves was incompetent ? 

Mr. Kesster. I don’t recall having any judgment 

Mr. Harpy. Did you consider whether he was incompetent oF 
competent ? 

Mr. Kesster. I considered him competent. 

Mr. Reece. May I ask for a clarifying statement : 

Did you consider him as a competent accountant or as a wholly 
competent official in the position which he occupied ? 

Mr. Kesster. Asa competent accountant, sir. 

Mr. Mountain. Did you in your discussion with Mr. Reeves discuss 
any area in which you thought he had been remiss in his duties / 
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Mr. Kesster. I cannot recall. 

Mr. Mountarn. Let us put it this way : 

If you had discovered any of those things, would not action have 
been Incumbent upon you ? 

Mr. Kesster. The action would not have been incumbent upon 
me, except to inform the desk officer and the personnel division that 
he was not 

Mr. Harpy. Did you inform a desk officer to that effect, do you 
recall # 

Mr. Kesster. I don’t recall, sir. 

Mr. Mountain. Is it your recollection that you did not find Mr. 
Reeves either incompetent or remiss in his duties ? 

Mr. Kesster. I think that is true. 

Mr. Mounrarn. So, in other words, you found him, as far as your 
observation, qualified for this job, as far as any 

Mr. Kesster. I found him a qualified accountant; yes, sir. 

Mr. Mountain. Are you modifying—are you referring to account- 
ant specifically, or do you mean accountant as far as controller is 
concerned ? 

Mr. Kesster. I don’t know—‘As far as controller is concerned”— 
I think he was qualified in his job. 

Mr. Mountain. Did Mr. Reeves make any statement to you about 
being reluctant to go back to Iran ? 

Mr. Kesstrer. To the best of my recollection, he did not think he 
was wanted back in Iran, but I just can’t recall the exact phrase or 
the terms under which this was raised. 

Mr. Mountain. Do you recall, did he give you any indication as 
to why he felt he was not wanted back in Iran ¢ 

Mr. Kesster. I would think it was a personality problem that con- 
fronted him, and he was having some difficulties in getting across the 
proper procedures and controls, as the controller of the mission. 

Mr. Harpy. Did he indicate to you he was having trouble in getting 
the proper procedures put into effect ? 

Mr. Kessier. To the best of my recollection, I believe that to be true. 

Mr. Reece. What did you observe was his general attitude toward 
- mission director, Mr. Warne, in your various conversations with 
uum ¢ 

Mr. Kesster. I don’t recall, sir; can’t give you a definite answer 
on that. 

Mr. Harpy. You were reasonably closely associated with Mr. Reeves, 
I would assume, on a practical day-by-day basis while he was here? 
_ Mr. Kesster. I don’t think I saw him more than twice while he was 
in Washington. 

Mr. Harpy. Is that right ? 

Mr. Kesstrr. Yes. 

Mr. Harpy. Had you seen him any other time? 

Mr. Kesstzr. No, sir. 

Mr. Harpy. So your knowledge of his personality would be limited 
to those 2-day contacts ? 

Mr. Kesster. That is correct, sir. 

Mr. Harpy. Did you find him irrascible or difficult, or hard to get 
along with? Did you have that impression from your brief contact 
that you had with him? 
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Mr. Kesster. No, sir—of course, both of us were doing the same 
type of job. 

Mr. Harpy. You were wearing the same rose-colored glasses ? 

Mr. Kesster. That is correct. 

Mr. Reece. But didn’t you indicate that he had some reluctance 
about going back to Iran because of personality conflict—on what do 
you base that observation ? 

Mr. Kesster. Well, there was some question as to whether he was 
wanted back in the mission. I am sorry, I don’t recall the details. 

The indication was he might not be welcomed back at the mission. 

Mr. Reece. Did he indicate to you he had submitted any memo- 
randa to the mission director embodying his criticisms of the office? 

Mr. Kesster. No, sir; he did not. 

Mr. Harpy. I take it he may have indicated to you that he had 
talked to the personnel in the mission in an effort to try to get im- 
proved procedures put into effect. 

Mr. Kessuer. Yes, sir. 

Mr. Harpy. You don’t know whether he reduced any of those to 
writing ? 

Mr. Kesster. No, sir; I do not. 

Mr. Harpy. Did you get the impression that he either discussed or 
sought to discuss with Mr. Warne in an effort to get those improve- 
ments put into effect ? 

Mr. Kesster. I would assume he did. 

Mr. Harpy. I say, you got that impression from your conversation! 

Mr. Kesster. Yes, sir. 

Mr. Rexce. Had you been in the same position that Mr. Reeves oc- 
cupied, would you have—and if you felt about the operations of the 
mission as he indicated to you that he felt, what procedure would you 
have followed to impress upon the mission director your views? 

Would you have ultimately submitted, if you felt that he was not 

iving sufficient consideration to the shortcomings which you felt ex- 
isted, would you have submitted a memorandum to him embodying 
your views ? 

Mr. Kesster. Embodying my views and recommendations, yes, sir; 
I certainly would have. 

Mr. Reece. That would it seems to me, be what I brought up a while 
ago, about what constitutes good administrative procedure; he had 
not done that; he came and talked to you and other officials in Wash- 
ington, and seemed to have made complaints on a pretty wide basis. 

Mr. Harpy. Well, I don’t know whether we know that or not, Mr. 
Reece, we will have to ask 

Mr. Reece. Well, the memorandum which he finally drew wp at 
Mr. Seager’s instance rather indicated that, I would think, Mr. Chair- 
man. 

Mr. Harpy. Is there anything further ? 

Mr. Mounratn. One further question, Mr. Chairman. 

Did you substantially agree in your conversation with Mr. Reeves 
on his ideas regarding accountability for funds? 

Mr. Krsstrr. To the best of my recollection, yes. 

Mr. Mounrarn. Did he in his statement to you indicate that his 
problems about returning to Iran were related to the fact that there 
were substantial differences of opinion between him and the country 
director in connection with this problem ? 
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Mr. Kesster. I think it is fair to say, between him and mission 
personnel, I don’t know that we can pinpoint the country director, 
{ am not clear, under the circumstances—— 

Mr. Harpy. Are you telling us that he was afraid or desired not 
to go back to Iran because his colleagues did not like him? 

Mr. Kesster. No, sir, I am not saying that at all. What I am 
saying is he could not institute the procedures that were required 
because of differences of opinion between himself and mission per- 
sonnel. 

Mr. Harpy. You don’t know whether that “mission personnel” in- 
cluded his colleagues generally or are you limiting that to Mr. Warne? 

Mr. KesstrEr. | cannot recall, Mr. Chairman. 

Mr. Meaver. Did I understand you to say that the controller’s 
oftice of TCA in Washington had no direct connection with their con- 
trollers in the field ¢ 

Mr. Kessier. With the exception of receiving reports, it was true 
in the early days of TCA. 

Mr. Mraper. It is not true any more? 

Mr. Kesster. No, sir; it is not true any more. 

Mr. Meaper. And you did not know Mr. Reeves, really, until he made 
this visit to Washington in September of 1952? 

Mr. Kesster. I may have met him when he went out, I don’t recall ; 
I may have met him then. 

Mr. Mraprer. You did not have any recollection of having gone 
over these procedures that were set out in the letter of September 
18—it would indicate that you had initialed the letter, as having 
read it. 

Mr. Kessier. No, sir, my initials do not appear on that letter. 

Mr. Meaper. Aren’t you J. Kessler ? 

Mr. Kesster. Yes, sir. 

Mr. Mraper. Well, who is “C. 8.” ? 

Mr. Kesster. I haven’t the slightest idea, sir. 

Mr. Meaprr. Well, is it usual to have somebody else initial—— 

Mr. Kesstrr. I am sure it is not- 

Mr. Seager. My initials are “C. 8.” ind I initial “C. H. S.” all of the 
time, and I don’t know who that “C. S.” is. 

Mr. Harpy. I take it this is not yours? 

Mr, Seager. I think it is not. 

Mr. Harpy. Well, thank you very much, Mr. Kessler. 

[ think the committee will stand adjourned now, with the tentative 
schedule to reconvene at 10 o’clock on Thursday. 

The place of the meeting is a little bit doubtful, but for the time 
being it will be room 1501 and we will have to advise the Congressmen 
and others as soon as we can fix a firm place—but we will meet there, in 
room 1501, if we can’t find a better place. 

Did you want to say something, Mr. Seager? 

Mr. Seager. Mr. Chairman, I ask your indulgence. 

I am very anxious to be out of town Friday and Monday. If it is 
going to interfere with your proceedings, I will make other arrange- 
nents. 

Mr. Harpy. I don’t think that we will need you, Mr. Seager. 
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Frankly, right now I could not say whether we will be able to meet 
on Friday or Monday, but in any event you may be excused those 2 
days. 

Mr. Seacer. Thank you. 

Mr. Harpy. Well, thank you very much gentlemen. I appreciate 
very much the participation of all of you here this afternoon. 

(Whereupon, at 5:05 p. m., the subcommittee adjourned, to recon- 
vene at 10 a. m. in room 1501 on Friday, June 8, 1956.) 


The 
Build: 
comm: 

Pre 
Meade 

Als 
invest 
Seym 

Mr. 

In t 
mony 
tions « 

We 
tion A 
we ar 
edge ( 
indice 
these 
prime 
forth. 

We 

Mr. 

Mr. 

Mr 
v1Ve | 
whole 

Mr. 

Mr. 
beliey 
phy, ‘ 

For t 
brief 


TEST: 
OP] 
TIC 


Mr 
My 


charg 





UNITED STATES AID OPERATIONS IN IRAN 


FRIDAY, JUNE 8, 1956 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 9:15 a. m. in room 304, Old House Office 
Building, Representative Porter Hardy, Jr. (chairman of the sub- 
committee) presiding. 

Present: Representatives Porter Hardy, Jr., (chairman), George 
Meader, Charles B. Brownson, and B. Carroll Reece. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

In the inquiry that we have conducted thus far, we have had testi- 
mony in the record about the accounting and controllership opera- 
tions of the mission in Iran. 

We have heard from two witnesses of the then Technical Coopera- 
tion Administration. We still have some gaps in our testimony, and 
we are glad that Mr. Warne is here, because he has a first-hand knowl- 
edge of what has happened in the field, and I believe Mr. Warne has 
indicated a feeling that he could probably serve to clear up some of 
these gaps much better than people who have based their knowledge 
primarily on memorandums and such that has circulated back and 
forth. 

We are glad to have Mr. Warne with us this morning. 

Mr. Warne, will you be sworn ? 

Mr. Warne. Yes. 

Mr. Harpy. Do you solemnly swear that the testimony you shall 
give in the matter before this subcommittee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Warne. I do. 

Mr. Harpy. Some time ago, Mr. Warne, in an executive session, I 
believe you did give the committee a little background of your biogra- 
phy, and I don’t know whether any of that session will be published. 
For the benefit of our open record, I wonder if you would give us a 
brief one again. 


TESTIMONY OF WILLIAM E. WARNE, DIRECTOR, UNITED STATES 
OPERATIONS MISSION TO BRAZIL, INTERNATIONAL COOPERA- 
TION ADMINISTRATION 


Mr. Warne. I would be pleased to, Mr. Chairman. 
My name is William E. Warne. I was country director and in 
charge of our aid programs in Iran from November 28, 1951 to March 
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10, 1955, much of the period of the operations that you have been 
considering here. 

I have a1 years of continuous service in the Government, more than 
16 years in the United States Department of the Interior, and almost 
5 years in the International Cooperation Administration and its 
predecessor agencies, the Foreign Operations Administration and 
the Technical Cooperation Administration. 

I am now director of the United States operations mission to Brazil, 

Mr. Harpy. Thank you, Mr. Warne. 

Now, we will not attempt in this session this'morning to cover the 
whole field of operations in Iran, but we would like to get into this 
controllership activity. I think because of the time situation, we had 
better confine ourselves, Mr. Mountain, to this controllership and 
accounting proposition and defer other aspects of the matter until later 
on. 

Mr. Mountarn, Yes, sir. 

At the time you were assigned to Iran, Mr. Warne, the operation 
had been under way for some while previously ; is that correct 

Mr. Warne. Yes, sir. 

Mr. Mounratn, Can you give us briefly the instructions that you 
got in Washington on the carrying out of this program ? 

Mr. Warne. Yes, sir. 

I was briefed as extensively as possible in the 10 days between No- 
vember 8, 1952, when I was sworn in as country director of the assist- 
ance program for Iran, and November 18, 1952, when I left Washing- 
ton en route to Teheran. 

Mr. Mountain, 1951, you mean. 

Mr. Warne. I beg your pardon, this is written 1952, but you are 
quite correct. It was 1951 in both those instances. 

Dr. Mossadegh, the Iranian Prime Minister, was in Washington 
part of that time and one of my first jobs was to meet with him and 
to tell him that there would be alloted $23,450,000 for the Iranian pro- 
gram in the 1952 fiscal year. I told the Prime Minister that the pro- 
gram would be worked out in Iran in cooperation with his representa- 
tives. He proposed right then that we build the Karadj Dam, but 
when I said that a broader program than a single project would be, 
I thought, more desirable, he said that he would let me know at the 
appropriate time in Teheran with whom I should work in completing 
the cooperative program plans. 

There was a final briefing session for me in Dr. Bennett’s office. 
Dr. Henry G. Bennett, who was director of the TCA at that time, and 
within 5 weeks met his death in an air plane crash near the Teheran 
airport as Ambassador Henderson and I awaited his arrival there. 

The final briefing was attended by more than a dozen people from 
TCA and State. One of the advisers present who, a short time earlier, 
had spent several months in Iran urged inclusion of industrial-type 
projects in the program. Another urged the drilling of 500 deep 
wells. Dr. Bennett asked me to pay special attention to the Karad] 
Agricultural College. It was made clear to me that the rural improve- 
ment program which had already been started on a modest basis was 
not to be considered the whole program, but that I should develop 
broader activities. 
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In 1952, the committing documents, which included all program 
agreements, were required to be cleared in final form and approved 
in Washington. Every single such agreement that I signed in con- 
nection with the 1952 program, the student assistance and industrial 
programs included, were so approved in advance. 

Sometimes, when time was short, the proposed texts upon which we 
had agreed with the Iranians were cabled to Washington. When 
there was time they were mailed, but we consistently got cabled re- 
sponses, some of which approved our proposed texts with word, 
sentence, paragraph, and organizational changes, and some of which 
approved virtually the phraseology we had originally submitted. 

A block developed in connection with our industry program and 
projects. No approval was received. We were getting near the end 
of the fiscal year. I came to Washington to see if I could resolve the 
matter. 

Mr. Mountarn. Mr. Warne 

Mr. Warne. This is part of the background of the development 
of the 1952 program. 

Mr. Mountain. I believe our question was, Could you tell us briefly 
the instructions you were given before you went to the field ? 

Mr. Harpy. That is all right. I believe that this is a development 
of the information we wanted. I just wonder, though—how long is 
your prepared statement, Mr. Warne ? 

Mr. Warne. This one is just about another page longer. 

Mr. Harpy. Go ahead, and let’s finish with it. 

Mr. Reece. I think it is something to have that in. 

Mr. Harpy. It may be getting us in the wrong context, but that 
is all right. We will come back to it if necessary. Go ahead and 
finish. 

Mr. Warne. As I said, I came to Washington to see if I could 
resolve that matter. 

A series of conferences were held with TCA and DMSA officials 
and the problem was revealed. Not enough detailed information had 
been submitted. I called Mr. Ralph Workinger, who was my pro- 
gram officer at the time, to Washington and instructed him to bring 
the information with him. He remained in Washington about a 
month. Before I returned to Teheran I received formal approval of 
the industry-program agreement and that approval was cabled to my 
office. The program approval that was given, however, required, as no 
other program approval had, submission for final approval in Wash- 
ington of each industrial project agreement in the final form that was 
to be utilized in carrying out the 1952 industry program. 

Mr. Harpy. Can you fix a date? 

Mr. Warne. Yes, sir. I arrived back in Teheran on approximately 
the 20th day of May. 

Mr, Harpy. That was 1952? 

Mr. Warne. Of 1952. 

i had been in Washington something like 30 days. 

Mr. Harpy. Well, was this prior to the actual initiation of any 
projects ¢ 

Mr. Warne. It was prior to the actual initiation of this phase of the 
program. The reason, I believe, this is related to the initial question 
is that here was a point on which, apparently, my original briefing 
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was not complete, and it was necessary for me to come back in and to 
discover what the agency had in mind with regard to this phase of 
the program. 

Mr. Harpy. Some projects had been started and some expenditures 
had been incurred, but you hadn’t gotten into the major operation; js 
that right? 

Mr. Warne. We had gotten into all the operation at that time, at 
least insofar as the drafting of the program agreements was concerned, 
excepting only the industry program. It had been submitted but did 
not come back. 

Mr. Harpy. This was the industry part, then, that you were work- 
ing on? 

Mr. Warne. That is right. 

Mr. Harpy. Excuse me for interrupting you. I hope you can pick 
up where you left off. 

Mr. Warne. You see, we had previously submitted and obtained 
approval on agriculture, health, education, and other programs. 

Mr. Harpy. And your block had arisen only in connection with the 
industry program ? 

Mr. Warne. Only in connection with the industry program. 

Mr. Harpy. So that with respect to the industry program your 
briefing, as you indicated, had not been complete before you left 
Washington ¢ 

Mr. Warne. That was the determination that I had made; and 
that I had better get back in and see what the problem was. We did 
then work the thing out here. 

Mr. Harpy. That is fine. Proceed. 

Mr. Warne. The program approval was given. As it was given, 
however, it required, as no other program approval had, submission 
for final approval in Washington of each individual industrial-project 
agreement in the final form as it was to be utilized in the 1952 industry 
program. 

These project agreements were so submitted and approved. The 
approvals were given and the agreements completed before the end of 
June 1952. As I remember it, we signed the last one on June 29. 

Please note, therefore, that all of the basic documents that under- 
lay the 1952 program and the specific industrial projects that are 
mentioned in the GAO report were approved by our TCA Washing- 
ton office. In the absence of regulations and general rules to govern 
our field operation, this was the country director’s ultimate assurance 
that what he was doing met legal and other requirements. The con- 
troller and the legal adviser of the Iran aid mission were responsible 
to me for working out language and provisions, but the legal and 
fiscal officers in Washington were reviewing and actually exercising 
the final decision over what provisions went into our committing agree- 
ments. 

I don’t mean to pass the buck, but this committee is entitled to the 
facts. One of these facts is 

Mr. Meapver. Who were the individuals at that time who made 
the decisions in Washington ? 

Mr. Warne. Oh, Mr. Meader, I just can’t tell you. I can name some 
of them who were present at the meeting I held. 

Mr. Meaper. Start with the one with the final authority in Wash- 
ington. 
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Mr. Warne. Well, this is what I learned when I came back here in 
April, that our program agreements were reviewed in the TCA agency 
by legal, fiscal, and program and area people—area meaning the 
regional office that had control of our operations. 

Then I discovered what I had not known before—that before the 
money could be allotted, and I could be authorized: to sign the pro- 
gram agreement out there, it had to be submitted to the Mutual Se- 
curity Administration, and had to run the gamut there of the procedure 
that preceded allocation of the funds, so that also, the controller’s 
office, and I presume other offices, in MSA, reviewed these documents 
before approval was given. 

In the conference in Washington that was held during my quick 
trip here in the spring of 1952, the legal and controller officers of 
MSA, as I now recall it, were present. 

Mr. Mraper. What did MSA have to do with the technical-assist- 
ance program in 1952? 

Mr. Warne. They controlled the allocation of funds. 

Mr. Mraper. The TCA was in the State Department, and MSA was 
completely an independent agency, wasn’t it? 

Mr. Warner. The MSA was the agency—mind you, I never was the 
legal officer of any one of these, and I am not a lawyer, Mr. Con- 
gressman. I will give you my impression now. It could be wrong. 

The MSA was the agent of the President in the allocation, in the 
subdivision of the funds that were appropriated directly to him, so 
that certain amounts of those funds were made available to ECA 
program approvals and certain amounts of them were made available 
to the TCA program approvals. 

Do you see ? 

Mr. Meaper. To get back to the TCA—and let’s leave MSA out of 
it for a while—who were the individuals in Washington who, as you 
say, finally approved your industry agreements? There must be 
some individuals. I am only disturbed about saying Washington 
did this and that. Washington is a big place. 

Mr. Warne. I can tell you only to whom I talked at that time. 

Mr. Mraper. Didn’t they have to initial the documents, or write 
some memorandum signifying their decisions ? 

Mr. Warne. I assume so. But the thing that I saw was the cable, 
you see. It was the document that was issued to me. 

Now, the organization was such that I assume, now—and I did talk 
these matters over with the area office, which I think had to clear the 
final cable. 

Mr. Meaper. Who was the head of that? 

Mr. Warne. Si Fryer. Mr. E. Reeseman Fryer. 

Si was in and out of the office, and part of the time I was there in 
1952 a man by the name of Mr. Olson was acting in charge. 

Now, the legal officer at that time, I believe, was Mr. Phillip Glick. 
They had various attorneys. I knew Phil, and talked with him on 
different occasions, but I do not recall that he sat in on all the confer- 
ences, 

_ Mr. Meaper. Did the Iran desk officer have a responsibility in mak- 
ing these decisions ? 

Mr. Warne. The Iranian desk officer had the responsibility of seeing 
that decisions were made. 

Mr. Meaper. But he didn’t himself make the decisions ? 
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Mr. Warne. I don’t think the Iranian desk officer had the authority 
at that time to clear approvals. The desk officer’s function was more 
of a coordinator and expediter at that time. At that time, the Iranian 
desk oflicer’s name was McMillan, I believe. He was only there 
short time. ‘That is the only time I ever saw him. 

Mr. Merapver. You have named most of the individuals who had 
some responsibility in the TCA organization for making these deci- 
sions ¢ 

Mr. Warne. Yes, sir. Some of them I haven’t seen since 1952. 
Now, if I may continue my statement, I believe I can complete it in 
just a few minutes. 

The mission director, in 1952, had less freedom of decision than he 
was later to be given. 

So far as my 1952 work in Iran was concerned, I was advised in 
broad terms what kind of program was desired. Dr. Bennett in- 
tended to spend a week with me in December helping further to shape 
the program. After his tragic death, Stanley Andrews, who suc- 
ceeded him, came out, I think in the month of January, possibly the 
start of February, and did spend the better part of a week there on 
the matter with me and the staff. (He came back for 3 or 4 days the 
following year, 1953, as well.) 

The individual committing documents, which that year were 
called program agreements, were approved in full and specific detail 
in Washington in advance of completion by signing in Iran, and, in 
addition, the individual project undertakings of the industrial pro- 
gram were similarly so reviewed and approved in advance. 

I don’t think I have to put in this argument, or I am not sure it is 
needed. If it can now be contended successfully that the 1952 program 
in Iran or any part of it was not what was intended by the Congress— 
I don’t think it can. I have a document here bearing on that point 
that I would be pleased to submit or to ask Mr. Saccio to do. I don't 
see how we could have been any more careful about it, at least from 
the field point of view, than we were. 

Mr. Saccio. May I make a statement in connection with that, Mr. 
Meader? 

Mr. Mraper. I would be glad to have it. 

Mr. Saccrio. Well, we prepared this statement in connection with 
a statement that was made in the hearing on June 1, in reference to 
these pilot projects and capital investments. At that time, Mr. Rabel 
of GAO testified : 


We understood that congressional intent was that technical assistances should 
go for demonstration projects, but not for the capital investment type of ex- 
penditures. 


This is on page 345 of the transcript of the testimony at the hearings 
eS 
on June 1. 
The Chairman said: 


What you are saying is that, essentially, the technical assistance program was 
used as a program of direct economic aid. 

Mr. RABEL, Yes, sir, that is correct. 

Mr. Harpy. Which, of course, was in violation of congressional intent, if not 
the letter of the law. We have, I think, seen other evidences of the same thiné. 


In view of that statement, we thought we ought to look up the legis- 
lative history of the presentation made by the executive branch in that 
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vear. I have selected certain statements which were made both for 
fiscal year 1952, the first year in which the technical assistance program 
was expanded tremendously in Iran. If you recall, the technical 
assistance program in 1951 was $1,500,000. That was raised to over 
$93 million for fiscal year 1952. 

These statements will show what the executive branch told the 
Congress in view of that change. I think it clearly shows the problem 
was discussed with Congress and the committees and the very nature 
of the program is pointed out as being greatly expanded over what 
was known as purely technical assistance with reasons given in the 
record. 

Mr. Reece, Is this going in the record ¢ 

Mr. Mounrarn. I was about to ask, Mr. Reece, if we might have 
permission to put this in the record. This is a 10-page document, and 
should be studied in the light of the statements Mr. Saccio has men- 
tioned. I believe it will be of help when it comes to reviewing the 
whole matter. 

Mr. Saccto. I am offering it to the committee. We have the statu- 
tory citations on authorizations and appropriations for those 2 years. 
You will note that both the authorization and the appropriations are 
under the general title of “Economic Aid and Technical Assistance, 
Title 2 of the Act, Mutual Security Act of 1951.” 

Mr. Mraver. Mr. Saccio, have you excerpted any phraseology in the 
committee’s report that might bear on this question in your statement ? 

Mr. Saccto. The committee’s report? We weren’t able to find any 
definite statement, in my recollection, in the reports themselves, but 
here are the statements that appear in the presentation itself. 

Mr. Mraper. I understand. That is the statement made by wit- 
nesses who appeared on behalf of the State Department and the 
Technical Assistance Administration. 

Mr. Saccro. Yes. Mr. McGhee, the Assistant Secretary; Mr. Ben- 
nett, Mr. Andrews—people who were presenting the program at 
that time. 

Mr. Meaper. That was certainly the intent of the witnesses. The 
question here is the intent of the Congress. 

[ am asking you whether you reviewed the report of the committee 
and the debate on the floor of the House, or the same thing in the 
Senate, where there might be an expression of congressional intent 
as distinguished from that of the witnesses advocating the program. 

Mr. Saccto. I had that job done, Mr. Congressman. I don’t think 
they were able to find anything specific of that nature. 

Mr. Meaper. In other words, what you are saying in reply to the 
GAO witness is that unlike technical assistance elsewhere in the world, 
technical assistance in Iran was presented to the Congress as author- 
izing capital expenditures, as distinguished from demonstration 
projects. 

Mr. Saccro. Not only in Iran, but Pakistan and India, as well. 
Those three countries were mentioned separately. As I say, the 
statute itself broadly includes both economic and technical assistance 
in the same authorization. 

Mr. Harpy. Let’s go off the record here just a moment. 

(Discussion off the record. ) 

Mr. Reece. You are not indicating that it might not become a part 
of the record, are you ? 
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Mr. Harpy. No. I don’t think we know whether we want to put this 
whole thing in the record, or parts of it in the record. In any event, 
if it is something the committee is going to need to evaluate, when we 
put it in, I think probably we are going to want to ask Mr. Saccio some 
questions about it. 

Mr. Reece. As I see it, I haven’t had a chance to read it all, although 
I was a member of the Foreign Affairs Committee at that time, and 
have some recollection of the testimony before the commitiee on 
that matter. 

Since the question at issue, or the question which arises, seems to be 
the question of legal authority for some of the program transactions 
in Iran, it seems that it would become important to have available in 
the record the statement for whatever it might be worth. 

Mr. Harpy. I think we have plenty of time to take that up in its 

roper place, but we are not talking about that subject this morning. 
hat is why I did not want to put it in right now. When we get 
around to that, we may want to consider it. 

Mr. Reece. I thought that was the primary purpose of Mr. Warne’s 
testimony, in relation to this particular subject. 

Mr. Harpy. If the gentleman will recall, in the very opening of 
the session, I stated I would like to confine this morning’s session to 
the subject of controllership and accounting. This is getting away 
from that. 

Mr. Meaver. If I may say something on the subject of this 
memorandum, I have asked Mr. Saccio whether any review was made 
of the reports of the congressional committees on this legislation and 
debates on the floor of the House and Senate to find out whether there 
was congressional intent that there be capital expenditures of this 
sort made. This was not complete, because Mr. Saccio said that had 
not been reviewed. 

Mr. Harpy. I think the point of the gentleman is very well taken. 
If his brief does not cover those points, I think, in order for it to be 
complete, it should. 

Mr. Reece. It seems to me the questioning of the committee members 
that handled this legislation might have some bearing, and I think 
this does have some bearing, on the subject which appears to deal 
extensively with that. 

Mr. Harpy. I wonder if we could proceed with the point we are 
really concerned with this morning, and later take this up in its proper 
place. 

Mr. Reece. The only thing—it is immaterial to me where it appears, 
but it would seem to me that it should appear somewhere. 

Mr. Harpy. I wonder if the gentleman would defer that until we 
come to the proper place to put it. Frankly, I think we need it, too. 
It will be put in in the proper place. 

Mr. Brownson. Will the chairman entertain a unanimous-consent 
request that this be placed in the record at such point as the chairman 
may determine to be most appropriate ? 

Mr. Harpy. I am not ready to rule on that at the moment. If the 
gentleman will hold with me until we come to the proper place—— 

Mr. Brownson. I don’t want to lose this document, and 3 weeks 
—_ now, when we get to this question, find the document is not 1 
there. 
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Mr. Reece. This problem is fresh on my mind, because we had the 
same thing before another subcommittee of the Government Oper- 
ations Committee, and I felt the Legal Division—where the Legal Divi- 
sion of the Department had prepared information justifying its action, 
the question arose whether it should go in the record. I felt very 
strongly that it should go in the record. 

Mr. Harpy. I think my two friends should bear in mind a state- 
ment that the chairman made a few moments ago, that when we reach 
the proper place in the record, we will give consideration to putting 
this document in. I don’t think we need any further discussion on 
it at this time. I can assure the gentleman from Indiana that it is 
not going to be lost. 

Mr. Brownson. I thank the chairman for his solicitous consider- 
ation. 

(The document referred to appears on p. 535.) 

Mr. Harpy. Let’s go ahead. 

Mr. Mountain. Mr. Warne, did you select your principal staff 
officers in Iran, or were some of them already there when you arrived ? 

Mr. Warne. When I went over to Iran, we had only a fragmentary 
staff present of about 40 people, and most of them were technicians. 
The principal staff was, in effect, selected after I got over there, with 
the exception of the assistant director and the man who was then known 
as director of a rural improvement program. They were present in 
Tran. 

Mr. Mountatn. Who was he? 

Mr. Warne. That was John Evans, who was the rural improvement 
program director at that time, and James J. Goulden, who was—I am 
not sure what his title was, but he acted and served me as assistant 
director. 

Mr. Mountarn. Did you have a legal counselor at that time ? 

Mr. Warne. Before I left Washington, I made two stipulations. 
One of them was that I be provided a legal counselor, and the other 
that I be provided a controller. They had not been selected when I 
left for Iran. 

Mr. Mountatn. But they were subsequently sent out to you? 

Mr. Warne. Yes, I had a legal counselor in the person of Mr. Clark 
S. Gregory, who is now country director out there, who arrived in 
February of 1952, and a controller in the person of Mr. Douglas Reeves, 
who arrived that same month. 

Mr. Mountarn. Did you have a program officer ? 

Mr. Warne. At the outset, I didn’t have a program officer, but the 
necessity for one became quickly apparent, and I assigned a gentleman 
who had been recruited as one of our regional directors. We planned 
to have 10 dispersed offices in Iran, and he had originally been recruited 
as one of the 10 regional directors. 

I pressed him into service as program officer, and he did serve as 
program officer until late that fall, when we opened the Teheran re- 
gional office. His name was Mr. Ralph Workinger. He was succeeded 
that fall by Mr. Jerome Fried as program officer. 

Mr. Mountain. Did you tell us when Mr. Workinger became your 
program officer ? 

Mr. Warne. I would judge it was in March 1952. 

Mr. Mountarn. In March of 1952? 

Mr. Warne. Yes. 
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Mr. Mountain. Did you have a deputy director / 

Mr. Warne. Throughout my entire period there, I never had anyone 
whose title was deputy director. We set the job up, but it never was 
filled. However, I had a series of persons who acted as deputy direc. 
tor, and at the outset, John Evans was the acting deputy director. 

At other times during the period I was there, “Mr. Goulden acted as 
deputy director, Mr. Gregory acted as deputy director, Mr. EF. (. 
Bryant later acted as deputy director. And Dr. Lucy Adams, for a 
period, acted as deputy director. 

Mr. Mounvain. For your principal staff officers, then, prior to the 
arrival of your legal counselor and controller, you had Mr. Evans, Mr. 
Goulden 

Mr. Warne. Period. 

Mr. Mountatn. And that was it. 

Mr. Warne. Yes. 

Mr. Mountarn. And at about the same time, Mr. Workinger, your 
program officer; Mr. Gregory, your legal counselor; and Mr. Reeves, 
your controller, arrived at approximately the same time ? 

Mr. Warne. Yes. There might have been a space of a couple of 
weeks in there. They all ar rived late in February or early in March. 

Mr. Mountarn. When Mr. Reeves arrived as controller, what: in- 
structions did you give him in connection with his tasks ? 

Mr. Warne: The formal request was made on January 9, in the 
form of a job sheet, and it was on that job description that Mr. Reeves 
was appointed. I will read that job description to you. 

Only one controller, GS-15, Teheran, who will report directly to the country 

director and be responsible for developing and recommending fiscal policy, 
practices, devices, and controls, tailored to meet existing and changing demands 
of a dynamic, expanding, variated set of economic-aid situations. For the 
director he will provide plans and, as directed, will install fiscal systems and 
controls within the program or cooperatively in organizations or agencies par- 
ticipating in the country program. He will provide advice to the director on 
all total country fiscal operations, institute audits, and recommend changes and 
other action providing sound, flexible, but businesslike fiscal practices, best 
supporting the requirements of the overall effort and of each of its several 
arts. 
This position requires a minimum of 15 creditable years’ experience in gov- 
ernmental and private business, preferably with Federal agencies having diverse 
operating responsibilities for disbursement and receipt of funds, either direct 
or through existing or developed operating organizations, institutions, or other 
cooperating agencies of the Government. He should have keen conception of 
the total program scope and its financial diversities, and be flexible in pro- 
posal but firm in adherence to minimum accounting fundamentals. 

Mr. Mountarn. That was submitted to Washington on or about 
January 9% 

Mr. Warne. On January 9, according to our records. 

Mr. Mountain. Can you tell us who drew up that job description! 

Mr. Warne. Yes, sir. Mr. Goulden did. 

Mr. Mounrarn. On your staff in Iran? 

Mr. Warne. Yes. 

Mr. Mounratrn. And you approved it and sent it forth to Wash- 
ington as the scope of activities you wanted covered by your Con- 
troller? 

Mr. Warne. I did. 

Mr. Mounra1n. Was that job description approved in Washington! 
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Mr. Warne. It was, to the best of my knowledge and belief. It was 
the one we used in Iran for many, many months, even years, I think, 
afterward. 

Mr. Mounrarn. And is it your belief that it was on this basis that 
Mr. Reeves was recruited by Washington ? 

Mr. Warne. Yes, sir. The appointment of Mr. Reeves was as 
controller and he took his place in our organization pattern on this 
job and this job description. 

Mr. Mounratn. I believe you have testified that Mr. Reeves ar- 
rived out there in Iran somewhere in the latter part of February 
or thereabout. 

Did you at that time discuss with him this job description and the 
functions he was to carry out under it ? 

Mr. Warne. When Mr. Reeves arrived in February, he was 
warmly welcomed by me and all the principals. I was living at 
that time in the Darband Hotel, my family not having arrived yet 
from the United States. There was a little colony building up at 
the Darband of new recruits in the point 4 program. 

Mr. Reeves and his pretty wife moved into the hotel at my sug- 
gestion. We all became good friends, and I thought with regard to 
Mr. Reeves that we remained on friendly terms throughout his term. 
In the final weeks of Mr. Reeves’ stay there, I went to a little party 
given by Mr. Reeves in celebration of the departure along with the 
old guard, the original group at the Darband Hotel. 

There has been considerable discussion about this matter of what 
Mr. Reeves thought his employment was, or something of that sort. 

Mr. Mountatn. Considerable. discussion where, Mr. Warne? 

Mr. Warne. Here before this committee. My recollection of dis- 
cussion of the point out there is that after Mr. Reeves had been there 
a few days, Mr. Goulden, in whose office Mr. Reeves had a desk at the 
outset, said that Doug thought he ought to be assigned to the financial 
adviser position, ather than to the controller position. 

Mr. Mounratn. Did you have such a position at that time? 

Mr. Warne. We had such a position on our staffing pattern. 

[ called Doug in and said that the State Department had assigned 
Mr. Jerome Fried on a detail to the financial adviser position. Mr. 
Fried had actually arrived there, I believe, even before Mr. Reeves 
had arrived. I told him that it was the controller’s job on which he 
had been employed—Mr. Reeves—and I sor ely needed the controller's 
job done, and that was the last of that discussion. 

Mr. Mountain. Well, to return to the question we asked about the 
instructions that you gave Mr. Reeves at the outset—did you go over 
with Mr. Reeves this job description ? 

Mr. Warne. Yes, sir. It was on the basis of that discussion of Mr. 
Goulden that I did go over the matter with him. I would not have 
thought it necessary to, otherwise. 

Mr. Mounrarn. Did you modify that job description in any form in 
your instructions to Mr. Reeves ? 

Mr. Warne. No, sir. 

Mr. Mountain. So that we are to understand that as far as you were 
concerned, Mr. Reeves was to carry out all the functions listed in this 
job description, and you so made it known to Mr. Reeves. 

Mr. Warne. I not only made it known to Mr. Reeves, but I made it 
known to the entire staff. 
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Mr. Mounrarn. Were you aware at any time in the ensuing months 
of a difference of opinion between Mr. Reeves and other me mbers of 
your staff as to the way his functions should be carried out ? 

Mr. Warne. Looking back through the long corridor of months that 
have succeeded, it is a little hard to answer that. 

I did later become aware of some considerable soreness and friction. 
but whether I was aware of it in the months that succeeded, to the 

oint of thinking anything more about it than it was the normal prob- 
Soe of staff officers with responsible positions ~ ing to iron out their 
own ways of working together, I don’t know. I don’t believe that 
was. 

Mr. Mounrarin. You said not until later. Could you fix for us 
about the date that you have in mind ? 

Mr. Warne. Yes. It was inthe month of October 1952. 

Mr. Mounvarn. So that until October of 1952, from February 1952, 
the time of Mr. Reeves’ arrival, you were not aware of serious 
differences of opinion between Mr. Reeves and other members of your 
staff regarding his function ? 

Mr. Warne. I cert: uinly don’t recall it. I had confidence in Mr. 
Reeves and in the other members of the staff. I can say definitely that 
I was not conscious of what I would call serious differences betwee 
them until the month of October, or possibly the last week in Septem- 
ber, but until after he returned from Washington. 

Mr. Mounrarn. As country director, did you consider yourself 
responsible for the actions of your subordinate staff members? 

Mr. Warne. Of course. The country director is responsible in the 
very nature of his assignment for the whole operation. Yes. 

Mr. Mountatn. During this period from February 1952, when Mr. 
Reeves arrived, until October 1952, did you supervise Mr. Reeves’ ac- 
tivities and the method in which he was ¢: arrying them out? 

Mr. Warne. I supervised them in the sense of frequent discussions 
with him and with others concerning the problems that we were facing 
as the program developed and proceeded. I established certain pro- 
cedures for coordination and clearances, and did my best to see that 
those procedures were followed. I set up a series of regular staff con- 
ferences for the purpose of following the development of the program. 

Mr, Mounrarn. It is your testimony that in these staff conferences 
and in this supervision which you exercised during this period, you 
were not aware of any serious difkerences between Mr. Reeves and 
other members of your staff with regard to the carrying out of his 
functions ? 

Mr. Warne. I was not aware of any differences that should have, in 
my judgment, ‘intefered with any of them carrying out their work. 

Mr. Harpy. It seems that testimony is pretty clear. I think I get 
the impression—and I would like to have it either confirmed or 
cleared up—that the personal relationship between you and Mr. 
Reeves during that period of time was good. 

Mr. Warne. That is certainly true, sir. 

Mr. Harpy. And I take it that that was the situation—you mention 
the month of October—at least until the time that he came back to 
Washington for some education or discussion with Washington on 
matters ‘relating to his performance in the field, the carrying out of 
his duties. Is that correct ? 

Mr. Warne. Yes, and even beyond that. 
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Mr. Harpy. You mean even after he returned ? 

Mr. Warne. Yes, sir. 

I thought I might have made that clear when I said I went to his 
apartment for a little party, a farewell party, at the end. 

Mr. Harpy. That was the impression I got, and I wanted it con- 
firmed. 

So there was no personal animosity between the two of you, at least 
during that period of time, and the relationship was good. ‘That is 
the impression I get from the total testimony. 

Mr. Warne. I thought my relationships with Mr. Reeves were 
friendly, and I think if you would like for me to go into that, I would 
be pleased to do so. 

Mr. Harpy. I don’t think it is necessary. I think the testimony is 
clear. 

Mr. Reece. May I just ask one question on that subject ? 

Mr. Harpy. Yes, certainly. 

Mr. Reece. During this period in 1952 prior to Mr. Reeves’ return 
to Washington for consultation, did you and he have any substantial 
differences of opinion with reference to these projects, and as a result 
of which did he make a record of his opinions which might have been 
in conflict with any views which you as country director had? 

Mr. Warne. He did not make a record of any conflict of views, and 
make any such record known to me during that period. There was a 
flow of memoranda as in at least any job I ever run there will be, be- 
tween officers with regard to developing business, and, at times, a 
nemeebniian might appear which required further discussion and 
ironing out a point of differences between two staff members. 

I held at least 10 meetings a week with staff members throughout 
this whole period on such operating problems. 

Mr. Reece. Did Mr. Reeves indicate to you substantial disagree- 
ment with your decisions on these projects 

Mr. Warne. Not at any point before he went to Washington. I 
think the memorandum he eventually wrote in the latter part of 
October would indicate that he may have had reservations, but he 
did not indicate them to me. 

Mr. Harpy. In following that same line of thought, during the 
period before Mr. Reeves came back to Washington there must have 
been frequent conferences between you and Mr. Reeves about perform- 
ance of the functions that he was supposed to perform in addition to 
staff meetings, I would presume. 

Mr. Warne. Oh, yes. Let me tell you the way I operated then, and 
the way I operate now, and as a matter of fact the way I operated 
long before that in the Inter: ior Department. 

We have a group of people that we call our principal staff. I mean, 
in Iran it was the een adviser, Mr. Evans, and Mr. Goulden, in their 
positions, and Mr. Reeves as Controller, and the program officer, and 
at various times, depending on what our organization was at the 
moment, either the executive officer or, following that, the chief of 
the Joint Administrative Services of the E mbassy. 

These people were told that they could see me at any time. I pre- 
ferred that they ask my secretary for an appointment, and I guaran- 
teed them that if they did, that appointment would be completed 
that day, unless I was out of town. 
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Then I told them all that they could see me on emergency matters 
at any time, even if I were engaged in conferences. I didn’t encourage 
that, but opened the way for that kind of emergency consultation if 
required. 

Mr. Reeves did take advantage of this. I told all the staff meetings 
about this arrangement. Mr. Reeves was in my office frequently. 

We discussed problems, if not daily, at least several times a week. 

Mr. Harpy. I take it that there must have been times when he made 
procedural suggestions that didn’t necessarily coincide with your idea, 

Mr. Warne. Well, I told Mr. Reeves that I would back him 1 Ip, 
and there were times when he made procedural suggestions that were 
quite difficult to carry out in the organization. But I backed him up 
to the point where he himself in consultation with me and other 
staff members thought they ought to be modified. 

I can give you some ex: imples of those, if you would like. 

Mr. Harpy. I think we m: Ly want some, but first of all, did you have 
some discussion with Mr. Reeves prior to his departure to Washington 
concerning just what he would do in Washington and what he would 
accomplish by his trip? Did you have some specific objective in his 
return ¢ 

Mr. Warne. Yes, sir. I certainly did. I would be pleased to tell 
the committee about that. 

Mr. Reece. Who initiated his return to Washington ¢ 

Mr. Warne. I did. 

Let me describe the manner in which it came about. We were in 
the year of 1952. We had just finished the 1952 fiscal year, June 30. 
We had gone through an exceptionally difficult period, during which 
the Iranian Government hs id fallen twice, and there was no effective 
government for a few weeks—about 5 weeks. 

The problems of our 1952 program were difficult, and our anticipa- 
tion of problems in our 1953 program were equally great. 

Mr. Reeves had discussed a number of these things with me, and 
Mr. Evans and others of the staff likewise, and in joint consultation. 

On the 25d day of August, which must have been a day or two 
before Mr. Reeves left to go to Washington, a memorandum was 
prepared by Mr. Evans after discussion with me and Mr. Reeves, 
and it was a memorandum addressed to Mr. Reeves, as controller, 
from the country director, and was actually signed by Mr. Evans, 
the deputy director, and not by me. 

I will read the entire memorandum : 

Assignment in Washington. 

In recent weeks, a number of financial problems involving our TCT progra! 
here in Iran have become pressing, and I believe that it is advisable for you 
controller for TCI to go to Washington to clarify several points. In accordar 
with the recent exchange of telegrams between here and Washington, you are 
10 to 15 days for the purpose of discussing the following matters in particula! 
to proceed to Washington under official orders for a period of approximate!) 

1. Fund requirements of our program and coordination required to expedite 


receipt of the necessary funds in Iran in time to insure fulfillment of our 
program obligations. 


That bore on a problem we had gone through in the month 
August out there. 


2. Projected taking over by my staff of the fiscal and obligation records 
TC I funds currently maintained by the Embassy. 





_ 


UNITED STATES AID OPERATIONS IN IRAN 225 


New fiscal year 1953 accounting procedures to be implemented as soon as 
the missing portions of the written procedure is received from Washington. 

{, Financing aspects of the new procurement procedure with particular em 
phasis on the requirements applicable to bilateral procurement. 

5. Letter of credit procedures under United States bank contracts as they 
might apply to offshore procurement to be effected under our project agreements 

6. The establishment and operation of joint funds in both dollars and rials; 
_ The improvement and coordination of fiscal reporting between Washington 
and our TCI organization. 

You will also consult with other members of my staff prior to departure 
and coordinate all phases of this assignment with their respective interests 
and responsibilities. 

Now, it was my custom whenever anyone made an important trip 
usually to prepare a sheet of assignment for them. It still is. I do it 
today. So that they know what the trip is for and so when they 
come back, we can measure the achievements against the assignment 
and see whether it was actually worthwhile. 

Later I instituted a trip report which I required to be made to 
demonstrate the effectiveness of the trip before the travel voucher 
would be paid. That is a pretty effective way of getting compliance. 

Mr. Reece. There doesn’t sem to be anything there to indicate fric 
tion within the office. 

Mr. Mountain. Mr. Reeves returned to Washington with these 
instructions shortly after the date of this memo, is that correct / 

Mr. Warne. Yes, sir. 

Mr. Mounratn. I believe our earlier testimony shows that he took 
these things up in Washington. 

Mr. Warne. I think the record already has deposited in it memo- 
randa he wrote, I believe, on September 10, and it is my recollection 
that copies of those two memoranda were sent to me and that they did 
bear on these points, yes, and when Mr. Reeves came back, I asked 
him to make a report of his trip at a staff meeting, which he did, and 

relationship to this and to those two memoranda, and 1 compli- 
mented him on the achievements of his trip. 

Mr. Mountain. Would it be a fair assessment of this document, 
which the committee has just seen for the first time now, to say that 
it was a directive to Mr. Reeves to go back to Washington and 
straighten out with Washington the kinds of accounting procedures 
id financing and credit arrangements which TCA Washington 
wanted you to carry out in the field ¢ 

Mr. Warne. Yes, sir. I think that in general is the burden of this 
assignment. ‘These were points on which we had had difficulty out 
there in Iran, and they were in—some of them were in process of 
being brought into formal directives in Washington at that time. 
That was known to us. The procurement procedure memorandum 
vot out there about July 1, on a tentative basis. It was about to be 
made effective. It was actually rewritten in Washington on August 


These matters were of grave concern to us because we had an operat- 
ig program rolling out there. 

Mr. Mounrary. Would it be a fair assumption that the letter from 
Mr. Fryer to you on September 18 was a partial response to this re- 
(lest of yours ? 

Mr. Warne. I so interpreted it as that at the time, when I received 
it. When I received the letter of September 18, I so interpreted it. 
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That letter said this, for example: 

We have had occasion in connection with the preparation of the 1953 fiscal] 
year program submission to DMS, the 1954 fiscal year budget presentation, your 
reports and those of Ambassador Henderson, the comments of Jack Bingham 
who, by the way, had just returned from Iran; he had been there in 
August— 
and the discussions with Mr. Reeves, your Controller, to give a great deal of 
thought to the progress and direction of the Iranian program. The accomplish- 
ments which you have made in the last year are remarkable in view of the diffi- 
culties with which you were faced. Those of us who have had a share in the 
operation feel jointly with you a great deal of pride in the accomplishments 
for which you personally have been primarily responsible. We are equally proud 
of the zeal and competence of your team. 

Now, let me go on and answer your question. 

Mr. Mountrarn. One moment 

Mr. Warne. Let me answer it. 

Mr. Mounrarn. One moment, please. I just want to point out 
to you, it may help you, that we do have that letter in our record. 

Mr. Warne. Yes, sir. I know that, and you also have this response 
from me in the record, but let me, nevertheless, read the first paragraph 
of it. 

You will note from my initial reply to the letter of September 18 that 
I said in the opening paragraph: 

Your letter of September 18 outlining the various switchovers in our pro- 
curement and disbursements procedures has been reviewed by me and my staff, 
and has met with general acceptance and approval. In most instances, the 
changes recommended are consonant with changes which we either have made 
or were planning to make in the near future. 

Now, there is other material in that letter which I disagreed with 
and recorded myself on rather sharply. 

Mr. Mountarn. I believe that point was whether or not the Ira- 
nian contributions were 

Mr. Warne. I will read the matter to you. 

In the letter of September 18, there was this statement: 

It is dangerous practice to draft contracts that indicate the intention of the 
Iranian Government to make substantial cash contributions when it is: recog- 
nized by both parties that the likelihood of these contributions being made is 
remote. Particularly in the case of those projects which now provide that 
the United States will contribute to foreign exchange costs and the Iranian 
agency the local costs, it would seem that the United States funds should not be 
disbursed unless (1) the local funds are available, or (2) we are prepared to 
amend the project agreement and ourselves provide funds for local expenses. 
This last we should do only with full understanding of the obligations we are 
assuming, both actual and potential. 

The wording of this paragraph, it seemed to me at the time, consti- 
tuted almost an allegation that I had been almost cynical in my ap- 
proach to the international agreements for which I was responsible. 
I discussed this matter, the matter of this statement that so annoyed 
me, with Ambassador Henderson and Mr. Reeves, who were mentioned 
in the opening paragraph and who were present in Iran, but I could 
get no indication of what information might be in the possession of the 
Washington office which would lead Si Fryer to say such a thing. 

Deputy Director Bingham, as I pointed out a minute ago, had been 
over there and I decided to nail down my position as best I could 
in the field and to ask for further elucidation. I sent a memo to all 
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of my principal staff eliciting from them any information that would 
lend any color to such a charge. 

The results of this were disclosed in three paragraphs in my letter 

, Washington dated October 15. This is in the record, but let me 
re oil it: 

I am unable to understand, however, the statement contained in the first 
paragraph on page 4. 

And then it goes on to mention making substantial cash contribu- 
tions— 

* * * when it is recognized by both parties that the likelihood of these con- 
tributions being made is remote. 

[ have been conferring with Iranian officials for nearly a year and not a single 

» has expressed an opinion, either directly or by inference, to the effect that 
the Iranian Government did not intend to fulfill its obligations. 

To be entirely sure on this point I addressed a memo to my principal 
staff officers to ascertain whether they had any information which had 
not been made available tome. All replied in the negative except Mr. 
Reeves. He cited the Crown Lands project agreement. 

Now I am quoting again from my reply to Mr. Fryer: 

Since this agreement was signed 9 days after the date of your letter, I am sure 
you are not referring to that agreement. I am enclosing copies of my memo- 
randum and their replies. 

I agree with Mr. Reeves that the Iranian contribution to the Development 
Bank, “under the Crown Lands project” has not been deposited ; however, there 
are many good reasons for this delay. In the first place, we have not asked them 
to deposit the funds. Secondly, the bank is not completely organized, and Mr. 
Larson, the financial adviser, recently arrived in Iran and has not had time to 
fully get his feet under him. Thirdly, we have not made our contribution. 

In many agreements, the estimated due dates of contributions are merely 
approximations of the time the funds are expected to be needed. In July and 
August of this year, we were not able to make our contributions as estimated 
because of a tieup in Washington operations and we cannot complain too bitterly 

Iranian contributions are not received on the exact date provided in the 
contract. * * * 

Now, let me elaborate a little further on this Crown Lands project 
which is the one cited here by Mr. Reeves and which occurred after 
the date of the Fryer letter. 

Mr. Mountain. Mr. Warne, if you will forgive me, I think the point 
we are trying to est: ablish is the extent to which you agreed or dis- 
agreed with Mr. F ryer’s letter, and I believe your testimony is that 
this is the only portion of it to which you took serious exception. 

Mr. Warne. And brother, I took serious exception to it. 

Mr. Mountain. But the rest of the letter was acceptable as far as 
you were concerned, and you found nothing out of order. 

Mr. Warne. Absolutely, and my response, itself, shows that we im- 
medis ately set to work on the Reeves’ letter and I thought the rest of 
the letter grew out of the very process that I had started by asking 
permission of Washington to send Reeves in. And that was just this 
one, that I thought was a gratuitous and I thought, at the same time, 
poorly worded paragraph. 

Mr. Reece. Mr. Chairman, when you finish with the letter, there is 
one question I would like to have some clarification on for my own 

information, and that is the purpose for which these funds are appro- 
priated, 

Now, in looking over the memorandum which the counsel supplied, 
the appropriation for fiscal year 1952, section 203, carried the $160 
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million for Africa and the Near East, which, as I understand, includes 
Iran, and makes the appropriation for economic and. technica] 
assistance. 

Were the funds for economic and technical assistance differentiated 
or are the funds which we are talking about to which these projects 
were charged funds for economic and technical assistance, are they fo 
a separate fund for technical assistance only ¢ 

Mr. Harpy. 1 think the question you are raising 1s whether or not 
the specific pee included in the Iran program for that year came 
out of this $160 million that we have been talking about in this section. 
quoted in the memo prepared by Mr. Saccio. Is that what you mean / 

Mr. Reece. Yes. Whether these funds in question were for economic 
and technical assistance or were they for technical assistance only / 

Mr. Warne. Mr. Chairman, I am prepared to discuss that point. 

Mr. Harpy. I would rather we did not take up that now. If the 
gentleman would not mind 

Mr. Reece. I should not think it would lead to a discussion. 

Mr. Elarpy. It would lead to a discussion; it 1s bound to, because 
we get back into the question of intent, again. 

Mr. Reece. Here is my concern about it, Mr. Chairman, and I a 
try ing to be ob jective about it. 

Mr. Harpy. I am completely in accord with the gentleman’s objec 
tiveness and his desire to get this information, and I subscribe to it 
myself. The only point is that I do not want to spend much time on 
It now. 

Mr. Reece. This is my concern, Although I was not present for 
the initial hearing, Mr. Rabel made the statement that these were 
illegal expenditures, and that goes first. 

Now, as we have the testimony developed, I think anything that 
relates to the question of whether the expenditures were legal « 
illegal ought to be brought in at this time. 

Let's go off the record. 

Mr. Harpy. Otf the record. 

( Discussion off the record.) 

Mr. Harpy. Back on the record. May I say to the gentleman that 
[am in complete agreement with him that it must be developed, and 
it will be developed. The only thing I am asking him to do is please 
not bring it in this morning, because I was trying to confine ourselves 


fo one partic ular phase of this thing so we would have a reasonable 


record, That is the only point, and I can assure the gentleman that 
every aspect of this will be cleared up. 

Mr. Warne. [have material bearing on this. 

Mr. Harpy. Let’s get back where we were. 

Mr. Mounrarx. Mr. Warne, will you describe for us the cireun 
stances under which you became aware of the existence of Mr. Reeves 
September 15 memo to Mr. Seager ? 

Mr. Warne. Yes, sir. When Mr. Reeves came back, he came in to 
see me. He came in—I believe at first someone else was present. | 
think it was Mr. Goulden. We talked a little while and Reeves sai‘! 
he would like to talk to me privately. 

He came back a few minutes later, saw me alone, had some notes in 
his pocket, pulled them out. They all dealt with personnel. I thoug 
maybe he wanted to see me privately for some reason because normal!) 
the controller would not be carrying messages on personnel. But he 
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did not mention anything else, though he was nervous, and | said, 
“What is the matter, Doug? You seem to be under some strain,” or 
something like that. He said, “I had rather a rough time in Was 
ington.” I asked him to explain it a little further. I didn’t get 
further explanation. 

Now, time passes. Some little time later the matter—1I haven't gone 
back and looked up the records and these dates may be wrong, but it 
was mid-October. Mr. Cedric Seager came to Iran. 

Mr. Mountain. Would October 7 be about the date / 

Mr. Warne. I don’t know. It was in October. 

Mr. Mounra1n. I believe the correspondence in the record indicates 
that that was about the date, Mr. Warne. 

Mr. Warne. All right. I don’t know what the date was, but it was 
in October, and we were going to have a conference in Rome in Novem 
ber, and he was going to spend a couple or > weeks with us before the 
Rome conference. 

That was the plan. 

Now, as I remember the revelation of the memo of September 15, 
it came about like this: Cedric and I were in my office. He now 
recalls what I had forgotten, that I had failed to meet his plane owing 
to some kind of a mixup in the notification of his arrival. This was 
not an isolated instance, but it does reflect the severity of our com- 
munications problem out there. Te had been rescued by an Lranian 
staff member whom we kept out there practically full time for occur 
rences of that sort, and we were chuckling about Cedric’s e xperience. 

I had spoken with him during several of my, by then, discontinued 
weekly telephone calls in to Washington, but I had not met Mr. Seager 
before this time. 

Very soon I asked him about the paragraph in the letter of Sep- 
tember 18, which I considered critical, the one referring to the commit- 
ments in the project agreements. I wanted to know what on earth 
was the basis for such a paragraph, and I conveyed to Cedric my 
opinion that it had been poorly drafted and that greater care should 
be taken with the drafting of communications so as not to give 
—— impressions which might remain in the record. 

[ did not object to ‘raising the question and seeking comments or 
(lisecussion, but I protested a wording that I thought was simply a 
little careless that contained an inference of a recognition of an unsatis 
factory factual situation. 

As { recall, he said something like this, “Why, Bill, haven't you 
seen Reeves’ memo of September 15?” And when I said I had not and 
knew nothing about any such memo, he produced a copy from his 
briefcase. 

Mr. Seager said also that in addition Mr. Reeves had made verbal 
statements that were the basis for the paragraph in the letter. 

Now, that is the manner in which it first came to my knowledge 

hat there was a memo of September 15. 

Mr. Mountain. Could you tell us how soon after Mr. Seager’s 
wrival this conversation took place ? 

Mr. Warne. I do not know how soon the conversation took place, 
but it was fairly soon. 

Mr. Mountain. Was it in your first meeting with him ? 

Mr. Warne. I believe the conversation was in my first meeting, 
though it might have been a later one. My memo of October 15 in 
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response to the Fryer letter was at that time a classified document, 
It had actually been sent from my Office earlier, but our documenta- 
tion of that character did not leave Iran immediately and was not 
dated until it did leave when time rolled around for its dispatch. 

Mr. Mounrarn. Mr. Seager then produced the September 15 memo 
of Mr. Reeves to indicate to you the origin of this particular para 
graph in Mr. Fryer’s letter to which you had taken serious objection, 
is that correct ? 

Mr. Warne. He produced the memo, yes, and he told me that there 
had been statements. 

Mr. Mounrarn. He produced the memo, I believe you stated, \ 
you asked him how this particular paragraph was—— 

Mr. Warne. He produced the memo after I had asked him about 
that paragraph, yes. 

Mr. Mounrarn. But I am trying to get clear as to whether the 
memo was to indicate to you why that paragraph was in the ake or 
whether something larger was concerned or was involved. 

Mr. Warne. Well, the inquiry about this paragraph brought fort! 
the memo, my first knowledge of it. 

Mr. Mountain. When you received this September 15 memo, did 
you take any action on the basis of that ? 

Mr. Warne. Yes, sir. 

Mr. Mounrarn. What did you do? 

Mr. Warne. I took the memo; I called Doug in and asked him 
about it. I got no response, no definitive response, no — 
except again ‘that he reminded me that he had said he had gott 
rough treatment in Washington. I turned the memo over to the 
legal counselor, either at that time or very soon, and asked him to 
conduct an investigation for me or coordinate an investigation for me 
into the entire memo. 

Mr. Mou NTAIN. I don’t believe we’ve got it clear yet, Mr. Warne, 
what the basis was of your questions to Mr. Reeves about this memo. 

Mr. Warne. The basis of my questions was that I thought some of 
those things in there should have been discussed with me first, espe- 
cially when some of them could not have been interpreted any way 
exe ept as meaning to cast reflections on either me or other members of 
the mission. 

Mr. Reece. And were not factual. 

Mr. Warne. I did not think they were factual, sir. 

Mr. Mounrarn. Then the basis of your discussion was to ask Mr. 
Reeves why he had not made known these things to you. 

Mr. Warne. That was the basis of my discussion with Reeves xt 
that time; yes. 

Mr. Mounratn. Did you tell him that he should not have made them 
known to Washington ? 

Mr. Warne. I certainly did not tell him that he should not have 
made them known to Washington but I certainly told him th at - 
should have made them known to me, if he felt that way about the 

Mr. Mounratn. Did he relate to you the circumstances under wh! ch 
he prepared this document ? 

Mr. Warne. No, sir. 

Mr. Mounrarn. Did he tell you that Mr. Seager instructed him to 
prepare this document ? 

Mr. Warne. Not tothe best of my recollection. 
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Mr. Mounrarn. Did Mr. Seager tell you he had instructed Mr. 
Reeves to prepare this document 

Mr. Warne. I think Seager said something like this, that Reeves 
did a lot of loose talking back there and he called him in and said he 
ought to put the stuff down in writing. 

Mr. Mountain. Did Mr. Seager indicate to you that there was any 

further action contemplated by Washington other than Mr. Fryer’s 
letter of September 18 to you? 

Mr. Warne. I do not think he said anything about that. 

Mr. Mountarn. Then, as far as any conversation Mr. Seager had, 
the impact of Mr. Reeves’ September 15 memo was to give rise to Mr. 
Fryer’s letter to you of September 18 to which you took no exception, 
except for that one paragraph ? 

Mr. Warne. That is right. 

Mr. Mounratn. Well, under the circumstances, Mr. Warne, what 
was a about Mr. Reeves’ memo to Mr. Seager? 

Mr. Warne. To Seager? 

Mr. Mounrary. Y es, sir. I believe you said—— 

Mr. Warne. I do not know whether anything was objectionable to 
Seager. You would have to ask him about that. 

Mr. Mountain. No. What was objectionable to you. I believe 

vou st ited it was the basis on which the September 18 letter was 
written. 

Mr. Warne. I didn’t make that statement. If that statement has 
been made here, it has been made by someone else because I didn’t 
know what the basis for the September 18 letter was. 

Mr. Mounratrn. I thought you had testified that Mr. Seager told 
you when he showed you Mr. Reeves’ memo that that was the basis. 

Mr. Warne. That is true. When he showed me—he said this and 
the statements Reeves had made back there were the reasons that that 
paragraph was written. That is right. 

Mr. Mountain. Did he say the rest of the letter was written based 
on Mr. Reeves’ memo, also? 

Mr. Warne. No. I do not know. 

Mr. Mountain. It is only in regard to that one paragraph that you 
had objection to Mr. Reeves’ letter ? 

Mr. Warne. No, sir. Mr. Reeves’ memo was in the record at that 
time and still is. Some of the things he said in there I didn’t think 
were playing the game fair with me. 

Mr. Mountrarn. You were not aware that it had been written under 
definite instructions by Mr. Seager to Mr. Reeves to put these things 
on paper ¢ 

Mr. Warne. At that time I did not know how or why it had been 
written, and I felt deeply grieved and hurt to think that Reeves would 
write a memo like that and not tell me about it and not shed any light 
on the matter at all, even after the letter of September 18 had been 
received there, and not furnish any of the information that he ap- 
parently had furnished in Washington hearing on that paragraph of 
September 18. 

Mr. Mountain. Did you ask _ Reeves why he wrote the memo? 

Mr. Warne. I certainly did. I did not get any satisfactory ex- 
planation. 

Mr. Mountarn. No explanation—— 
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Mr. Warne. Nosatisfactory explanation except what I have alread) Mr. 
told you. relatio 
Mr. Mountain. His explanation was that he had already told you presen 
these things 4 that te 
Mr. Warne. No. His explanation was that he had gotten ratly letter | 
rough treatment in Washington. the let 
Mr. Mountarn. But he didn’t define the rough treatment / Mr. 
Mr. Warne. No. held 
Mr. Mountain. What subsequent action did you take ¢ things 
Mr. Warne. I took the action that is indicated in the material that suiperv 
is in the record here. I first asked that Mr. Gregory coordinate cou, Mr. 
plete review of the circumstances that were reported in the Reeves that M 
memo. IT sent a request for information to Reeves. What were thie the me 
bases for this paragraph and that paragraph’ You have that, I be Reeves 
lieve, in the record now. memo 
I asked him for a response at a certain time. He came up and said directi 
really he couldn't get it done in that time. So we gave him additional! Mr. 
time. questic 
On receiving his answers they were made the subject of review by Mr. 
other staff members and the letter of response to Si Fryer of Noven the inf 
ber 8 was prepared. tion of 
In the letter of November &, which is in the record, too—you have Mr. 
it—the concluding three paragraphs indicate an additional action that with h 
| took myself. Let me read those: } what t 
In conclusion, I must find that this entire situation has arisen through the Mr. | 
ineffectiveness of Mr. Reeves, both in the discharge of his duties to me as co! Mr. 
troller in my organization and in his relationship with fellow staff officers. | The 
am further forced to the conclusion that the transfer of Mr. Reeves from his to the | 
position as controller to another position in this organization is imperative 
1 will, therefore, transfer Mr. Reeves to the position of financial adviser, which 0. I 
carries a grade comparable to the grade he now holds. I find that the require respons 
ments of the position of financial adviser are well in keeping with Mr. Reeves’ sponsit 


experience and qualifications and that he should be able to render valuable that set 


assistance to this program in the fields of financial management, procurement, 

industrial relations, and foreign exchange transactions. and 50 
Mr. Fried, who has been occupying the position. of financial adviser, has been Now 

transferred to the position of program officer, and Mr. Wickham and Mr. Brewe1 He did 

have been assigned to assist him in budgetary and statistical matters. (Govern 


It then becomes necessary that I obtain the services of a qualified coutrolle 


the earliest possible moment, and a requisition will go forward immediately contro] 


In the interim, [ will appoint Mr. Harold Larsen, financial adviser to the develop Abon 
ment bank, to head a committee to set up appropriate accountability procedures reviewe 
Mr. Reeves and Mr. Workinger will also serve on this committee. | tion, : 
Now, on return from Rome—lI went to Rome immediately and got | kind of 
back, I would say, within 2 weeks. On my return from Rome, Work } appoin 
inger, Who had been transferred from the program office to head the | Now 
new Teheran regional office, came in and said that his duties in the ment, 
regional office did not permit him to come to the headquarters office at set up 
all regularly and that he thought he couldn't really discharge an) ade 
duties that would devolve out of the controller’s committee. My ree 
I, at that time, which I would say was within 2 weeks . the time so that 
the thing was set up—2 or 3 weeks anyway—approved Mr. Patterso! ssued 1 
to substitute for Mr. Workinger on the controller’s committee. That vhich 1 
controller’s committee continued to function and operate — M Abou 
Charles White, the new controller, arrived, I think, in April of : t the | 


the end 
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Mr. Harpy. Well, now, actually, Mr. Reeves’ relationship, his bad 
relationship, developed very fast there. As I understand through the 
presentation you have made, you have given us the sequence of events 
that took place, and his ineffectiveness which was set forth in your 
le nee as a basis for his transfer came to light, actually, as a result of 

e letter that he prepared in W ashington. Isn’t that correct? 

ac Warne. That was my feeling, that the very things that he 
held up back there as having been inappropriately done were the 
things that were in the main in his field of jurisdiction and under his 
siipervision, 

Mr. Reece. It would not seem to me as if the record should show 
that Mr. Seager, although he suggested to Mr. Reeves that he write 
the memo giving the information that he did, did not direct Mr. 
Reeves what to put in the memo. So that what appeared in the 
memo was, as I understand it, on Reeves’ initiative and not at the 
direction of Mr. Seager. 

Mr. Harpy. Insofar as the content is concerned, I think there is no 
question about that. 

Mr. Reece. I thought one question a while ago might indicate that 
he information embodied in the memo might have been at the diree- 
tion of Mr. Seager. I thought the record should be clear. 

Mr. Warne. Mr. Chairman, in order to dispose of my relationship 
with Mr. Reeves, I would like to give you Just a brief picture of 
what transpired after November 1952 

Mr. Harpy. Allright. Go ahead. 

Mr. Warne. With regard to him. 

There have been a few comments made here and are in the record 
to the effect that I fired Reeves, or something to that effect. It isn’t 
0. I did transfer him from the controller’s job to one of equal 
responsibility in the mission. <A little later, perhaps even more re- 
sponsibility in the mission. The financial adviser’s job was the one 
that set up the whole letter of credit procedure and the bank contract, 
and so forth, under which the aid program was conducted. 

Now, Reeves and I worked together very well on that program. 
He didn’t have so many of the same type of staff contacts or Iranian 
Government official contacts in that program as he had had in the 
controller’s program. 

About January 1, 1954—maybe some little time before or after—I 
reviewed with Mr. Reeves what his future might be in our organiza- 
tion. He said at that time, as I now remember it, that he would 
kind of like to come back but that he was on what was called a limited 
appointment, which meant that it was good only for 2 years. 

Now, I had nothing to do with the nature of his original appoint- 
ment. I recommended at that.time that Mr. Reeves’ appointment be 
set up as an indefinite appointment and that recommendation was 
ade to Washington in order that he could be extended in Iran. 
My recommendation was not acted upon favorably in Washington, 
so that the limited appointment remained, which meant that they 
issued travel orders to bring him and his wife home for termination, 
which was a part of the natural process of a limited appointment. 

About the time I was ready to come to W ‘ashington for conferences, 
at the beginning of March in 1954, Reeves’ term was due to be up at 
the end of February. The nature of the travel authorization which 
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had been the subject of some correspondence, telegr aphiec corre- 
spondence, between us, Washington and Iran, made it feasible for 
him to stay there until I got back from my trip to Washington, which 
I estimated would be April 6. I didn’t have time at that moment to 
make arrangements to cover his work. I asked him if he could stay 
until April 6, or a few days after it, so I could take care of the prob 
lem of his departure within the organization. He said yes, ie could 
do that. His intention was to go to an accounting school for a while, 
that there was a legal technicality with regard to his wife’s position 
since he had married her in Japan and there was an immigration 
clearance that had to be made late in May, but that he had a little 
time. 

When I came back from Washington, which was approxim: te ly 
April 6, Mr. Reeves was already gone. I asked Jim Goulden, who had 
been acting during my absence, why, and he said he hadn't bee 
aware of the : arrangement made with ‘Mr. Reeves and Reeves brought 
the travel order and said that his time was such that he had ee. 
Therefore, he, Goulden, had arranged to put Mr. Frank Applebe 
who had recently arrived 3 or 4 months before, to work in the comp. 
troller’s office in charge of the work Reeves was doing and had signed 
Reeves’ travel order and let him go. 

A month or more later, I got a very nasty letter from Washingto) 
slapping my wrists and berating me, I felt, for exceeding my authority 
in connection with Reeves’ travel order. I got the file out. I didn’ 
know what they were talking about. I found that Mr. Reeves had, it 
his travel order, 10 days’ consultation in Beirut. 

I called in Goulden. This had not been authorized in either th 
quest or the approval given. Jim said, yes, by gracious, that was i 
the travel order, that Mr. Reeves had come to him very hastily at the 
last minute before his departure and said he had to have his trave! 
order signed before he could pick up his tickets, that the tickets were 
then waiting for him. Jim said that he had read the travel order and 
said, what about this Beirut thing, and Reeves said, well, the idea 1s 
that I am to look over the free port over there and advise concerning 
the manner in which goods are imported to Iran through it. 

Mr. Goulden said he looked at the bottom of the travel order and it 
cited the authorization from Washington for it. He said the authori- 
zation wasn’t attached, but he assumed it was all right and he signed it. 

I said, “The authorization didn’ t include that 10 days. A 

He said, “I thought I had the right to expect an honor: able stat 
member to treat me more fairly than that.” 

I wrote to Washington at that time and apologized, said it was 
not through intent that we had violated or exceeded our authority, 
that I withdrew my previous recommendation of Mr. Reeves and 
that it would not be through consent of mine that he ever served with 
me in another mission. 

Mr. Harpy. There is one thing that I am not sure that I am clear 
on. Mr. Reeves was discontinued as controller in the fall of 1952. Is 
that right? 

Mr. Warne. Yes, sir. 

Mr. Harpy. And was continued as fiscal officer, or something of 
that kind, until the spring of 1954? 

Mr. Warne. He was continued as financial adviser. 

Mr. Harpy. Financial adviser. 
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Mr. Warne. Not as fiscal officer, until his tour was up in 1954. 

Mr. Harpy. Well, now, what kind of financial advice could he and 
did he give you during that 18 8 months, approximately, that he was 
still over there drawing pay ? 

Mr. Warne. Well, the financial adviser’s position became one of 
constant contact with the Bank Melli in the control of—the Bank 
Melli and other financial institutions—in the control of flow of aid 
funds. 

That is what it became. At the outset it had to do with consultations 
with the economic division of the Embassy and with me and other 
staff members, with Iranian officials on international finance prob- 
lems. 

Mr. Harpy. I have a little difficulty understanding what kind of 
a situation you would have had with an individual who had become 
persona non grata, whose personal relationship with you was bad and 
who was occupying at least a nominal position as financial adviser to 
the mission director. I just have a little difficulty in understanding 
how in the world 

Mr. Warne. I haven’t said he was persona non grata. I don’t think 
anything in my testimony or anything in the record put in by anyone 
who knew anything about it says that. 

Mr. Harpy. Well, maybe I drew an inference there that was not 
accurate, but I did draw such an inference as a result of this exchange 
which took place in late October or November. 

Maybe you are more broadminded than I gave you credit for being. 

Mr. Warne. Perhaps you better reappraise it. 

Mr. Harpy. I shall certainly do so if you tell me my assumptions 
are inaccurate. 

Mr. Warne. That is true. If it has been concluded from anything 
I have said that Mr. Reeves was persona non grata with me, it is a 
mistake. He did not become so until after, in fact, he had left Iran 
and that final little deal made me feel I had been poorly repaid. 
Now—— 

Mr. Harpy. Well, you must have felt that you had been poorly 
repaid from your expressions here a while ago about the memo that 
he wrote while he was in Washington. 

Mr. Warne. I said I was deeply hurt by it, and I was. 

Now, I kept in mind that he had told me much earlier that really the 
fins ancial advisory position was the one that he ought to have been in. 
I kept in mind that actually he had been employ ed in Japan for the 
aid agency out there before coming to Teheran in that very business of 
international finance. 

I kept in mind, too, that it was extremely hard to get people over 
there in Iran to perform functions that we had. Perhaps I was more 
generous than I should have been. 

Later on I decided that I was, but at = time I felt justified, and 
I continued to feel justified in it until, as I am sure that my recom- 
mendation that his appointment be made an indefinite rather than a 
limited one, will bear out. 

Mr. Harpy. You know, I never cease to be amazed at some of the 
things that happen personnelwise in Federal agencies. I got the idea 
a moment ago that maybe you had an employee that had a definite 
appointment and you were stuck with him, and you were just doing the 
best you could with him. 
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Mr. Warne. Well, I will tell you this, Mr. Congressman, that in an 
assignment like that in Lran, especially, sometimes you wish you 
didn’t have to work with people. 

Mr. Harpy. Well, that is true in most any kind of work, but some- 
times it is a mighty - ifying thing. 

Mr. Warne. Yes, it is, too, sometimes gratifying. I admit that. 
But sometimes you a rid of one and you get a worse one, too. 

Mr. Harpy. I have seen the kind of situation develop where an 
individual who is in a responsible position and has the responsibility, 
among other things, for rating the performance of a subordinate will 
sometimes upgr: ade him and then get himself in a position where he 
can’t get rid of him without being tried himself, in effect. 

Mr. Warne. Well, Mr. Congressman, there were some occasions 
when I had to review our personnel out there during this period and 
I was on record as favoring keeping Mr. Reeves on the staff. 

Mr. Harpy. Well, that helps clear that up. 

Have you got anything further? 

Mr. Mountain. Yes, sir; a couple of more points. 

Mr. Warne, prior to Mr. Seager’s visit to Iran, had you received 
one or more telegrams from the Department requiring you to insti- 
tute certain procedures regarding dollar grants and rial grants? 

Mr. Warne. Yes. I would like to si ya ‘little about that dollar -grant 
business. May I have that telegram you have there? 

This will take just a few minutes ? 

Mr. Mountain. Mr. Warne, I believe the only point I wanted to 
raise was whether or not Sot cone prior to Mr. Seager’s arrival, 
had sent you certain instructions about the handling of dollar erants 
and rial grants. 

Is that true or not? 

Mr. Warne. Yes, that is true. I would be pleased to tell you all 
about that in about 10 minutes. 

Mr. Mountratn. My point, then, is simply to ask whether or not you 
found in these two telegrams anything objectionable ? 

Mr. Warne. The first Government of Dr. Mossadegh fell about 
July 3, 1952, and the final agreement covering our 1952 program 

Mr. Mov nTarn. Could you answer that question ? 

Mr. Warne. I am in the process of answering it. 

Suddenly there was no one with whom we could cooperate. Field 
work had already begun and continued, but most of the new projects 
were stymied. 

After a time Quavam-es-Soltaneh was made Prime Minister, and a 
terrible disturbance e occurred on the 21st of July when hundreds died. 
The Shah called Dr. Mossadegh back—— 

Mr. Mountary. Mr. Warne, have you considered whether this might 
come under the heading of classified information in any sense? 

Mr. Warne. I have, and these are historical facts. 

Mr. Harpy. We would like to have it go in the record, but it seemed 
like it might be in conflict with our understanding. However, if 1 
is agreeable with the De partment, it is all right with us. . 

Mr. Warne. I don’t think there is any question that these things 4 
happen. If somebody in the Department feels I ought not say this, 
would be pleased to yield. 


Mr. Harpy. I just wanted to keep within our agreement with the 


State Department. 
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Mr. Warne. The Shah called on Dr. Mossadegh to organize a gov- 
ernment. This he did, and many new cabinet members were included, 
vin it wasn’t until August 11 that the cabinet committee with whom 

e had worked was set up. 

" Duwi ing this period there was a great ruckus made and for the first 

ine public attacks were made on the United States there. 

“Yankee go home” became a cry. We hadn't heard it before. And 
it was allege od that we had been over there quite a while and we hadn’t 
done anything about our program. 

This concerned me. And it led to a suggestion made by me that we 
activate our 1952 project just as soon as we possibly could. And this 
proposal developed into a suggestion that we present at the first cabinet 
committee meeting the dollar checks for the projects. 

This was cleared with Washington and approved by Washington, 
and money was allotted to us to carry it out. 

On the 11th day of August I presented these checks, and I sent a 
telegram to Washington which I shall read. This is not in any sense 
a classified telegram : 

Presented ceremoniously before first meeting of the new Cabinet Committee, 
Monday, August 11, nine checks totaling $1, ee for TCI projects to be com- 
pleted cooperatively with Iran agencies and U. N. teams. 

Projects, amounts, and recipients are as adios S: 

Teheran water treatment plant, $500,000; Teheran water supply. 

Twenty deep wells, $196,000 ; Irrigation Bongah. 

Post telegraphic, $150,000; Minister of Postal and Telegraphic Communication. 

Karkheh Dam, $107,816; Irrigation Bongah. 

Golpayegan Dam, $92,000; Irrigation Bongah. 

Civil aviation, $89,800; Department General of Civil Aviation Transportation 

Bandar-Abbas water supply, $50,000 ; Irrigation Bongah. 

Ghanat rehabilitation, $30,000 ; Irrigation Bongah. 


Mr. Harpy. If you have many more, maybe we had just better give 
your list to the reporter. I don’t understand them, either. 

Mr. Warne. I have one more: 

The Kuhrang tunnel, $25,000; Irrigation Bungah. 

Khalil Taleghani, Minister of Agriculture; Ahmed Zanganeh, Director General 
of the Planning Organization: Dr. Mehdi Azar, Minister of Education: and Dr. 
Farman Farmayan, Acting Minister of Health; members of the cabinet com- 
mittee and others 

| won't read them—were present. 

And then I’ve got the quotations. I would like to submit these for 
the record, what these people said at this meeting. 

(The quotations referred to follow :) 

“We are grateful for this assistance and special technical advice and aid that 
accompanies it,” said Engineer Neykadeh, of the Tehran Water Supply Agency. 
“This project will improve health of every person in Tehran more than million. 
Our thanks to people of United States.” 

Shafik said: “Very little is more important to Iran than its aviation, since 
aris main means of communication with world. This will help modernize our 
rogram. Itis wonderful day for my agency.” 

These were project Nos. 2, 23, 24, 25, 14, 15, 13, 28, and 21. There 
Was a separate check for each project. 

These checks were proposed on the authority of Mr. Reeves, my 


controller, and on the authority given us in advance by Mehagn piesa 


There came to me under date of September 12, precisely 1 month 
later, a telegram from W: ashington saying the reason was Sudaatbed 
for the delivery of the dollar checks, but it should not be used as a 
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precedent. The procedure should not be repeated, I was advised, 
unless I had obtained clearance in advance from TCA, Washington. 

Now, I am not in a position to put this particular telegram in the 
record, but you have seen it, and I am sure that that is not an unfair 
paraphrase of it. Instead, I was asked regularly to use procurement 
procedures that were reported to have been sent to all missions, | 
have checked those procurement procedures now, and I find that they 
were transmitted from Washington on the 19th day of June, which 
probably means we got them about the Ist day of July. They said 
that they ought to be put into effect on the Ist day of July, or as soon 
as possible thereafter, but time would be permitted. 

They were rewritten on August 15, 1952. I cannot find a copy of 
the one of June 19, but I have found a copy of the one of August 15, 
August 15, of course, was after August 11, the day on which the dollar 
checks were written. 

It was then, and it is now, not at all unusual to be told that something 
that is authorized to be done should not be used as a precedent. This 
ee ee eer ee 
ceptional actions when an emergency demands it. And I didn’t think 
then, and I don’t think now, that the telegram that has been mentioned 
here as having come out there by way of instructions, was meant to be 
critical of the mission. 

I thought then, and I think now, that it was a part of Mr. Reeves’ 
operation here. Actually I had assigned to him before his departure 
to look into this question and to see if he couldn’t help us get a more 
definitive way. 

We did put into effect the letter of credit procedure which the tel 
gram suggested in September, either before or immediately after Mr. 
Reeves came back. We never used that exceptional procedure of giv- 
ing a dollar grant by check, again. 

Mr. Harpy. I wonder if we could explore, briefly, these dollar 
checks. I understand they were turned over directly to the Irania 
Government. Is that correct? 

Mr. Warne. To individual agencies, with whom we had project 
agreements. 

Mr. Harpy. They were turned over to the Iranian Government 
agencies ? 

Mr. Warne. That is right. 

Mr. Harpy. Well, now, did Washington know, prior to the time 
these checks were turned over, that these funds were going directly 
to the Iranian Government rather than to finance the pureh: ase of ma- 
terials that couldn’t be acquired in Iran? 

Mr. Warne. Mr. Chairman, the answer to that question is yes, and 
I can’t do much more about it than to suggest that I bring this up— 

Mr. Harpy. That is all I want toknow. That answers the question. 

Mr. Warne. I have here something that I cannot put in the record 
that clearly shows it. 

Mr. Mounrarn. I think you ought to state for the record what it is 
about it that prevents you from putting it in the record. It is a classi- 
fication under security rules, is it not? 

Mr. Warne. That is right. 

Mr. Harpy. The reason for the question is, it seems to me that this 
is a little unusual procedure for technical assistance funds. 
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Mr. Warne. I don’t contend anything different. I knew at the time 
that it was and we did our best to meet what was a situation there, and 
I think we did it with full knowledge and approval, and furthermore, 
even the telegram that did come out to me saying, “Wish you wouldn't 
do it again” says in it, “unless you clear with us in advance.” 

Mr. Harpy. So you did clear with them in advance. 

Mr. Warne. That was after this. 

Mr. Harpy. I understand. You did clear in advance. Washing- 
ton knew what was going to be done with the checks. They approved 
that procedure and after you did it, they said, don’t let this become a 
precedent. 
~ Mr. Warne. I don’t consider that unusual. I have had that hap- 
pen tome since. You get into a situation where action has to be taken. 
It isn’t illegal but it is against usual procedures. If you are given 
permission to do it, they usually tell you in one manner or another, 
do not let this stand as a precedent, and tell everybody this isn’t a 
pre ‘ede nt. 

Mr. Harpy. Just one other question in connection with this funds 
action, and I think if the staff hasn’t seen this communication, they 
ought to take a look at it. I don’t want to see it myself. 

Were those funds urgently and immediately needed by the Iranian 
Government and were they expended immediately ? 

Mr. Warne. They were certainly urgently needed by the Iranian 
Government and some of them were expended immediately. Some of 
them, I think, were not expended immediately. The ones, for ex- 
ample, on the Kuhrang Tunnel had to do with getting some stuff that 
was needed at that time to keep the tunnel from shutting down. I 
have forgotten. It was either cement or steel reinforcing bars, and 
t was used immediately. 

Mr. Harpy. But some of the others were not? 

Mr. Warne. I think some of the others were not used immediately. 

Mr. Harpy. Thank you, Mr. Warne. I think this has been a very 
helpful session. I want to express the appreciation of the committee 
for your very forthright answers and I think it will help clear up the 
record considerably. 

Thank you very much, and the committee will stand adjourned now, 
to reconvene at 1: 45 in this room. 

{ Whereupon, at 12: 15 p. m., the committee recessed until 1: 45 p. m., 
the same day.) 

AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 
Go ahead, Mr. Mountain. 


FURTHER TESTIMONY OF WILLIAM E. WARNE, DIRECTOR, UNITED 
STATES OPERATIONS MISSION TO BRAZIL, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Mountain. Mr. Warne, just before we closed we were talking 
about certain dollar checks which were handed over directly to officials, 
or official agencies, of the Iranian Government. 
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i would like to refresh your memory on that by reading the tra) 
script as the mera and answers appeared at the close of owr hear- 
Ing this morning 

The CHAIRMAN. * * * IT understand they were turned over directly to the [ray 
ian Government. Is that correct? 

Mr. Warne. To individual agencies with whom we had project agreement 

‘he CHAIRMAN. They were turned over to Iranian Government agencies? 

Mr. WaRNE. That is right. 

The CHAIRMAN. Well, now, did Washington know, prior to the time these 
checks were turned over, that these funds were going directly to the Lrania: 
Government rather than to finance the purchase of materials that could not be 
acquired in Iran? 

Mr. WARNE. Mr. Chairman, the answer to that question is ‘‘Yes,” and I can’t 
do much more about it than to suggest I bring this up 

The CHAIRMAN. That is all I wanted to know. That answers the question 

Mr. WARNE. I have something here that I can’t put into the record that clearly 
shows it. 

That finishes the quotations from this morning’s transcript. 

Il believe at that time you handed us some telegrams. 

Could you point out to us which of these documents shows that 
Washington knew prior to the time these checks were turned over to 
the Iranian Government that this was going on ¢ 

Mr. Warne. This one, which said what we were going to do, and 
this one, which is not similarly classified, which allotted § $3 million to 
cover part of the 1952 program allotted, and which gave us the money 
to do it with. 

Mr. Mounratn. I believe that this will in no sense affect the security 
classification of this document, but is it your statement. that this docu 
ment dated July 25, 1952, is an advice from the mission to Washington 
that you planned to distribute these checks in the manner you have 
deseribed ¢ 

Mr. Warne. Planned to distribute the dollar portions covered in 
project agreements indicating illustrative projects which actually were 
later involved. 

Mr. Mountain. I am not sure that that answer is clear. Would 
vou care to restate that? 

Mr. Harpy. I don’t know that we need to go into that any further. 
This particular document is not too clear to me as setting forth that 
particular purpose. 

Mr. Warne. I agree with you, Mr. Chairman, that it doesn’t spell 
it out ina way that, taken from here at this date, would lead you clear- 
ly to understand that the distribution intended was going to be by the 
actual handing over of a dollar check at that meeting, but taken in 
consideration with other things that occurred at that time, it was 
perfectly clear in my mind then and I think it was clear in the minds 
of the people i in W ashihngton— we had had telephone conversations. 

We maintained a weekly telephone call in which this general prob 
lem of reestablishing our ‘good relations there was before us, and the 
telegram which I have pl: aced in the record, which is unclassified, had 
as its objective, which I think is clear on the face of it, something that 
1 would like to tell you and let you decide whether it is pertinent or not. 

Mr. Harpy. Off the record just a minute. 

(Discussion off the record.) 

Mr. Harpy. Actually, I think the only basis on which the comm 
tee could understand that there was a very clear picture in Washing 
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ion as to just how these funds were going to be used and that actually 

the dollar checks were going to be turned over direc tly to the [ranian 

Government agencies must have been on an oral basis, rather than o1 
documented basis, if that is the only document that supports it. 

Mir. Reece. Except if you visualize, as Mr. Warne has said, the 
situation that existed at that time. I don’t think you have to draw 
on your imagination very far to construe those documents as indicat- 

o an underst: anding in Washington of what was being done and by 
indirection, at least, confirming it. 

[ am impressed that way, and I made the statement earlier, Mr. 
Chairman. ‘The mission over there was—and I am not referring to 
the work of any individual—but our objective in [ran was very su 
cessful. 

It is not unlike our objective in Guatemala. After we had won our 
objective, I am not impressed with the scrutinizing with such great 
care of the details of the operation. 

[f you lose a battle, then you do it. 

If the tide to Ge ttysburg had been different. there would never ha 
been any question raised about Pickett’s charge. But when the battle 
was lost, there has alw ays been a controversy. 

Mr. Harpy. I think that insofar as the current situation is con- 
cerned, perhaps we have considerable reason to be plea sed that the 
relationships are as good as they are at the present time. 

On the other hand, to assume that this type of performance is fully 
responsible is another matter. It may be that it is not. 

Mr. Reece. I agree with you, Mr. Chairman. 

Mr. Harpy. There is one aspect [ think you might have in mind. 
also. ‘That is, I never did see where there was any point in spending 
i billion dollars to get something done if half a bilhon would do just 
as well. I don’t know that that is what happened here. But that is 
the reason that I think it is important than we look into this kind of 
business. 

l am grateful to Mr. Warne and his associates for helping us to 
try to find out. But I don’t think there is any impropriety in our pur- 
suing this matter. 

Asa matter of fact, I think if we fail to do it, we would be derelict in 
our duty. 

Mr. Reece. I didn’t intend to infer that the matter shouldn’t be 
studied. 

Mr. Mounratrn. I don’t have any further questions for Mr. Warne at 
this particular moment on this point. 

Mr. Harpy. Suppose, Mr. Warne, you take a seat back there if you 
will, and I think we will call Mr. Reeves. 

We hadn’t intended to call Mr. Reeves but certain things have de- 
veloped since our last meeting that appear to make it very desirable 
to do so. 

Mr. Reeves is here, and I think I would like to put him on the 
stand at this time. 

Mr. Reeves, will you come forward ? 

Will you raise your right hand and be sworn? 

Do you solemnly swear that the testimony you shall give in the 
matter before this subcommittee will be the truth, the whole truth, 
and nothing but the truth, so he ‘Ip you God ? 

Mr. Reeves. I do. 

Mr. Harpy. Have a seat, Mr. Reeves. 
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TESTIMONY OF DOUGLAS F. REEVES, FORMER CONTROLLER, 
UNITED STATES OPERATIONS MISSION, IRAN, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Mountarn. Will you give the committee a brief brographica] 
statement for the record, please ? 

Mr. Reeves. In 1940, in November, I passed the uniform certified 
public accountants examination and entered into the field of account- 
ancy as a vocation. 

In 1941, I worked for Arthur Young & Co., certified public account- 
ants. 

At the end of 1941, I was employed by the United States Navy, Bur- 
eau of Supplies and Accounts, as an auditor of cost-plus contracts 
at the Douglas Aircraft Co. 

Within 21% years I had advanced from junior auditor to chief 
accountant of that office, working up through the ranks, as I became 
more familiar with that type of accountability responsibilities. We 
were working on a total of $300 million worth of contracts, and I 
became thoroughly indoctrinated in United States Government stand- 
ard of accountability at that time, as required by the Bureau of Sup- 
plies and Accounts for the Navy Department. 

In 1945, I was employed by the Reconstruction Finance Corpora- 
tion as an auditor in their Foreign Audit Division, and was sent out to 
South America, the West Indies, and Europe to audit commodity 
procurement, development, and economic warfare accounts, projects, 
and offices for the U.S. Commercial Company. 

In 1946, I was requested by the Chief Auditor of the United States 
Department of Agriculture to go to their western area audit office 
and establish a commercial-type audit program for profit renegotia- 
tion purposes, which I did, as assistant area auditor. 

In 1947, I was a “name request” by General MacArthur’s head- 
quarters in Tokyo to go to Tokyo and establish the foreign exchange, 
documentation, and accountability procedures and requirements for 
the private foreign-trade program which was opened in August of 
1947. I spent over 4 years in Japan, primarily in two capacities; 
namely, as Chief of the International Finance Branch, concerned with 
foreign exchange budgets, international balance of payments, and 
foreign-trade financing. 

The other position was as assistant to the controller of the eco- 
nomic and scientific section of the headquarters. In that capacity, I 
represented the controller at numerous conferences, both within 
the headquarters and in foreign countries, and was twice sent by head- 
quarters back to Washington to participate in conferences with the 
Bureau of the Budget on economic aid aspects of GARIOA appro- 
priations for Japan. : 

I cite these things to illustrate those parts of my background which 
may have some bearing on my performance during the period in which 
I understand you are interested. 

Mr. Harpy. Thank you, Mr. Reeves. 

Let the record show the presence of Mr. Reuss, Mr. Reece, and my- 
self, constituting a quorum under the committee rules. 

Let the record also show that Mr. Reeves is present in response to 
a subpena. 

Go ahead, Mr. Mountain. 
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Mr. Reece. Could I ask one question as to qualifications 

After you passed your C. P. A. examinations, you went toa C. P. A. 
firm ? 

Mr. Reeves. That is right. 

Mr. Reece. How did you come to leave that firm to take the position 
of junior accountant w ith the Government ? 

Mr. Reeves. All accountants start as junior accountants. I was 
ac ‘tually employed as a semisenior by Arthur Young & Co., and took 
a position as a junior auditor with the Navy Department at approxi- 
mately a comparable salary. 

I entered the Navy service under a competitive, written, technical 
examination. 

Mr. Harpy. Go ahead, Mr. Mountain. 

Mr. Reeves. Pardon me. I did not give reference to my present 
position. Is it pertinent or not? 

Mr. Mountain. Would you add that, please? 

Mr. Reeves. At the present time, I am employed by a New York 
frm as controller for their six companies in Latin America in a wide 
range of businesses, and with activities and contracts totaling close 
to $50 million. 

Mr. Mountain. Mr. Reeves, can you fix the date for us at which 
you were made an employee of the TCA ? 

Mr. Reeves. The 19th day of February 1952. 

Mr. Mounrarn. What was your assignment as of that time ? 

Mr. Reeves. I was employed to be controller for the TCA mission 
in Iran. 

Mr. Mountain. Were you furnished any description of that job at 
the time you were appointed ? 

Mr. Reeves. The Personnel Division of TCA gave me a job descri ip- 
tion which they explained was their controller—a mission controller’s 
job description for that spot. It was approximately 114 pages of 
single-space ty ping in length, as I recall, in hectograph. 

Mr. Mountain. Did they tell you this was the description of the 
controller’s position in Iran, specifically drawn for that country ? 

Mr. Reeves. No, they did not say that was specifically drawn for 
Iran. It was the description which they said they had prepared for 
mission controllers, plur: al. The -y explained that there would be varia- 
tions within individual missions, but that that was the general outline 
of my assignment. 

I accepted that as my assignment when I took the position. 

Mr. Mountarn. When did you report to Iran ? 

Mr. Reeves. I got my passport the following day, left on the first 
available transport: ition, February 22. 

I arrived there, I believe it was on the 26th, but it was as soon as con- 

nections could be made. 

Mr. Mountain. Did you meet with the county director, Mr. Warne, 
when you arrived in Iran ? 

Mr. Reeves. I met him the following day. I rode from the hotel to 
the office with him the following day. He did not meet me when I 
ur oe 

. Mountarn. Did you go over with him the duties you were to 
vite as mission controller ? 

Mr. Reeves. As nearly as I can recall, I did not immediately, be- 
cause in a foreign assignment, there are always a few days taken 
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in orientation, getting necessary documents cleared, and getting estab- 
lished. But I did go over it with him in the near future. 

Mr. Mountain. Did he supply you with a description of your 
duties ¢ 

Mr. Reeves. I cannot be sure, but I do not remember that I saw one 
until some time later. It was a very short, abbreviated one, which 
had very little in it, as I recall. 

Mr. Mountain. Was it the same one you had seen in Washington! 

Mr. Reeves. It was not. 

Mr. Mountarn. How was the day of your arrival related to the ar- 
rival of Mr. Gregory and Mr. Workinger, who were, I believe, the 
other senior staff officers there ¢ 

Mr. Reeves. I understood that Mr. Gregory had arrived the day 
before L arrived. Mr. Workinger had arrived 2 month or two before, 
but I am not certain. 

Mr. Mounratn. In the course of performing your duties, as con- 


troller, were you in constant communication with these other senior 


staff members ? 

Mr. Reeves. I was. 

Mr. Mounrarn. Did you attend these staff meetings that I believe 
Mr. Warne has testified were held almost daily / 

Mr. Reeves. I did. 

Mr. Mounrarn. Did you confer with Mr. Warne about controller- 
ship problems ? 

Mr. Reeves. Yes, I did, but not about those problems which I felt 
could be settled at the staff level. There were many matters I dealt 

with solely at the staff level. Mr. Gregory—Mr. Workinger primar- 
ily—-feeling that I should not take the time of a very busy country 
director if we could resolve differences or problems, or work things 
out at the staff level. 

Mr. Mounratn. Were there any problems of that sort that you could 
not work out at the staff level ? 

Mr. Reeves. On a number of occasions I had differences with the 
program review officer, Mr. Workinger, in that he did not see my re- 
sponsibilities regarding accountability and the way of spelling out 
project agreements as I saw them. 

Mr. Mountain. You reached no common ground of understanding 
on that point, then / 

Mr. Reeves. Not for several months, no, sir. 

Mr. Mounratn. Did you take up this problem with Mr. Warne? 

Mr. Reeves. It was mentioned verbally. It was not reduced to 
writing during the first few months. The earliest time I believe it was 
reduced to writing, as I recall, was perhaps the first week of June 
1952. 

Mr. Mountatn. Well, why weren't these things reduced to writing 
if they couldn’t be resolv ed? 

Mr. Reeves. Because Mr. John Evans, the former head of the joint 
commission, and then deputy director, urged me to discuss these mat- 
ters verbally. I took them up with him on a number of occasions, and 
I was repeatedly urged to avoid committing things to writing. 

Mr. Mountain. Was there any indication given as to why this 
advice was proffered / 

Mr. Reeves. During that period, there was no reason given excep! 
in the interests of internal harmony, and I did not reduce matters t0 
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writing until a third or fourth offense of a similar type within a rela- 
tively short period. 

Mr. Mountarn. What do you mean by “offense” ? 

Mr. Reeves. Offense as I interpret my responsibility to maintain 
and establish accountability of Government funds, means responsi- 
bilities which I felt were thwarted by a perhaps conscientious, well- 
intentioned desire for flexibility in an emergency program. 

Mr. Mountarn. No legal connotation to offense in this, then ? 

Mr. Reeves.. No. 

Mr. Mountain. Is this what you are saying, that when you made 
certain recommendations and they y appeared to be excepted, you let it 
vo verbally until a third or fourth occasion had oceurred / 

Mr. Reeves. Of a similar type. 

Mr. Mountatn. And they were disregarded ? 

Mr. Reeves. Yes. 

Mr. Mountatn. And then you reduced those to writing ? 

Mr. Reeves. That is right. 

Mr. Mountain. Writing addressed to whom / 

Reeves. As a rule, I addressed my memoranda to other staff 
vitaliel such as Mr. Workinger, Mr. Gregory, or the division chiefs, 
in the hope that I could achieve a meeting of the minds at that level, 
and knowing full well that Mr. Warne would be fully informed of 
those memoranda and the implications, the things that led to them 
because we had a reading file which was assembled every day and 
placed on his desk every day, containing every memorandum written 
inthe organization. His initials were the first to appear on that read- 
ing file every day before it was circulated. 

Mr. Mountratn. Then you would know in advance that anything 
you reduced in writing and sent to another staff member would be read 
by Mr. Warne? 

Mr. Reeves. It would be in a file initialed by Mr. Warne. His 
responsibility, I assume, would be it read that file before initialing it. 

Mr. Mounrain. But if there were other conflicts that you felt i 
the interest of harmony shouldn’t come to Mr. Warne, you die 
cussed those ? 

Mr. Reeves. That is right. I discussed many of those with Mr. 
John Evans. 

Mr. Mountain. Will you tell us the circumstances of your tr ip to 
Washington in September of 1952? 

Mr. REEVES. In March and April, Mr. Warne and I had several 
discussions about the lack of information on our allotments as they 
were handled in Washington. At that time, we requested current 
information on the status ‘of our allotments, obligations, and expendi- 
tures and asked that we be informed of them currently each month. 
We sent several followup letters and cables, but had no response except 
promises. By August, we both felt, as I understood it, that the situa- 
tion was rather critical, and in a discussion one of us—and I don’t re- 
member which of us—came out with the idea that one of us, or that 
“wmebedy, should go to Washington about this 

Perhaps 1 suggested that I might be able to help. I am not clear 
on that point. 

[t was an outgrowth of that discussion of Washington’s failure 
lo inform us of where we stood that I went back to Washington. 


79239—56 17 
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Mr. Mounrarn. Did Mr. Warne give you certain instructions as 
what you were to do in Washington ? 

Mr. Reeves. Yes, sir; he did, in writing. 

Mr. Mountarn. And you took those with you? 

Mr. Reeves. That is right. 

Mr. Mountain. Whom did you see in Washington in the line of 
your official duties ? 

Mr. Reeves. Mr. Cedric Seager, who was on the Iran desk; Julius 
Kessler, who was Acting Controller for the TCA; Devereaux Parle, 
who was handling major responsibilities for Mr. Seager; Bill Lay 
in the TCA procurement office; and a number of others that I can’ 
recall. Those were the primary ones with whom I worked and ne. 
gotiated on a day-to-day basis. 

Mr. Mounrtatn. Did you see Mr. Seager shortly before your re- 
turn to Iran? 

Mr. Reeves. I saw him practically every day I was there. 

Mr. Mountarn. Well, do you recall a specific meeting which led 
to the preparation of a memorandum by you on September 15? 

Mr. Reeves. Yes, sir. I do. 

Mr. Mounratrn. Will you tell us the circumstances of that meeting 
and what transpired ? 

Mr. Reeves. As is customary when one is completing a TDY tour, 
T called on the ranking person with whom I had been dealing, who 
was Mr. Seager, to say goodby, give him a rundown of what I had 
accomplished, and for a final exchange of ideas or any final instruc- 
tions. 

T had tried to get in touch with him through his secretary during 
the morning, and he had not been available. His secretary, of course, 
said that he also wanted to be sure to see me before I left. I under- 
stood for mutual purposes. 

We finally got together in the afternoon. I had been trying to 
see him all morning. He had been tied up. I had tried to see him 
before I was aware of the fact that he had made any attempt to se 
me or desired to see me. 

Mr. Movuntatrn. Will you tell us what transpired at this meeting. 
please ? 

Mr. Reeves. I reported to him the matters which I had discussed 
with the various people. He had held some discussions with Mr. 
Parle, I believe, and possibly with other members of the staff with 
whom I had talked, and he asked me a number of questions about the 
meetings which I had held, particularly with reference to a meeting 
which I had held with Mr. Parle and Mr. Kessler very shortly before 
that. 

I don’t remember how many days before that was, a meeting 10 
which Mr. Kessler, Mr. Parle, and I had discussed the matter 0! 
grants in some detail, particularly rial grants, as I recall. 

I answered the questions which Mr. Seager asked me to the best of 
my ability. He asked me to reduce those to writing. Our discus 
sion brought out that the time was very limited, because I was sup- 
posed to leave shortly. He said he would like me to stay and reduc 
the answers to his questions to writing, which I proceeded to (0. 

Mr. Mounratn. Was there any reluctance on your part in reducilig 
these things to writing? 
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Mr. Reeves. Yes; as I explained later to Mr. Warne in a memoran- 
dum, I had no intention of doing any such thing; I did not desire to 
do any such thing. But if I was instructed by Mr. Seager to do so, I 
had no alternative, and I would be glad to comply with his instructions. 

Mr. Mountain. What did Mr. ‘Seager tell you was the reason he 
wanted you to reduce them to writing. Or did he tell you? 

Mr. Reeves. I do not recall his stating a reason, frankly. 

Mr. Mounta1n. Did Mr. Seager indicate that he was going to take 
any of these matters up further with the mission director ? 

Mr. Reeves. I understood perfectly well that he was going to. I 
understood that before that last day. 

Mr. Harpy. You understood that Mr. Seager was going to commu- 
nicate with the mission director about what? 

Mr. Reeves. To outline policy-guidance matters, particularly in 
connection with grants. 

Mr. Harpy. You understood that that was the outgrowth of dis- 
cussions that you were having with members of Mr. Seager’s staff 
in order to get your own house in order. 

Was that the situation, or what was the situation ? 

Mr. Reeves. I understood that one reason Mr. Seager was so in- 
terested in what I had to say was because it was in agreement or bore 
some relationship to other reports and correspondence which he had 
had from others. 

I believe the name of Jack Bingham came into it, and I believe there 
was some reference to some other correspondence, althoughI don’t 
recall the name now. 

In other words, what I said appeared to be a confirming bit of in- 
formation which he welcomed. That was my impression of his attitude. 

Mr. Reece. The memorandum that you prepared at Mr. Seager’s 
instance—did it contain any subject matter which you had not “dis- 
cussed with the various members of the staff during your presence in 
Washington ? 

Mr. Reeves. It probably did, because I would feel free to speak in 
much more detail to the chief of the Iran desk and his questions to me 
were much more searching than those of his subordinates. 

Mr. Mounrarn. Did Mr. Seager indicate to you what form of 


action he planned to take on the basis of this September 15 memo- 
randum ? 


Mr. Reeves. Yes, sir. 

Mr. Mou INTAIN, Will you tell us what that was, as you knew it ? 

Mr. Reeves. Before I left there, two selldaeni ams were dispatched 
on related matters. It has been a long time since I have seen them, 
and frankly I don’t remember their exact context, but it was a general 
understandi ing, as I believe, between Mr. Parle, Mr. Seager, and my- 
self, that these telegrams and a later letter which was to be written 
would be to serve as guides in outlining Washington’s expectations as 
to procedures and policies to be followed. There was no thought or 
Intent of m: iking what has since been called allegations or charges, but 
rather to outline the problems and the difficulties which had been en- 
countered in getting an emergency show on the road. 

Some of the problems W ashington had not been aware of. But by 
sharing our information with W: ashington, Washington was in a 
position then to establish such guidelines as would insure our moving 
in the direetion they expected us to move in. 
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I did expect those two telegrams to serve in that means, and I un- 
derstood a letter was in process of being drafted when I left, which 
Mr. Fryer was going to send, which would also lay out policy lines for 
us to follow in the mission. 

Mr. Mounratn. Well, these were were all policy lines which you 
came to get clarified. Wasn’t that the purpose of your visit to 
Washington ¢ 

Mr. Reeves. I understood that my instructions for that trip covered 
getting policy lines laid out ; getting general procedural lines designed. 
I only said those things which appeared to be necessary for Washing- 
ton to know in what fields policy lines might be desirable. 

They made the decision whether they wished to move in that 
direction or not. 

Mr. Mountain. Well, you came here to get these answers, and pre- 
sumably you were going back with those answers. What is the point, 
then, of having these communications go separately? Weren't you 
here in Washington to bring those answers back ? 

Mr. Reeves. Not remembering the specific wording of my travel 
authorization, I can’t answer that specifically. I was here to try to get 
information to try to bridge the gap of the information Washington 
had which we did not have, and to fill them in on our information 
which would be of assistance to them. 

Mr. Mounrarn. Did you make any representations to Mr. Seager 
or anyone else back here that you were not getting adequate backing 
by the mission director in connection with establishing accounting and 
controllership procedures ? 

Mr. Reeves. That would be the logical conclusion, probably, from 
some of the facts and references which I cited. 

Mr. Mounrary. Did you make any such statements to him ¢ 

Mr. Reeves. Not as an allegation or charge, but as a statement of 
fact with reference to a particular document on a particular day, a 
particular memorandum, which Mr. Warne must have seen in the read- 
ing file, on which no action subsequently was taken. 

Mr. Mounrain. Then it would not be fair to interpret these papers 
and communications as being an arrangement between you and the 
people in Washington to give you Washington backing ? 

Mr. Reeves. I should say not. 

Mr. Reece. May Laska question? It will not interfere. 

Had you diseussed with the country director these problems on 
which you appear to have disagreed with him; problems which you 
discussed with the staff in Washington, including Mr. Seager?! 

Mr. Reeves. I am sorry. I do not understand what instances you 
refer to in which I am supposed to have disagreed with the country 
director ? 

Mr. Reece. You stated that the purpose of the communications 
with the country director in Iran were for the purpose of outlining 
directives and establishing procedure to achieve those directives, 
which would indicate that your views with reference to procedure 
and objectives were in disagreement with those of the director. 
Otherwise there would have been no point, I assume, in sending swell 
communications. 

Now, had you discussed those differences with Mr. Warne so that 
you felt that he had a clear understanding of the points on which 
you disagreed with the procedure which he was following? 
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Mr. Reeves. I am not sure I can completely understand these fre- 
quent references to my differences with Mr. Warne, or disagreements 
with him. My differences were with one of his subordinates, pri- 
marily; not with Mr. Warne. My difficulties were in getting things 
settled at a staff level. 

Mr. Reece. Would it not be unusual for the controller to be sent 
to Washington by the country director because of differences of opinion 
he might have had with another staff member, without the country 
director having had an opportunity to discuss it with you ¢ 

Mr. Reeves. “T did not go to Washington in connection with or for 
the purpose of discussing or doing anything about differences with 
anybody in Teheran. 

Mr. Rerce. But as I understood your earlier statement in response 
to Mr. Mountain’s question, it was that you conferred with the stati 
members here, and finally with Mr. Seager, which resulted—and 
cooperated with them, or at least, with your advice, they sent these 
various communications to the country director, which, as you said, 
was to clarify the objectives and procedures. 

Mr. Reeves. Mr. Congressman, may I take exception, with your 
permission, to the words “with my advice”? I did not advise them to 
do that. 

= tEECE. You did not advise them to send the communication, 
but the information embodied in the communication, as I understood 
the response, was on your advice, that it was true that they got the 
basis for the inform: ition that the communications contained from 
you. That is what I am trying to emphasize. 

I was interested in knowing whether you had discussed those mat- 
ters embodied in these communications, particularly the one by Mr. 
Fryer, with Mr. Warne, before you left Iran. So that you and he 
either had a meeting of minds, or a disagreement. 

Mr. Reeves. We had a complete meeting of the minds as to the 
original purpose of my trip to Washington. At least, it is my under- 
standing that we did, my sincere belief that we did. 

Mr. Harpy. Let’s see if I can help out a little on the thing I think 
you are aiming at, Mr. Reece. 

[ understand, Mr. Reeves, when you left Iran to come to Washington, 
you and Mr. Warne were in perfect agreement as to the purpose of 
your trip, and that its purposes were, in fact, reduced to writing, and 
you were given a specific assignment containing a number of different 
points, 

Mr. Reeves. Yes, sir. 

Mr. Harpy. Now, vou have testified that actually you had had no 
difficulties with Mr. Warne, but that you had had some problems with 
another staff member in connection with putting into—at least this 
is what I understood, and if I am quoting it incorrectly, please 
straighten me out on it—putting into effect certain proc edures. Is 
that correc t? 

Mr. Reeves. That is correct. 

Mr. Harpy. Well, now, then, the question, it seems to me, that Mr. 
Reece was leading to was: Did’ you talk to Mr. Warne about the diffi- 
culties that you were having with another one of his staff members 
before you came to Washington? Isn’t that what you mean? 
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Mr. Reece. Yes, what the situation was, and I understand from his 
testimony that that is the case. That is what I was trying to elicit 
a response to. 

Mr. Reeves. Yes, there were certain memoranda which I referred 
to Mr. Warne specifically, in which I entered nonconcurrences tu ex- 
plain why I did not initial or surname certain papers which were 
referred to me. 

Now, there are at least two of those circumstances which are referred 
to in my letter of October 28 in which I gave dates, names, and docu- 
ments. There were the numerous occasions on which I wrote memo- 
randa to the division chiefs, and to the program review officer, which 
Mr. Warne presumably did see in his reading file. 

The fact that Mr. Warne had been too busy or for some reason had 
not taken corrective action with the program review officer who so 
steadfastly refused to incorporate adequate accountability methods in 
project descriptions, led me to feel that we could use more definite 
procedures and outlines from Washington. I had hoped to get such 
things from the Controller’s Office in Washington. 

Mr. Reece. Did you so advise Mr. Warne that you thought you 
should have more definite outlines of procedures from Washington 
when you were discussing your trip here? 

Mr. Reeves. It did not come up during our discussion about coming 
back to Washington, although I am under the impression that on oc- 
casions before, we had discussed the fact that I had been given no 
instructions, policies, or procedures from the Controller’s Division 
here in Washington. 

Mr. Harpy. I think that the record will show on that particular 
point, from this morning’s testimony and a document that I believe 
was submitted to the record, that one of the purposes enumerated in 
these specific instructions that were provided was to get some fill-in 
on the procedures that were to be followed, accounting procedures and 
controllership procedures. That was my understanding. 

Wasn’t that correct, Mr. Warne? 

Mr. Warne. That is my recollection. 

Mr. Reece. But as I interpret Mr. Reeves’ testimony now, his testi- 
mony goes somewhat beyond that, indicating that there were viola- 
tions. Maybe he used a different term. Whether those violations or 
offenses, as you said, had been discussed with Mr. Warne. 

Mr. Reeves. We have to create a frame of reference before we use 
those words, Mr. Congressman. 

Mr. Reece. You had not created a frame of reference when you 
initially used the word offense, I believe. 

Mr. Reeves. Forgive my tendency to use it as a term of a controller. 

Mr. Reece. Off the record just a minute. 

( Discussion off the record.) 

Mr. Harpy. If we might get back now onto this question of pro- 
cedures. 

Under the position description for which you were employed, did 
you have a responsibility for putting into effect appropriate proce- 
dures, fiscal procedures, to assure proper accountability for the use of 
Government funds? 

Mr. Reeves. Yes, sir, I did. 

Mr. Harpy. Did you put into effect such procedures? 
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Mr. Reeves. I adopted certain proforma reports and requirements 
procedures which I was unable to put into effect, some of them because 
of lack of data on information from Washington, some of them for 
lack of staff. 

Mr. Harpy. For lack of staff? 

Mr. Reeves. Yes, sir. I had no staff of any kind to make end-use 
checks, to make audits, to make reports, with the single exception of 
an Iranian whom I employed after I had been there about two months. 

Mr. Harpy. Reference has been made to the memorandum which 
you prepared for Mr. Seager. In that memorandum were quite a 
number of specific statements of needs or lack of procedures and 
shortcomings of the mission. 

Did a considerable number of those fall within the area of your re- 
sponsibility to put into effect ? 

Mr. Reeves. They fell definitely within the area of responsibility 
normally considered as that of a controller, and within 

Mr. Harpy. Did you have the responsibility of a normal controller ? 

Mr. Reeves. I never got it ; no. 

Mr. Harpy. What do you mean, you didn’t get it? 

Mr. Reeves. A controller requires at least a minimum organization 
to perform his functions. 

Mr. Harpy. What you are saying is, you didn’t have enough people 
to carry out these—— 

Mr. Reeves. I had no people. One local auditor was all. 

Mr. Harpy. What effort did you make to get enough people to put 
these into effect ? 

Mr. Reeves. That is in the record. I had a meeting with Mr. 
Goulden, the executive officer, I think in March or early April, in 
which we discussed the fact that I needed a minimum of two United 
States Government employees, Americans; one to take charge of 
accounting aspects, and one to head up an end-use internal audit 
function. 

Mr. Harpy. Did you consider that it was Mr. Warne’s responsibi- 
lity to see that you had these tools to put into effect these procedures? 

Mr. Reeves. I felt that it was his responsibility to request them 
from Washington to endeavor to get them sent out to us. As I un- 
derstand it, Mr. Goulden was responsible for preparing the organi- 
zation charts, the staffing pattern, and, to the best of my knowledge, 
requests for such personnel were never included in the priority lists 
sent back to Washington for recruitment during that first 6 months 
I was there. 

Mr. Harpy. Did you complain to Mr. Warne about that? 

Mr. Reeves. Frequently. 

Mr. Harpy. Where did the lack of cooperation of Mr. Evans con- 
stitute a hindrance to you? 

Mr. Reeves. I do not recall saying that Mr. Evans ever failed to 
cooperate. 

Mr. Harpy. Maybe that is not what you said, but that is what I 
thought you meant. Maybe I misunderstood you. 

Mr. Reeves. Mr. Evans was always most cooperative and helpful 
and understanding. But he expressed a preference, at least to me, 
as I interpreted it, of dealing face-to-face when one had a problem to 
take up, rather than to use memoranda, for instance. 
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Mr. Harpy. Another item in the document which you prepared 
for Mr. Seager had to do with Lranian contributions to the specific 
projects. 

Had there been discussions between you and other members of Mr, 
Seager’s staff about impropriety in the manner in which Iranian con- 
tributions were being reported or being agreed to and set down in the 
project agreements ? 

Mr. Reeves. May I qualify the terms, please ? 

I did not use the word “improprieties”, as I recall, or any word 
which was quite synonymous with that. 

Mr. Harpy. Well, that is my opinion. 

Mr. Reeves Or any word quite synonymous with that. 

The methods used were sometimes not what I would consider the 
minimum necessary to establish proper accountability, as I under- 
stand accountability. 

Mr. Harpy. To me, if proper accountability is not provided, then 
there is an impropriety. You and I might have different definitions, 
but that is mine. 

Mr. Reeves. Unless a policy decision has been made at the proper 
administrative level that the emergency justifies a deviation. That 
was the place I felt Washington policy guidance was imperative, 
whether exceptions were justified or not. I was not qualified to say 
whether they were. Unless Washington authorized the deviations 
from minimum accountability requirements, it would constitute im- 
proprieties. :. 

Mr. Harpy. So that if a practice was being followed that was bad 
accounting, and failed to represent proper accountability by the peo- 
»le involved, and even might be contrary to law if it were authorized 
by Washington, at least it put the mission people in the clear. 

Would that be your point of view? 

Mr Reeves. It had been repeatedly stressed, sir, that it was an 
emergency program. I was told I was responsible to the country 
director. I had originally expected I would have a direct line of 
communication with the Washington controller’s office the same as 
Mr. Gregory had to the Washington legal office, but lacking that, 
Mr. Warne interpreted Washington directives for me. 

If I felt, as subsequently developed, Washington was not fully in- 
formed because of distance and brevity of reports, perhaps, and they 
asked for information, I gave it to them frankly, then they clarified 
their policy and I acted as Mr.Warne then interpreted the policy. 

Mr. Reece. Now, earlier, as I understood your response to the 
Chairman’s question, you indicated that you as controller were not 
given adequate responsibility, and you indicated that the chief reason 
for that was because of lack of personnel. 

Now, I can understand how lack of personnel would restrict a per- 
son in carrying out administrative details. But when it comes to 
your responsibility as controller in advising on procedures to carry 
out the law and the purposes of the Washington office, that would 
fall to the controller, would it not, rather than to subordinate per- 
sonnel that might be added to the staff ? 

It would rather seem to me as long as you had a stenographer or 
were able to write a legible hand, that the controller would be able 
to formulate his views on those questions in such a way that they 
would be adequately placed before the country director. 
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It just seemed to me that you had a tendency there to lapse back 
on the inadequacy of your staff, which, it seems to me, would be a 
staff question as a detail. 

Mr. Reeves. Sir, I had some question about your use of the word 
“responsibility” at the first, but to save time, I think we can avoid 
going back to that. 

| did prepare in April those particular reports, forms, and pro- 
cedures by which accountability over grants could have been imple- 
mented if we had people to take them into the ministries and into the 
Iranian accounting offices to explain them; if I had had end-use audi- 
tors or internal auditors to check vouchers, to check Iranian records 
to see how the grants were being used; if 1 had had anybody to pre- 
pare reports, to summarize figures, to accumulate the data on which 
a factual report could be prepared. 

I did do the spadework, the policy work, the procedural work, and 
the samples of that are included as an attachment to my memorandum 
of October 28, which I believe is probably in the record by this time. 

Mr. Mountatn. When Washington prescribed these new procedures, 
Mr. Reeves, in the light of the testimony you have just given, what 
hope was there for you to do more with them than you had been able 
to do in the past in the absence of any people ? 

Mr. Reeves. I had a reasonable expectation that people would be 
provided soon, because I had presented to Washington my principal 
need, and in one of my memoranda to Mr. Seager, I suggested that 
if 2 request for recruitment for that class of personnel did not come 
from the field soon, I hoped that he would see fit to open the question. 

I don’t remember the exact phrasing. But that was definitely in- 
corporated in one of my memoranda to him. 

Mr. Mountarn. To what extent were these procedures that you had 
inmind capable of being carried out by people other than those in your 
office. For example, the operations of the program office or of the legal 
office, of the technicians in the field, of the regional directors? 

Were they procedures of that kind, or were they procedures that 
could only be carried on by people directly under your office ? 

Mr. Reeves. They were procedures which would have to be imple- 
mented after the first stage by people with a training in accountancy 
or auditing, as a rule. 

The first step was the incorporation of adequate accountability re- 
sponsibilities in program and project agreements. That was my initial 
stumbling block. I ran head on into Ralph Workinger, time after 
time, on that matter. 

There are three or four references to that problem in the files which 
Mr. Warne presumably knew about. 

Mr. Mounrarn. Can you just clarify that a little bit? What sort 
of thing did you have in mind that Mr. Workinger could do that he 
wasn t already doing? 

Mr. Reeves. A project agreement, in my opinion, should have in- 
cluded a specific provision as to what types of accountability were 
called for when grants were given to the foreign government. 

Mr. Mountain. What do you mean by the types of accountability ? 

Mr. Reeves. Whether it would be a report on the technical progress 
of the project, a report on the use of funds in toto, or a breakdown 
of classification by type of work to be performed. 
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You see, budgeting is quite a specialized field. I have done some 
for the Government in other positions in other agencies. 

I proposed to Mr. Workinger that a formal budget be prepared 
and attached to each project agreement outlining in budget form the 
use which was intended to be made of those funds granted. 

Mr. Mountain. Was that done? 

Mr. Reeves. That was not done, with 1 or 2 exceptions, and 
where it was done, it was done with the wholehearted cooperation of 
specific technicians, rather than the program office. 

Mr. Mountarn. Well, what impact would that have on your work 
when it was done? How would that affect your work as comptroller! 

Mr. Reeves. That made it possible for an end-use auditor to readily 
determine whether the funds had been expended by the agency in 
accordance with the joint agreement bearing Mr. Warne’s signature 
and the signature of the Iranian Minister. 

Mr. Mounrarn. Are you saying that your objection to program 
agreements as drawn was that they were in such general language 
and without such supporting detail that it was not possible for you 
to make a realistic audit of performance under them? Is that what 
you are saying? 

Mr. Reeves. That is correct, except I would like to substitute the 
word “project” for “program” in that case. There is a distinction 
legally, I understand. 

Mr. Mountarn. The projects are the day-to-day operations car- 
ried out under broad purposes called programs? 

Mr. Reeves. That is right. 

Mr. Mountain. When you returned to Iran, after your visit to 
Washington, did you discuss your trip with Mr. Warne? 

Mr. Reeves. I discussed the part with him which was directly 
related to my travel orders, my travel authorization. 

Mr. Mountain. And I presume that part related to the instructions 
he had given you at the time you had departed ? 

Mr. Reeves. Yes. 

Mr. Mountain. Did you tell him about your conversations with 
Mr. Seager ? 

Mr. Reeves. Not the specific facts which probably are of concern 
at this time, the ones you are referring to now. 

Mr. Mounrarn. Did you tell him that you had prepared a memo- 
randum on September 15? 

Mr. Reeves. No, I did not. 

Mr. Mounrarn. Why not? 

Mr. Reeves. It was my understanding with Mr. Seager at the time 
I prepared the memorandum that it was merely a recital of factual 
information for his use in preparing or reducing to writing Washing- 
ton’s policy statements and procedural outlines, and it was my in- 

ression that Mr. Seager neither intended to present his copy to Mr. 

arne nor that I would mine. It was merely a statement in writing 

of facts which had developed in conversation, so he would have it 
available for future reference. 


You see, it was not intended as allegations or charges. I can’t re- 
eo that strongly enough. It was a recital of facts to be used by 
een as they saw fit. 
Mr. Harpy. You must realize, Mr. Reeves, that whether or not it 
was a statement of the charges, it was certainly an indication that 
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the usual accountability expected of Government employees was not 
being carried out in Iran. 

You must have been aware that some of the funds were being used 
in a way that it would not be possible to specifically state the purpose 
for which they had been expended. Isn’t that correct? 

Mr. Reeves. I was fully aware of that, but I had been given to 
understand in Teheran that to incorporate usual accountability pro- 
visions would restrict the program which, of necessity, had to be 
flexible. 

I had no way of determining whether that was completely true or 
not. Washington had to make that decision. 

Mr. Harpy. So then it is your testimony that the purpose of your 
memorandum to Mr. Seager was to enable him to provide the Mission 
with clear-cut policy guidelines with respect to the specific items that 
were touched on in your memorandum ? 

Mr. Reeves. That is right; yes, sir. 

Mr. Harpy. It is your testimony that it was your understanding 
that these evidences of—you may disagree with this terminology, but 
I am going to call it fiscal irresponsibility—these evidences of fiscal 
irresponsibility would be condoned by Washington and would be ap- 
proved by Washington because of the emergency nature present in 
Tran. 

Is that your testimony ? 

Mr. Reeves. It is my testimony that I did not believe Washington 
would condone them. 

Mr. Harpy. Well, then, I take it that you expected Washington to 
issue some instructions that would prevent a continuation of the pro- 
cedure ? 

Mr. Reeves. Mr. Seager indicated to me that that would occur. 

Mr. Harpy. And you expected that that would be accomplished 
without any specific criticism of anybody who had had the responsibil- 
ity for following those practices in the past 

Is that a tough one? 

You must have anticipated that you might yourself get some criti- 
cism for having failed to assure accountability for some of the expendi- 
ture over there. 

Mr. Reeves. Yes, I was fully aware of that, sir. 

Mr. Harpy. You must have been aware, also, that Mr. Seager and 
Mr. Fryer would probably be remiss in their own duties if they didn’t 
make some representations to the Mission director about it. 

Mr. Reeves. Yes, sir. 

Mr. Harpy. At least to the point of trying to prevent a continuation 
of those practices. 

Mr. Reeves. Yes, sir. 

_Mr. Reece. Well, now, that gets back, Mr. Chairman, to the ques- 
tion I originally propounded to Mr. Reeves. 

_ In response to your question, there comes up the question of fiscal 
irresponsibility, which covers what Mr. Reeves initially referred to 
is “offenses”—whatever frame of reference that term might be put in. 

My question was, since he did have the responsibility that goes with 
a controller in a mission, whether he had discussed the fiscal respon- 
sibility that existed and the offenses, in whatever frame of reference 
they might be placed, with the mission director before you came to 
Washington, so that you and he—he as mission director, you as con- 
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troller—had discussed, analyzed, this situation which you now refer 


to in varying terms revolving around fiscal irresponsibility, which, 


of necessity, reflected upon the controller’s position, whether you had 
discussed them with the mission director, so that you knew, or had 
reason to believe—so that you knew that he did understand and put 
yourself in your position as controller completely in the clear, so 
that when you came to Washington to discuss these derelictions, which 
obtained, and for which you wanted clarification in W ashington—— 

Mr. Reeves. Mr. Congressman, I did not go to W ashington to dis- 
cuss derelictions 

Mr. Rerce. But after you got here, you did discuss them, which 
indicates that you had in your r mind in advance of your coming here 
actions of fiscal irresponsibility, and that is a pretty serious term. 
Whether you had discussed them with the mission director, so that 
you knew that he was aware of the fiscal irresponsibility and cleared 
vour relationship therein in the office and stood in a right position 


yourself so that you in the future could not be held accountable for 


what you thought might have been wrong. 

Mr: Harpy. If the ; gentleman will permit—I don’t know if he has 
anticipated an answer ‘to that. 

Mr. Rerce. Yes, because that is the very question I raised with Mr. 
Seager about what is good administrative procedure. It isn’t very 
import: int, possibly, as far as the long range of the study goes, but it 
does seem to have 2 relationship. 

Mr. Harpy. I still don’t get this from the question, and I don’t know 
what the answer would be expected to be 

Mr. Reece. I would expect the answer to be about the same as the 
one which the chairman propounded a while ago, which appeared to 
be difficult, and you didn’t get any answer, and I am not expecting an 
answer. 

Mr. Harpy. [ didn’t put mine in legal language. 

But, in the light of that point, it ‘might be well to read into the 
record now a statement which precedes the recommendations of Mr. 
Reeves in this document that we have been discussing, and I am par- 
ticularly intrigued by this, because he anticipated that we might be 
making an inquiry such as we are making now. 

Here is how the statement reads, just before he starts to list his 
recommendations : 

The following recommendations do not represent the position of the TCA 
mission in Iran, but only the reaction of myself as controller to the problems 
found to exist or to be developing there. These recommendations are obvi- 
ously not related to program development so much as to maintaining what 
I consider as a result of my experience with other United States foreign spend: 
ing programs to be necessary to adequately protect TCA under the future 
scrutiny of the GAO and possible congressicnal investigations. 

Mr. Reecr. Now, Mr. Chairman, suppose we relate that to a busi- 
ness operation. 

Mr. Harpy. He was aiming to protect himself and the mission 
against us, against this very thing that is going on here now. The 
trouble i is, he didn’t start it quick enough. 

Mr. Reece. Suppose we relate that to a business operation. Say 
I am president or chairman of the board of a bank, and the cashier 
or sOmeone in a somewhat comparable position finds that actions 
are being taken which he thinks the controller of the currency would 
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disapprove. It would ultimately be found out by the national bank 
examiners when they came around. But instead of coming to me as 
president, he comes up to the controller’s office in Washington and 
gives his statement of the derelictions—using a mild word—that are 
occurring ny my bank. I would expect the cashier to come to me and 
make his views perfectly clear, and if I didn’t indicate as president 
that I was going to correct the situations which he feels are derelic- 
tions, that he would send me_a Jetter or a memorandum that would 
put his position with the comptroller of the currency when the exami- 
ners might come around—make his position perfectly clear, and 
relieve him of the responsibility. 

Mr. Harpy. Why don’t you use a more commonplace kind of 
illustration ¢ 

Mr. Reece. I think Mr. Reeves understands my analogy. 

Mr. Reeves. Mr. Chairman, Mr. Reece has several times implied 
in his questioning of me that Mr. Warne did not know—that I had 
not informed Mr. Warne of these things before I informed Mr. 
Seager of them, and I cannot accept that as a premise for questioning 
or for my testimony, because I feel that Mr. Warne—I am convinced 
Mr. Warne had every opportunity to know what was going on there. 
li was his responsibility. We had our staff meetings regularly. 
These things were discussed, and in the reading file, which is one 
of my main supports in this, there were numerous examples of my 
problems which he must have known about, and which either he took 
io corrective action on, or on which the other people did not comply 
with his instructions, if he gave them, to correct those matters. 

Mr. Reece. 1 want to make it clear that there are no personalities 
involved. 

Mr. Reeves. I have avoided personalities. 

Mr. Reece. I am in the unusual position of not knowing a single 
witness that has appeared before the committee during my presence, 
and before I entered the room and looked over the list of witnesses, 
I didn’t know the name of a single witness. The only one that has 
heen in this room that I recollect having ever met was the Deputy 
Under Secretary, whom, of course, we all know by name. So that 
there isno personality involved. 

Mr. Harpy. No, there are no personalities involved insofar as the 
committee is concerned with respect to anybody. 

There are just one or two other little things I want to touch on very 
quickly. We will soon have to go back over to the floor. 

Now, after Mr. Seager arrived in Iran—he had arrived in Tran 
shortly after you got back from Washington ? 

Mr. Reeves, That is right. 

Mr. Harpy, What were the circumstances under which a copy of 
your report to Mr. Seager was shown to Mr. Warne, do you know? 
_Mr. Reeves. I do not know, but for the first 2 or 3 days after Mr. 
Seager had arrived, Mr. Warne’s attitude seemed completely un- 
changed. It seemed to reflect no unusual information or concern 
about any matter which did not exist before Mr. Seager’s arrival. 

However, I think it was the 11th of October, Mr. Warne addressed 
amemorandum to me asking me certain questions, From that mo- 
ment on, Mr. Warne’s attitude was considerably different, which led 
ine to the opinion that he had received or seen a copy of Mr. Seager’s 
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copy of the memorandum only shortly before October 11, rather than 
when Mr. Seager first arrived. 

That impression is confirmed but not proven by Mr. Seager’s own 
conversation with me subsequent to that time, in which he told me 
that he was sorry it had to come out, and that Mr. Warne’s questioning 
him about Mr. Fryer’s letter had made it necessary to produce it. 

Mr. Harpy. Why was he sorry that it had to come out? Had there 
been a previous understanding between you and Mr. Seager that it 
was confidential ? 

Mr. Reeves. No, the end we both felt—I felt, and presumed he did— 
was achieved by Washington’s laying out policy lines, and there was 
nothing further to be gained by going back to the past and rehashing 
past events and documents if the thing could move down the right 
road in the future. 

Mr. Harpy. Now, Mr. Warne sent you a memorandum on October 
11, 1952. 

r. Reeves. Right. 

Mr. Harpy. The purpose of that memorandum was what? 

Mr. Reeves. Asking me to cite chapter and verse or to give specific 
references in support of the things I had told Mr. Seager. 

Mr. Harpy. Did that refer to everything that was in that memo- 

* randum, or did it refer only to Iranian contributions matters? 

Mr. Reeves. If you will forgive me, Mr. Chairman, it has been a 
long time since I went over a lot of these things. I believe it covers 
most of them. 

Mr. Harpy. The record will speak for itself, but as I recall, it 

retty well covered all of them. As a matter of fact, it points a num- 
ae-sael I see there is a block of specific points you got out. 

Apparently, you were asked to make specific comments on them. 

Mr. Reeves. Yes, sir. 

Mr. Harpy. I see that he ran out of numbers and started using 
letters. He got up to 20 and then started with A, B, C. But |! 
wouldn’t try to count them out. 

Did you reply to each specific point ? 

Mr. Reeves. As I recall, I did, sir. 

Mr. Harpy. As far as I am concerned, I have no further questions. 

Mr. Reece. At some point, Mr. Chairman, I wanted to get some 
clarification or substantiation or lack of substantiation or interpreta- 
tion of the colloquy which you had with Mr. Rabel when he was before 
the committee, which went to what appears to be the heart of the 
question about whether the expenditures were in accordance with the 
actual intent of Congress. 

Mr. Harpy. I know the gentleman’s interest in that point, and I have 
a similar interest. You may be assured that we will dig into that to 

considerable extent and try to clear it up, very definitely. I don’t want 
us to leave any phase of that uncovered. I belive we can clear it up 
with the help of Mr. Saccio and the memorandum he gave us this 
morning, and perhaps some elaboration on that memorandum. 

I think the points Mr. Meader brought up are particularly pertinent. 

When we get through with this development—— 

Mr. Reece. Off the record. 

(Discussion off the record. ) 

Mr. Reeves. Mr. Chairman, there is one statement I would like to 
enter into the record in connection with the exchange of memoranda. 
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That is, that Mr. Seager advised me to write this letter of October 28 
with the specific detail in it, in support of these other statements. 

Mr. Mountarn. Was there any question about whether you would or 
would not write it? 

Mr. Reeves. Yes. I had serious doubts about whether I should 
answer that memorandum in detail. I went to Mr. Seager for con- 
sultation. We sat in my car in front of his hotel after dinner one night, 
and I asked him if he thought I should not completely talk things over 
with Mr. Warne and try to patch things up, since we could go down 
the straight road in the future. 

His reply was, in effect, “Well, do you have facts; is it true; can you 
support these things ?” 

[ said, “Of course, I can; they are in the files.” 

He said, “If you can make reference to things in the file, I think 
you should answer Mr. Warne’s letter.” 

* [did act on Mr. Seager’s advice that night. I think I could pinpoint 
the night. 

Mr. Harpy. You wrote that whole document in one night ? 

Mr. Reeves. No, sir. The discussion was in one night. That docu- 
ment took a long time. 

Mr. Harpy. The subcommittee will stand adjourned subject to call 
of the Chair. 

Mr. Reeves, I want you to respond to this. Mr. Mountain will make 
some further inquiries in the form of a deposition. It is understood 
that the oath administered to you at the beginning of the hearing is 
still in effect. 

Is that your understanding ? 


Mr. Reeves. I understand, sir. 
(Whereupon, at 3:30 p. m., the committee adjourned.) 
(Subsequent information supplied by Mr. Reeves follows:) 


Mr. Mountain. Mr. Reeves, the committee recognizes the fact that you have to 
return by plane tonight to your home overseas and that you will not be available 
for questioning at subsequent sessions of the committee. 

We therefore are going to ask you to make some sworn statements in response 
to questions which are still pending regarding some of your activities and 
experiences while you were on assignment in Iran. 

I believe the first question which still remains somewhat unclear is the record 
of how you received this October 11 memo from Mr. Warne requiring you to 
respond to some forty-odd specific points which he raised in that document. 

Will you tell us in your own words what conversations you had with Mr. 
Warne on this affair and what subsequently ensued? 

Mr. Reeves. To the best of my recollection, we had no conversations at that 
time. While I cannot be positive, it is my recollection that the memorandum of 
October 11 was delivered to me in my office in an envelope. 

The shock of reading it and learning that my intentf@ms and the purposes of 
my discussion with Mr. Seager had been interpreted as serious allegations and 
charges was such that I do not recall the other circumstances immediately 
surrounding that occasion. 

However, there was no discussion between Mr. Warne and me at the time I 
received the memorandum. 

In view of the number of items referred to, it was necessary to do a great deal 
of reference work in the files, and before undertaking such a detailed and lengthy 
task I took advantage of an opportunity to discuss the matter privately with 
Mr. Seager. 

As I stated previously, Mr. Seager and I discussed it sitting in my car in front 
of his hotel one evening, and I consulted with him on the question of whether 
I should reply to Mr. Warne’s memorandum in a detailed fashion or if I should 
80 to Mr. Warne and suggest that we close the issue and concentrate on working 
things out for the future on the basis of the Washington directives. 
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Mr. Seager asked me if I could provide specific references in support of my 
statements, and when I replied to him in the affirmative he advised me to prepare 
a detailed answer to Mr. Warne. 

It was my impression that Mr. Seager then was giving me full backing. 

It took over 2 weeks to locate the reference documents to which I had to refer. 
particularly since some of them were in the files of other staff members and the 
reading files were distributed throughout the organization. 

When I finally submitted my reply to Mr. Warne on October 28, I reluctantly 
added to the distribution the names of Ambassador Loy W. Hendernon, and Mr. 
E. Reeseman Fryer, of TCA, Washington. 

This distribution I felt was necessary because Mr. Warne’s memorandu of 
Octoher 11 had indicated that he had chosen to make that particular distribution 
in his memorandum. 

Immediately after submission of my reply of the 28th, Mr. Warne called a 
staff meeting to which I was not invited. For a period of some time following 
that staff meeting, all key personnel were continuously occupied in confidential 
work which would be discontinued when I entered the office and which seemed 
to bring all normal operating activities to a virtual standstill. 

Through the grapevine I was informed that the top staff was “ganging up” 
on me and preparing a “whitewash” job. There were no discussions held with 
me during that period, and I had no idea as to the nature of the replies being 
prepared or the documents which were ultimately submitted as a result of that 
work. 

On the morning before Mr. Warne was to leave for the Rome conference, on 
or about November 7, I was called to Mr. Warne’s office and with the simple 
remark, “Well, that’s that,” I was handed a short memorandum which stated 
that I was relieved of my position as controller. There was no discussion of the 
situation at that time, and I left Mr. Warne’s office. 

This memorandum stated that I was relieved as controller and reassigned as 
financial adviser, although no specific duties were defined in the memorandum. 

[ was assigned simultaneously to participation in a controller's committee to 
he composed of Mr. Harold Larsen and Mr. Ralph Workinger. Their titles were, 
I think, Chief of the Community Development Division and program review 
officer, respectively. 

In view of my d‘fferences and problems with Mr. Workinger over the preceding 
S months, this appeared to me to be an obvious and pointed demonstration that 
Mr. Warne concurred in Mr. Workinger’s viewpoint and attitude toward those 
differences of the past. 

During the months which immediately followed, I continued to perform very 
nearly the same operational functions as I had previously, but all matters of 
policy and all decisions were exclusively in the hands of Mr. Larsen, who had 
been named as chairman of the committee. Mr. Workinger had been replaced 
by Mr. N. R. Petterson as a committee member, and he took no active part. Mr. 
N. R. Patterson was administrative services officer for TCA. 

During this time there were no regular meetings of the group as a committee, 
each of us continuing at our own desks as before, except that all memoranda or 
papers pertaining to controller’s office work were routed to Mr. Larsen for sig- 
nature, even though prepared and handled in my office. This arrangement con- 
tinued until the arrival of Mr. Charles White as the new controller in, I believe, 
March 1953. 

When Mr. White arrived, all accounting and controllership activities were 
turned over to Mr. Charles White, and I began to devote myself to the sugar 
conversion problems wif®h constituted the only financial adviser function avail- 
able for me at that time. 

For some period, however, I worked closely with Mr. White in order to effect 
an orderly transition of the work from the controller’s committee to the new 
controller’s organization. 

This cooperation consisted solely of consultative type of activity and involved 
no operating activities. 

Befere continuing with my activities as financial adviser in the spring of 1953, 
I would like to refer briefly to the question of Iranian contributions. I have 
had an opportunity to note Mr. Warne’s letter to Mr. Fryer, dated October 1), 
1952, in which he appears to brush off the seriousness of the situation I pointed 
cut to bim regarding the contributions under the Crown lands project agreement. 

It is my distinct recollection that following the circulation and concurring in 4 
draft of the proposed project agreement, there was a meeting with a group 0! 
Iranians during which it was disclosed as a result of questions on my part that 
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the officials with whom TCA technicians were working for the creation of the 
proposed development bank intended to engage in commercial activities not 
directly related to the purposes of our project agreement. 

When I pinned them down, one of them specifically stated that they would not 
be able to deposit more than 5 million rials by September 30, 1952. I expected 
that Mr. Larsen, responsible for that project, or Mr. Gregory, who prepared the 
final project agreements, would revise or amend the proposed project agreement 
No. 30 to conform to this reduced Iranian contribution and recireulate the new 
document for concurrences. 

This was not done, and my first knowledge that the project agreement had 
been submitted for signature in a form calling for a 15 million rial contribution 
by September 30 came when I subsequently received a mimeographed copy of the 
signed agreement. 

To my knowledge, even that 5 million rials was not deposited within the 
prescribed time. 

Regarding the question of my having had adequate opportunity to review or 
surname project agreements prior to their execution, I wish ‘to reiterate and 
emphasize the subject material in the first and second paragraphs on page 11 of 
my memorandum of October 28. The fact that I did initial project agreements 
Nos. 10, 11, and 12 for the rural improvement program does not alter the fact 
that the subproject descriptions which spell out in detail such accountability or 
lack of accountability requirements as may exist were not as a rule submitted 
tome by Mr. Workinger prior to being sent to Mr. Warne for signature. 

The major portion of TCI’s operations as late as October continued to be 
under those three major project agreements, and the lack of adequate accounta- 
bility provisions in the project descriptions under which both TCI technicians 
and the Iranian Government technicians were operating, continued to be a 
serious and handicapping situation. 

Regarding the other project agreements, I again refer to the second paragraph 
on page 11 in which I state the factual condition of the surname copies of the 
project agreements which Mr. Gregory furnished me from his official files at the 
time I was assembling my information for that nemorandum. 

As financial adviser I had been assigned primary responsibility for negotiating 
for the conversion of an additional sum of dollars into rials by means of a sugar 
transaction. 

Due to the fact that the rial exchange rate had risen substantially since the 
1952 sugar conversion deal had been negotiated, I began a patient series of 
meetings with Ministry of Finance officials toward the end of getting a better 
net conversion than we had obtained in the previous year. 

The open market rate for rials at that time was something in excess of 80, 
as I recall, and the American Embassy officials and Mr. Warne had negotiated 
an agreement with the Iranian financial authorities to the effect that all official 
rial needs of the Embassy and the TCA mission would be met at an agreed-upon 
rate of 75 rials to the dollar. 

I repeatedly held this agreement before the two Iranian officials responsible 
for the sugar conversion arrangements, repeatedly pointing out that we cou.d 
not justify to our administrative offices in Washington or to the Congress which 
had appropriated the dollars the acceptance of an arrangement which would 
provide a net effective rate of exchange lower than that obtainable by letting 
our disbursing officer convert them directly for us. 

The conversion rate underlying the original 1952 sugar agreement was in the 
neighborhood of 67 rials to the dollar, and the Ministry of Finance people claimed 
that was as high as they could go. After a series of meetings, I appeared to 
lave convinced the man directly under the Minister of Finance who was respon- 
sible for sugar transactions that we could not consider any negotiation for less 
than a 75-to-1 rate, and he in this last meeting excused himself to go take it up 
once more with the Minister of Finance. 

Half an hour later he returned to his office and told me that the Minister 
lad finally agreed to accept an arrangement which would produce a net effective 
‘conversion rate of 75 to 1. 

Before I could draft the necessary reports and proposed documents to imp’e 
lent this negotiation, I was informed by Mr. Gregory one day that Mr. Warne 
ad that morning agreed to a 69-to-1 conversion rate for this next sugar con- 
version transaction. This acceptance was reportedly made at a meeting with 
‘eVeral Government officials in the plan organization office that morning and 
vuipletely undermined my negotiation for a 75-to-1 rate. 


79239—56 18 





UNITED STATES AID OPERATIONS IN IRAN 


I told Mr. Gregory of that and he laughingly advised me that I had better nor 
tell Mr. Warne that. Since Mr. Warne, as my superior, had made a firm com- 
mitment with the Minister of Finance in an official meeting, I recognized it as 
definitive action of the mission, although my rough calculations indicated that 
had I been allowed to continue with my negotiations and the formalization of 
the verbal commitment I had received, the mission would have received approxi- 
mately $250,000 in more local currency than we ultimately did receive. 

I should like to make an additional observation regarding the subject of 
grants to the Iranian Government. 

As I pointed out on page 30 of my October 28 memorandum, technicians recom- 
mended and obtained the country director’s approval for rial grants paying out 
millions of rials more than were needed at that time by the Iranian agencies, and 
in one case 4% million more rials than the Iranian official had himself requested. 

As to dollar grants which were paid on or before August 11, 1952, in the total 
amount of $1,290,000, after almost 2 months, $694,000 was still on deposit in 
dollar accounts of the GOI and a $500,000 United States Treasury check was 
still held in check form by the Iranian agency. 

Mission files contain a memorandum request from the pertinent technical 
division dated June 10, 1952, stating that this money was needed immediately 
to consummate firm commitments for the purchase of foreign equipment. Sub- 
sequent to October 28, this check was returned to me personally and I returned 
it to'the Treasury disbursing officer for cancellation so that procurement of the 
necessary equipment could be channeled through the procurement authorization 
procedures outlined by Washington. 

To give specific references regarding my earlier statements that memoranda 
existed in the mission files and, presumably, were read by the country director 
in the regular reading file, I would like to refer briefly to three illustrations which 
caused me a measure of difficulty. 

One, on June 19 and June 25, I addressed memorandums to Mr. Gregory pointing 
out that I had received requests from the technical divisions for grant disburse- 
ments under projects, the signing of which were unknown to me. 

Secondly, again, on June 9, I wrote a memorandum to Mr. Workinger with 
reference to a request for the $500,000 check referred to above and pointing out 
that the technicians’ request indicated that the project agreement had been signed 
on June 5, although I had as of June 9 received no information that the project 
agreement had become effective. 

As a third illustration, I cite my memorandum of June 7 to Mr. Warne in which 
I made reference to overcommitting and overprograming of 1952 funds. 

As of July 12, over a month later, papers and documents distributed to me as 
a part of the country director’s staff had not been corrected and still contain 
errors in the amounts programed. I pinpointed these errors and overprogramings 
in my memorandum to Mr. Workinger of July 12 with the assumption that 
Mr. Warne would be fully informed on that situation the following morning. | 
have never known whether Mr. Warne took corrective action after my men- 
orandum of June 7 or if he did and Mr. Workinger simply disregarded it. 

The facts were that as of July 12 the program officer’s errors remained 
uncorrected. 

Mr. RoTHENBERG. Is there anything further that you wish to say at this time 
which you think the subcommittee should have for its observation? 

Mr. Reeves. Since I must leave immediately, there may be some points which 
will arise later and on which the subcommittee may desire to question me. |! 
wish to assure the subcommittee and its staff that I stand ready and willing 
cooperate in any and every way possible in their efforts to establish the facts 
bearing on the foreign-aid program as operating in Iran. 

If at any time the subcommittee wishes to present additional questions to me 
through such channels as may be available, I will welcome the opportunity 
cooperate with their requests. 
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MONDAY, JUNE 11, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

Thet subcommittee met at 10:45 a. m., in room 346, Old House 
Office Building, Representative Porter Hardy, Jr. (chairman of the 
subcommittee) , presiding. 

Present: Representatives Porter Hardy, Jr. (chairman), Edward 
Garmatz, and George Meader. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Meader and myself con- 
stituting a quorum under committee rules. 

As we resume these hearings on the conduct of the United States 
aid operations in Iran, I think it is appropriate for me to sum up what 
we have done so far and to place this morning’s inquiries in their 
proper context. 

We have briefly reviewed the findings of the General Accounting 
Office’s audit report and have placed that report in our record. 

The report describes certain deficiencies the auditors found in the 
conduct of United States aid operations in Iran from 1952 through 
June 30, 1955. From witnesses we have had testimony about some of 
the deficiencies in the early years, many of which appear to have 
centered around administrative management and control over the 
expenditure of funds. 

There have been some differences of opinion expressed by the wit- 
nesses we have heard as to where the responsibility for this lack of 
control rested. In any event, the record indicates that the country 
Mission Director, Mr. Warne, did not, according to his testimony, learn 
about these things until October 1952, and when he did, he relieved 
the mission Controller. 

What we want to learn this morning is what happened after this 
oint which, according to testimony so far given, was about Novem- 
er 8, 1952. 

Mr. Mountain. We have Mr. DeWilde here, Mr. Chairman. 

Mr. Harpy. Before we call Mr. DeWilde, I understand that there 
was a committee in operation after Mr. Reeves was transferred from 

the position of Controller to financial adviser. Is that the right 
terminology? I understand that this committee was set up to operate 
until a replacement for Mr. Reeves, as Controller, was furnished. 
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Mr. Warne, you and Mr. Gregory, I presume, are the only two here 
who would be familiar with that operation. This will be very brief, 
but I wonder if you could come down for just a minute and outline to 
us just how that operated. 

Have a seat, Mr. Warne. You already have been sworn, I believe, 

Mr. Warner. Yes, sir. 


FURTHER TISTIMONY OF WILLIAM E, WARNE, DIRECTOR, UNITED 
STATES OPERATIONS MISSION TO BRAZIL, INTERNATIONAL (0. 
OPERATION ADMINISTRATION , 


Mr. Harpy. I wonder if you would tell us just how this committee 
arrangement functioned, who it was composed of, how long it operated, 
when it went into effect, what was the official name of it, and any other 
pertinent facts about it, if you will, sir. 

Mr. Warne. We called it the Controller’s committee. The chair- 
man was Mr. Harald Larsen who was rural credit adviser, banking 
adviser, who had just recently arrived there. | 

Mr. Reeves, who had been Controller, was a member, and at the 
very outset I had asked Mr. Ralph Workinger, who was program 
officer, but who was in process of being transferred over to the 
Teheran regional directorate, to be a member. He begged off and | 
asked Mr. Nathaniel Patterson, who was the executive officer, to be a 
member. 

I immediately asked for the assignment of a Controller to Iran w- 
gently, and within a few weeks after that the name of Mr. Charles 
White, who eventually did become our controller, was mentioned. 
He did not arrive as quickly as we had anticipated because of freezes 
that were put on personnel transactions in the late winter of 1952-53, 
but he did actually get to Iran in about April, I believe. 

Mr. Harpy. That was Mr. White? 

Mr. Warne. Mr. Charles White, who was the Controller. 

Mr. Harpy. Did the committee function until Mr. White arrived! 

Mr. Warne. The committee functioned until Mr. White arrived. 

Mr. Harpy. Did I understand that Mr. Workinger did not actively 
serve as a member of that committee ? 

Mr. Warne. If he served at all, it was only during the period I was 
in Rome at the conference, which was about 2 weeks. L 

Mr. Harpy. Well, now, you say Mr. Larsen and Mr. Patterson—did 
Mr. Patterson succeed Mr. Workinger ? 

Mr. Warne. That is my recollection. oe 

Mr. Harpy. And Mr. Larsen—what was his position in the missio! 
up to that time? 

Mr. Warne. We had brought Mr. Larsen out as the rural credit 
adviser or banking adviser to work on the Shah’s land program In 
other words, his background was in credit and finance and his program 
was the Shah’s land program. 

Mr. Harpy. That was Mr. Larsen? 

Mr. Warne. That is Mr. Larsen. 

Mr. Harpy. Why didn’t Mr. Workinger sit? 

Mr. Warne. Because he was transferred at that time to the Teheran 
regional team which took him out of the headquarters office and he 
protested that he wasn’t in the headquarters office frequently enough 
to be of any use to the committee. 
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Mr. Harpy. I see. So the committee consisted for most of this 
period of Mr. Larsen, Mr. Patterson, and Mr. Reeves? 

Mr. Warne. Yes, sir. 

Mr. Harpy. What was Mr. Patterson’s other assignment ? 

Mr. Warne. He was executive officer at the outset, and I believe, 
throughout that period. He eventually went down to Ahwaz as 
regional director. 

Now, I can’t place the date in my mind that he was actually trans- 
ferred to Ahwaz. 

Mr. Grecory. Mr. Chairman, I think I can place the date he went 
to Ahwaz. It was in the summer of 1953 and he served on the com- 
mittee during all this period of time. 

Mr. Harpy. Who was that we are talking about ? 

Mr. Grecory. Mr. Patterson. 

Mr. Harpy. I thought the committee had ceased to function before 
the summer of 

Mr. Warne. It ceased to function when Mr. White arrived. 

Mr. Grecory. But he continued on as executive officer. He was not 
transferred to Ahwaz until in the summer of 1953. 

Mr. Harpy. That is Mr. Patterson you are talking about? 

Mr. Warne. Mr. Patterson was transferred to Ahwaz during the 
month of April in the year 1953. That is the same month that Mr. 
White arrived. 

Mr. Harpy. Then that clears up your time element; and your com- 
mittee ceased to function when Mr. White arrived. 

Mr. Warne. That is right. 

Mr. Harpy. Well, now, can you tell us anything about how the com- 
mittee functioned to discharge the controllership activities? Did 
they meet frequently or continuously, or did one individual do most 
of the work, or did anybody do the work? 

Mr. Warne. Mr. Larsen, as the chairman of the committee, I think, 
did most of the work. He had the other members for consultative pur- 
poses and I know did consult with them frequently. I don’t know 
really now—TI can’t tell you whether they met every day or several 
times a day, or at some other intervals or irregularly. 

Mr. Harpy. You don’t have personal knowledge of how often they 
met ¢ 

Mr. Warne. No, but I know Mr. Larsen was in my office almost 
every day on the matter and he talked about other members of the 
committee and what they were doing. 

Mr. Harpy. Well, now, Mr. Larsen had some other duties to per- 
form, too, didn’t he? 

Mr. Warne. Yes, he did. Each and every one of them had other 
duties to perform. 

Mr. Harpy. And actually, these committee functions were extra du- 
ties that they had to take on. 

Mr. Warneg. That is right. 

Mr. Harpy. I wonder, Mr. Gregory, if you can shed any light on 
how often the committee met. Do you know anything about that? 

Mr. Gregory. It is my impression that they met several times a 
week. Mr. Larsen came in to see me often. Mr. Patterson also came 
In to see me often on matters in the Controller’s office. 

Mr. Harpy. Did Mr. Reeves also come in and see you? 
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Mr. Grecory. No, Mr. Reeves—I canont give you the dates, I only 
got it through hearsay, that sometime within the first month or 3 
months a disagreement arose inside the committee and Mr. Reeves 
ceased to work with the other members of the committee. 

Now, that is my impression. I can’t give you the dates, but that 
is my impression. 

Mr. Harpy. Are we talking about an impression or something of 
which you have factual inode? The question is this: Was there 
a time, to your knowledge, that Mr. Reeves ceased to function as g 
member of the committee and all of the work of the committee was 
conducted by Mr. Larsen and Mr. Patterson ? 

Mr. Grecory. I cannot answer that question in terms of “yes” or 
“no” because it is my impression again that they did have a disagree. 
ment, but then Mr. Reeves did go back and he did work with them. 

Then, that another disagreement came up which caused a flurry 
within the committee and a week or two later he was back again. 
there is a—this is on again, off again. 

Mr. Harpy. You are talking about impressions, but we can't 
our teeth into those very well. 

Mr. Warne, do you have any personal knowledge about that sit- 
uation ? 

Mr. Warne. I think I have told you what I remember about it. 

Mr. Harpy. That is all right. 

Mr. Warne. I have here before me a report I made on February 12, 
1955, which reviews the history of the organization of the mission 
out there, and it shows with regard to this matter that the office of 
the Controller was headed by Mr. Douglas Reeves from February 2%. 


1952, to the 7th day of November 1953; that Mr. Harald C. Larsen 


was considered as Controller from November 7, 1952, until April 26, 
1953; that thereafter, Mr. Charles White was Controller until the 
date of this report. 

Mr. Harpy. That still doesn’t give us anything very definite about 
how often the committee met, whether it functioned as a committee, or 
whether one or more individuals actually carried on the work without 
any real committee function. 

Mr. Warne. I had not intended that this committee should be 
permanent arrangement, but simply something that would tide i 
over until we could correct the situation. 

Mr. Harpy. I understand that, but what I am trying to understand 
is whether or not the committee, during its existence, did function 
a committee or whether or not one or more individuals did all the 
work in the name of the committee, and apparently, we do not have 
any very clear testimony or clear knowledge about that. 

Mr. Warne. I think that is correct. Mr. Larsen, as chairman of 
the committee, represented the committee. I don’t think I met with 
the committee as a whole more than once or twice during the period 

Mr. Harpy. You heard Mr. Gregory’s reference to what he though 
involved some disagreements on the committee. Do you have any 
personal knowledge of those? 

Mr. Warne. I have only the knowledge that Mr. Larsen told mé 
on more than one occasion that he didn’t get full cooperation from 
Mr. Reeves in the committee work. I, nevertheless, did not relievt 
Mr. Reeves of membership on the committee and I don’t believe he 
ever asked me to. 
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(Mr. Garmatz joined the meeting at this point.) 

Mr. Mountarn. Mr. Warne, I believe you just mentioned that you 
were told by Mr. Larsen that Mr. Reeves was not cooperating with 
him. Did you make any effort to determine the basis of this lack of 
cooperation ? 

Mr. Warne. No, sir. 

Mr. Mountain. Do you know whether, when this committee was 
set up, the actual functions of Mr. Reeves were altered? Was his 
office moved? Were papers routed differently, or what changes did 
this actually make in Mr. Reeves’ operation. 

Mr. Warne. Well, it is my impression now that the papers were 
then routed to Larsen. That is, the ones that would normally go to 
the Controller were routed to Larsen as the chairman of the com- 
mittee. 

To tell you the truth, I can’t remember whether we shifted offices or 
not. We did frequently, but I don’t have any recollection at this date 
whether we made any office changes at that time. 

Mr. Mountain. Do you know whether the operation of this com- 
mittee did more than require Mr. Reeves to pass whatever papers he 
prepared through Mr. Larsen for signature? 

Mr. Warne. Well, it has been a long time ago and I don’t remem- 
ber what—I don’t think I prescribed any operating procedures for the 
committee, and I don’t know that I can tell you exactly how it fune- 
tioned. 

Mr. Harpy. I believe that is all. Thank you, Mr. Warne. 

Mr. Warne. Thank you. 

(Witness excused. ) 

Mr. Mounrarn. Mr. Chairman, I would like to call Mr. John E. 
DeW ilde. 

Mr. Harpy. Mr. DeWilde, will you be sworn ? 

Do you solemnly swear that the testimony you are about to give this 
committee will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. DeWixpe. I do. 

Mr. Harpy. Have a seat. 


TESTIMONY OF JOHN E. DE WILDE, ADMINISTRATIVE BUDGET 
BRANCH CHIEF, BUDGET DIVISION, OFFICE OF THE DEPUTY 
DIRECTOR FOR MANAGEMENT, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Mountain. Will you give us a brief biographical statement for 
the record, please, Mr. DeWilde. 

_ Mr. DeWipr. My name is John E. DeWilde. My present position 
is Chief, Administrative Budget Branch, ICA. 

I entered service with ICA on August 1953. Prior to that time 
and from the period of March 1952 until August 1953, I was employed 
by the Departmentof State. 

My position was Chief of the Budget and Management Staff, 
Bureau of Near Eastern, South Asian, and African Affairs. 

Prior to that time, and for about a year and a quarter, I was em- 
eyed as a senior budget officer in the Housing and Home Finance 
Agency. 
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Prior to that time, for about 214 years, I was employed overseas in 
Germany. About half of that time I was with the Department of 
State in the Office of the High Commissioner. I was Deputy Chief of 
the Budget and Finance Division. 

Prior to that time, I worked with the Department of the Army and 
was Deputy Chief of the Budget and Fiscal Office in the Office of Mili- 
tary Government. 

Prior to that time, I was employed in San Francisco, in the regional 
offices of various Government agencies. All my experience with the 
Government extends over a period of about 17 years. 

Mr. Mountain. Mr. DeWilde, during the period when you were 
an employee of the State Department, which I believe you said was 
from March 1952 until August 1953, were you assigned the task of 
making an audit of operations in Iran? 

Mr. DeWipe. Yes, sir. That is correct. Actually, I was on detail 
to TCA beginning, I think, in late September or October in 1952 until 
February 1953. 

During that time one of my assignments was to make a field trip 
through the NEA area to assist in the indoctrination of field staff ina 
newly developed accounting system ; to perform that same function in 
Iran, and, in addition, with some assistance to perform an audit of the 
activities in Lran as they existed at that time. 

I appeared in Iran, as I recall it, February 4, 1953. 

Mr. Mountain. Were you apprised at the time you went to Tran 
of any difficulties that they had had with the conduct of their con- 
trollership functions ? 

Mr. DeWupe. Yes. I was. As a matter of fact, the Controller 
Office in TCA was having some considerable difficulties in Washing- 
ton and at a number of posts overseas. I was, as I recall, requested 
to make the examination as a result of two factors: 

One, Mr. Warne, the Mission Director, at that time had requested on 
at least two occasions, and possibly more, that an audit be conducted 
of the mission accounts. In addition, there was the report by Mr. 
Reeves, which I believe has been testified to previously, which was a 
matter of some concern to those interested in controller activities 
in TCA, and I believe as a result of those two factors, I was given this 
assignment. 

I asked that Mr. Allan Chase, an auditor by experience and who was 
at that time budget and fiscal officer in the Embassy in Beirut, be as- 
signed to assist me in conduct of the detailed audit that we were 
asked to do. ; 

Mr. Mountain. Were there any other members of this audit team 
but yourself and Mr. Chase ? 

Mr. DeWupe. No, sir; there was a Mr. Lester Frank who worked 
with me on the other assignment, which was the installation of the 
newly developed accounting system for TCA, and he limited his 
activities as I recall, to that particular function. We held meetings 
with the TCA Controller, and budget and fiscal staff of the Embassy, 
to indoctrinate them in the new accounting procedure, but I believe 
his activities were limited to that function. 

Mr. Mountain. Was Mr. Frank a member of the Embassy stall, 
or was he sent out from Washington ? 

Mr. DeWue. Mr. Frank was sent out from Washington. He was 
at, that time employed with the Institute for Inter-American Affarrs 
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He had worked on the accounting team established in Washington to 
develop this new accounting procedure that I made reference to. 

Mr. Mountain. But he did not participate in the audit. He par- 
ticipated in the institution of new procedures. 

Mr. DeWipe. That is my recollection; yes. 

Mr. Mountarn. You mentioned a document, or report, made by Mr. 
Reeves as one of the two reasons for TCA sending you out there. 
Two reports by Mr. Reeves have been placed in the record; one was 
dated September 15, addressed to Mr. Seager; the other one was dated 
October 28, addressed to the Mission Director. 

Can you tell us which of those two you had reference to? 

Mr. DeWixpe. I am sorry, I don’t believe I can be that specific. 
[ have not seen, since 1952, copies of either of the reports that you 
mention. I reeall a rather lengthy report which indicated some diffi- 
culties in respect to the Controller situation in Lran. 

Mr. Mountain. I will hand you these documents, Mr. DeWilde. 
There is a copy of each of the two documents to which I refer. Can 
you tell us now which one you had reference to / 

Mr. DeWitpe. From a very brief examination of these documents 
I would believe it to be the memo dated October 28, 1952. 

Mr. Mounra1n. That is the document which was addressed to the 
Mission Director, Mr. Warne. 

Mr. DeWirpe. That is correct. 

Mr, Mountarn. Do you know whether that document was shown 
to you in Washington or in the field ? 

Mr. DeWitpe. My recollection is that I saw the document in Wash- 
ington and that I read it there. 

Mr. Mountain. And your instructions were given to you after you 
had perused this document? Or at least, they were related to your 
perusal of that document; is that correct ? 

Mr. DeWipr. Well, no. I don’t believe I recall it exactly that 
way. I think that the pressure originated from communications that 
Mr. Warne had dispatched to TCA. Part of the background material 
[ recall examining was this paper. 

_ Mr. Harpy. Did you have any written instructions, Mr. DeWilde, 
in connection with making this audit ? 

Mr. DeWixpr. Addressed to me, sir? 

Mr. Harpy. That is right. 

Mr. DeWine. No, sir; not as I recall. 

Mr. Harpy. So you went over on this assignment purely on the 
basis of verbal orders? 

Mr. DeWirpe. I beg your pardon ? 

Mr. Harpy. You undertook this assignment purely on the basis of 
verbal orders ? 

Mr. DeWixpr. Yes, sir. I believe that is correct. 

Mr. Harpy. From whom did those orders issue ? 

Mr. DeWitpr. They were given to me by Mr. Henry Ford who, at 
that time, or just prior to that time, was Acting Controller of TCA 
and on assignment from the Department of State to act temporarily in 
that capacity. I believe the decision to give me this assignment was 
confirmed by Mr. J. Carney Howell who, as I recall, was the newly 
ippointed Controller who took his assignment about December 1, 1952. 
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Mr. Harpy. So your orders were purely oral and you had nothing, 
no recollection of any written instructions as to the specifics that were 
to be covered in your audit. 

Mr. DeWixpe. No, sir. I believe there was a communication dis- 
patched to Mr. Warne indicating my assignment and indicating in 
general terms what my duties were to be. 

Mr. Harpy. Was that communication sent before your departure 
from Washington ? 

Mr. DeWitpe. Yes, sir; I believe it was. 

Mr. Harpy. And you had a copy of that? 

Mr. DeWiupr. Yes. I believe I did. 

Mr. Harpy. Do we have a copy of it? 

Mr. Mountain. No, sir. I don’t believe so. 

Mr. Harpy. I wonder if we could be provided with one. 

Mr. DeWipe. I will be glad to search the records. I believe there 
is such a communication in existence. 

Mr. Harpy. Allright. We would like to have it. 

Mr. Warne, do you recall the communication ? 

Mr. Warne. Mr. Chairman, I recall a telegram dated the 28th day— 
a telegram that came in before Christmas of 1952 saying that the audit 
team, which I had requested, would arrive on the 28th day of De- 
cember. Now, that is my recollection of the prior information I had. 
It didn’t actually arrive until February, but 

Mr. Harpy. There should be something in the files. 

Mr. Warne. I will be prepared 

Mr. Harpy. What I am particularly interested in is to try to find 
out what specific instructions were issued in writing, either directed 
to Mr. DeWilde or to Mr. DeWilde through the medium of a copy of 


a communication to the mission director. I think it would be helpful 
to have these written instructions if you could find them. 

Mr. Warne. I quoted those messages in a letter I wrote to Mr. 
Stanley Andrews on the 25th day of July 1953. 

Mr. Mounratn. I will read the pertinent sentence, Mr. Warne. 


Your reply of December 3, 1952, Department telegram 1347 stated, “your 
2035 auditors due Teheran approximately December 28.” 


Mr. Warne. That is it. 

Mr. DeWiip». I have here the copy of the letter I referred to which 
was dated December 9, 1952, addressed to Mr. Warne from Mr. H. P. 
Martin, Deputy Director for Management. 


(The document referred to follows :) 
DECEMBER 9, 1952. 


My Dear Mr. Warne: I have reviewed the file concerning TCA budget and fis 
cal problems existing in Teheran and concur in the desirability of conducting 42 
on-the-spot examination of the elements involved. It is our intention to render 
the maximum assistance possible in developing a satisfactory solution to col 
ditions outlined in your official-informal letter of November 8, 1952, to Mr 
Fryer. 

As you may know, TCA does not at present have an internal audit staff avail 
able to perform comprehensive field audits. It is my opinion that such a staff 
is required and the new staffing pattern recently developed for the Controller's 
office in Washington will make provision for such an activity. " 

In the meanwhile, I have requested Mr. Ford to make Mr. John DeW ilde, 
Chief, Budget and Management Staff, NEA, available to assist you in these 
problems. Mr. DeWild has been on detail to TCA in Washington during the 
past 6 weeks and has the necessary background to assist you with these prob- 
lems from both the NEA and TCA point of view and can fully represent the 
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Department in these matters. Mr. DeWilde will be accompanied by Mr. Allan 
Chase who is an auditor and has had field experience in TCA. Our ~ resent 
schedule provides for their arrival in Teheran on or before January 5, 1953. 

As was indicated at the Rome Conference, by Mr. Ford, we are in the process 
of completing a draft TCA accounting and fiscal reporting system for field opera- 
tions. This procedure will be completed around the middle of this month. It 
is our intention to discuss this procedure with representatives of your office and 
the Embassy to permit its installation at an early date. Mr. Frank, a member 
of the accounting team developing the new procedure, will urrive in Teheran 
on or before January 5 to assist with the installation of the procedure at 
a pm that these arrangements will be satisfactory to you and you are assured 
of our continued interest and support of your efforts to develop an effective pro- 
gram in Iran. 

With best wishes for a Merry Christmas, 

Sincerely yours, 
H. P. MARTIN. 

Copy to Ambassador Henderson. 

Mr. Harpy. Now, in connection with your assignment, did you 
have any specific instructions to determine the accuracy of the obser- 
vations made in a report prepared by Mr. Reeves? 

Mr. DeWipe. No, sir. As I recall, that was not included within 
the terms of my instructions. To the best of my present recollection, I 
was asked to make a study of the controller operation, the budget 
and fiscal activities in Iran, and to make an audit of any portion of 
that activity that seemed to be desirable. 

Mr. Harpy. Well, as an auditor you would certainly be concerned 
with the specific deficiencies alleged in the memo by Mr. Reeves, 
would you not ? 

Mr. DeWirpr. Yes, sir. 

Mr. Harpy. Did you make a determination with respect to each 
deficiency as to whether or not it existed ? 

Mr. DeWixpe. No, sir. I don’t believe we took that approach. Let 
me go back and reconstruct, if I can, just what happened at that time. 

As I say, I arrived in Teheran on Wednesday, February 4. By prior 
arrangement, Mr. Chase had arrived from Beirut the preceding Sun- 
day. Mr. Chase was to perform the detailed audit which we have been 
discussing. When I arrived on Wednesday, I had a discussion with 
Mr. Chase as to generally what the situation was in Iran and, after 
this discussion, I developed an outline of the scope of the examination 
that we were going to make. 

This plan was followed and substantially covers the report that was 
made on about February 13. The method of making the examination 
and the audit was, as I recall, discussed with Mr. Warne, and he indi- 
cated general satisfaction with the procedure that we outlined at that 
time, 

_ believe that during the course of the examination certain of the 
items mentioned by Mr. Reeves were also mentioned in the report that 
wemade at that time. 

Mr. Harpy. Did you have occasion, during the brief period that 
you were there, to ascertain the extent to which the Controller Com- 
mittee was functioning ? 

Mr. DeWine. I recall attending at least one meeting with the Con- 
troller Committee for the purpose of explaining to this committee our 
particular actvities and functions so that there would be no duplication 
*r confusion as to what our particular mission was. 
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Mr. Harpy. You virtually arranged for that meeting? 

Mr. DeWue. I can’t recall. 

Mr. Harpy. I would think you would have had to request it. 

Mr. Wipe. Well, in any case, I believe I can say this. If Mr. 
Warne had not suggested it, and I don’t know that he did, we certainly 
would have. 

Mr. Harpy. I am not concerned—— 

Mr. DeWine. We would have arranged such a meeting. 

Mr. Harpy. I am not too concerned about who requested it. The 
only thing I am trying to get at was whether the meeting was held spe- 
cifically for that purpose or whether you attended a regular meeting 
and explained your mission at the same time. 

Mr. DeWivpr. No, sir. While I may have attended some meetings 
that were held for some other purposes, I do recall that we had a spe 
cific meeting, one at least, maybe more, about our particular activity, 

Mr. Harpy. Can you tell us who was in attendance at that one meet- 
ing that you do recall? 

Mr. DeWnpe. No, sir. Iam afraid I just can’t remember. 

Mr. Harpy. Do you know whether Mr. Reeves was there? 

Mr. DeWupe. I have a recollection that he was; yes, sir. 

Mr. Harpy. But you are not sure. 

Mr. DeWupe. I am not sure, sir. 

Mr. Harpy. Do you know whether Mr. Larsen was there? 

Mr. DeWixpe. I believe he was. 

Mr. Harpy. But you are not sure of that. 

Mr. DeWipe. I am not sure. 

Mr. Harpy. Do know whether Mr. Patterson was there? 

Mr. DeWnpr. I think he was, sir. As a matter of fact, I think it 
was a meeting of the whole committee. But I can’t recall exactly. 

Mr. Harpy. I don’t mean to embarrass you. I just want to find out 
specifically whether you did know any one of them was there. 

Mr. DeWine. Yes. As I recall, it was a meeting of the full com- 
mittee. 

Mr. Harpy. Did you have occasion to determine how well the com- 
mittee had functioned since it had been established ? 

Mr. DeWiupe. Yes, sir. I believe it would be fair to say that I came 
to some conclusion. 

Mr. Harpy. You don’t recall any specific or logical basis for that 
conclusion? You just have a reaction. 

Mr. DeWine. Yes, and from just general and, I might say, prob- 
ably a somewhat casual observation in that we did not sit down with 
each member of the committee and specifically ask them exactly what 
their functions were and how they performed in their respective 
capacities. 

Mfr. Harpy. Did you find, while you were there, and sitting down 
with individual members of the committee, that Mr. Reeves was spend- 
ing more of his time as Controller with the controllership functions, 
or more of his time on financial adviser items? 

Mr. DeWupe. As I recall, I believe the latter to be the correct state- 
ment. That is, he was spending more of his time on his financial ad- 
viser functions, although just what the relationship was at that tume 
between those functions and the Controller Committee, I am not quite 
sure. 
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Mr. Harpy. What I want to know is, and you as an auditor maybe 
can help me understand it, who did the detailed work of the Controller. 
Actually, I understood that they didn’t have too many employees and 
by setting up this committee they had three controllers, not just one, 
and each of those had other duties. 

Now, as an auditor, who would you say was carrying out the con- 
troller function ? 

Mr. DeWupe. I think I can answer that very specifically. The 
Embassy budget and fiscal section had some substantial responsibili- 
ties in respect to the maintenance of TCI accounts, as well as the Em- 
bassy’s own budget and fiscal operations, and I believe, some support- 
ing services to the United States information program. 

In addition to that, there was one accountant in the TCI organiza- 
tion, together with a local staff of about 20 people. 

I might add that the Embassy staff at that time consisted of about 
5 Americans and 18 locals. 

Mr. Harpy. That is in the budget and financial operations ? 

Mr. DeWixpe. In the Embassy, sir? 

Mr. Harpy. Yes. 

Mr. DeWiupe. Yes. 

Mr. Harpy. And you said there were 20 people in the Budget Sec- 
tion in TCI? 

Mr. DeWixpe. Yes. They had an organization which I believe was 
entitled “The Joint Commission for Rural Improvement,” and the 
accounting unit referred to was, at the time I visited Iran, responsible 
or certain financial activities in respect to that joint commission. 

Mr. Harpy. Joint Commission of Rural Improvement ? 

Mr. DEWiLpr. Yes. 

Mr. Harpy. Well, was it a budget and bookkeeping unit for the 
whole mission ¢ 

Mr. DeWupe. No, sir. At that point, the activities of the joint 
commission accounting staff were limited, as I recall, to programs in 
the major fields of health, education, and agriculture, and it was 
responsible for the funding of about nine regional field offices which 
were engaged in projects related to those programs. 

Mr. Harpy. Didn’t I understand you to say, though, when I was 
trying to understand who was really carrying out the Commission’s 
overall budget and accounting and bookkeeping functions, that this 
jomt commission, together with the Embassy staff, was actually doing 
the work? Or did I? 

Mr. DeWixpr. Yes, sir. I believe that insofar as the detailed 
accounting records, ledgers, voucher audits, payroll preparations— 
that type of normal fiscal operations, were being discharged by these 
two respective groups. 

Mr. Harpy. These two groups were doing the job for the whole 
mission ? 

Mr. DeWupr. Yes, sir, together they were, I would say. 

Mr. Harpy. Now, who was directing them ? 

Mr. DeWitpe. I beg your pardon? 

Mr. Harpy. Who was directing these two groups in the performance 
of those duties for the mission ? 

Mr. DeWixpe. Well, sir, that was one of the problems that we dis- 
‘overed in the course of our examination. It was clear, to us at least, 
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that one reason for the difficulties, aside from the obvious one of 
staffing shortages which I think has been testified to earlier was the 
lack of a central integrated accounting system operating under central 
direction. And I think that at that time, some improvements were 
made to correct that problem. 

Mr. Harpy. Did you observe what improvements had been made 
betwen October 28 and the time of your audit? 

Mr. DeWipr. I didn’t get the first part of the question, sir. 

Mr. Harpy. I just said, did you observe what improvements had 
been made between the October 28 memorandum addressed to the 
Mission Director by Mr. Reeves and the time of your auditing? 

Mr. DeWupe. Is the question did I upset any improvement? 

Mr. Harpy. Observe. 

Mr. DeWitpe. Observe any improvements. 

Well, sir, I couldn’t speak to that, because I only know personally 
of the situation that we found beginning February 3. : 

Mr. Harpy. I can understand how you couldn’t speak to what existed 
on October 28. Did you make a comparison of your findings with the 
stated deficiencies in the memorandum of Mr. Reeves? 

Mr. DeWiupe. No,sir. I can’t recall that that was done. 

Mr. Harpy. That isall. Thank you. 

Any questions ? 

Mr. Mraper. None. 

Mr. Harpy. Off the record just a minute. 

(Discussion off the record. ) 

Mr. Mountatn. Mr. DeWilde, I will hand you a document and ask 
you if this is a copy of the formal audit report which you submitted 
on completion of your duty in Iran. 

Mr. DeWmpe. That is correct, sir, with one exception. I believe 
that with the original copy of the report there were some financial 
schedules attached. I don’t see them here. 

Mr. Mountain. I am afraid the file is out of order. 

I will hand you these schedules and ask if they are the ones to which 
you refer. 

Mr. DeWine. I believe there still may be one omission, in that it 
seems to me there was some statement which attempted to summarize 
financial activity that occurred at the time Mr. Reeves was Controller. 
That is prior to October 25, as I recall. 

Mr. Mountarn. That is not embodied in the text of the report as 
you have it there, the documents which I have handed you ? 

Mr. DeWurpr. It is just my recollection that there was another 
schedule 

Mr. Harpy. Do you have a copy of any such schedule in the copy 
which you have in your file? 

Mr. DeWupe. No, sir; I donot. I believe that particular schedule— 
I haven’t seen it since 1953, but my recollection is that it was borrowed 
by the General Accounting Office auditor at the time GAO made their 
audit. 

Mr. Harpy. Well, now, would that have been a part of your submis 
sion? Asaschedule? i. 

Mr. DeWivpe. Yes, sir; I believe it was. One of the things we tried 
to do was to accumulate what financial information was available o 
all activities of the TCI program 
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Mr. Harpy. Well, you made your audit in February of 1953; didn’t 
you! 

Mr. DeWnupe. That is correct. 

Mr. Harpy. And you filed your report that we are now talking 
about shortly thereafter. I don’t know what the date is. Do you have 
the specific date ? 

Mr. DeWine. February 13, I believe. 

Mr. Harpy. You filed your report on February 13, and we are now 
talking about some schedules which were attached to your report. Is 
that right ? 

Mr. DeWupe. Yes, sir. 

Mr. Harpy. And you referred to one made by the General Account- 
ing Office ? 

Mr. DeWirpe. No, sir; I did not. 

Mr. Harpy. Then I misunderstood you. 

Mr. DeWine. I referred to my recollection of a schedule which was 
attached to the report which summarized financial transactions which 
occurred prior to October 25. I mentioned that date because I believe 
it was the date on which the Embassy Budget and Fiscal Office assumed 
responsibility for local currency transactions, as well as dollars, and 
any showing of a comprehensive statement of financial activities we 
felt should include a summary of transactions occurring prior to Octo- 
ber 1952. 

Mr. Harpy. So it is your recollection that there was a schedule of 
transactions during the time that Mr. Reeves was Controller, prior 
to the taking over of both local currency responsibilities as well as 
dollar responsibilities? Is there a relationship between the two? 

Mr. DeWine. Yes, sir, I believe there was if you consider that what 
we were trying to do, in rather limited time, was to summarize and 
obtain all the information we could find of pertinent financial data 
for the program up to the date that we arrived in Iran. 

Mr. Harpy. Well; now, I take it, then, that your auditing did as- 
semble a documentation of the financial transactions prior to October 
25 of 1952. Is that correct? 

Mr. DeWixpe. Yes. 

Mr. Harpy. In the course of so doing, would you not also have 
normally, in the auditing process, been concerned with procedures 
that were employed in the handling of financial transactions? 

Mr. DeWixpe. Yes, sir. I would say, as a matter of fact, that that 
was the area of our principal concern. 

Mr. Harpy. And we are talking now in connection with the trans- 
actions which took place prior to October 25, 1952. 

Mr. DeWipr. No, sir. I am talking about the total system that 
was then existing in Iran and procedures that existed or that should 
be employed to establish adequate fund control. 

Mr. Harpy. Well, didn’t you make a distinction between the systems 
employed prior to October 25 and-subsequent thereto? 

_ Mr. DeWnupe. Yes, sir, I might have, as a matter of fact, and again 
it is my recollection after a rather long period of time, but it seems 
tome that this cannot be viewed outside of the context of the situation 
in Washington, as well as in Iran. That is, it was, as I recall, shortly 
efore my arrival in Iran that local currency funds were allotted for 
the first time. That is, Washington control was established over 
local currency deposits, so that actually the beginnings of an adequate 
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control and accounting system, I don’t believe, was started in any com- 
prehensive sense until 19 

Mr. Harpy. I don’t mean to leave any impression that we are tryin 
to do anything at the moment except try to understand what did 
transpire. Right now, I am trying to understand some of the details 
of the work that you performed in your audit. 

Now, I asked you earlier whether you observed any improvements 
made between the time of the October 28 memorandum which Mr. 
Reeves wrote, and the time that you got there; in other words, after 
the establishment of the Controller Committee, and you said you 
weren’t concerned with that. 

Then we talked about schedules which you prepared of financial 
transactions which occurred prior to that time, and I am trying to 
see whether or not there is any relationship so that I can separate in 
my own mind, if I can, the deficiencies, operational deficiencies, and to 
get a little chronology of it. That is all I am trying to understand 
here. Actually, I don’t quite follow the two statements that you have 
made, and then you come along and say you have to put them in the 
context of what we were trying to doin Iran. Iam not trying to con- 
note anything there except to try to understand what happened. 

Mr. DeWupe. Yes, sir. First, let me say that we were, of course, 
interested iff any improvements that were made. 

Mr. Harpy. Well, you said a while ago that you hadn’t been in- 
terested in anything that happened in the way of improvement, be- 
cause you said you weren't concerned with anything that happene: 
prior to that time, the way I understood it. 

Mr. DeWuper. I am sorry. That was not my intention, if I » 
stated. 

As I recall, my statement was that I was not aware and could noi 
have been aware of what the circumstances were and the arrangements 
were in Iran prior to my actual arrival there. 

Mr. Harpy. Except from your audit. 

Mr. DeWue. That is correct. And we, in the course of our audit, 
made an examination of transactions that had occurred up to that 
point. 

Mr. Harpy. Well, I am glad to get straightened out on that, becaus 
I had gotten the impression that you didn’t audit anything prior to 
October 28, and now I understand that you did. Certainly, from your 
audit, if I know anything about auditing, which maybe I do not, you 
should be able to tell whether or not the procedures were correct I) 
any stage of time. If you see fit to make a separation. I understood 
you hadn’t made a separation, and now you tell us that you did. 

Mr. DeWipe. I don’t know where this lezves us. Maybe if I make 
this statement we can clarify the record. 

In the first place, our audit consisted of an examination of certain 
transactions that occurred prior to our arrival in Iran. We were 
concerned with procedures that were used, and methods that were 
undertaken in respect to the use, control, and accounting of funds. 
if your question is, Was there any improvement during the perio 
that we examined, then I would say I believe there were some ele- 
ments of improvement. 

Mr. Harpy. Well, of course, we are going to have to study now. "! 
the light of this sort of confused situation, the report in greater detail 
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than I had thought we would. I was trying to understand what had 
happened. Mr. Reeves had made his statement in October. He had 
alleged that certain specific deficiencies existed. You had that memo- 
randum before you before you ever left Washington to go out to Lran 
to make the audit. It would seem to me if an auditor thought a con- 
troller had any knowledge of a job at all, he would certainly want to 
look at the specifics of that control being set forth as deficient. 

I ask you about the improvements that had been made after Mr. 
Reeves was relieved of controllership functions, and the functions 
transferred to acommittee. You said you couldn’t tell anything about 
that, because you didn’t approach it in that manner. So I had under- 
stood that you made just one blanket audit, and then it comes out 
that you had a separate schedule for the period up to October 25, 
which was a matter of just a few days before Mr. Reeves was relieved. 

Do you now understand how you have my mind confused on what 
you did do and what you did find? 

’ Mr. DeWine. No, sir; I don’t quite understand the point at issue. 

It seems to me—and my recollection is—there was a summary 
schedule attached to our report which indicated available information 
in respect to certain local currency transactions prior to October 25. 
In respect to the audit of the transactions, we did go back and examine 
in certain selected areas the detailed entries into documents, into ac- 
counts, and certain vouchers, and did report on our findings. 

Mr. Harpy. But specifically, you made a separation between the 
transactions prior to October 25 and subsequent thereto; isn’t that 
correct ? 

Mr. DeEWipe. Yes; as I recall. 

Mr. Harpy. That is all I want. 

Mr. DeWupe. All right. 

Mr. Mountain. Mr. Chairman, I wonder if the point that Mr. De- 
Wilde is referring to is a specific inquiry into the handling by Mr. 
Reeves of local currency funds outside the control of a United States 
disbursing officer prior to October 25. Is that the transaction that you 
made a special report on ? 

Mr. DeWitpe. No, sir. 

This report was information that was available—I think it was 
actually furnished by Mr. Reeves—which covered transactions that 
he was involved in and responsible for. Now, as I testified earlier, it 
was my recollection that shout that time, the responsibility changed. 
Chat is, the funds were in the custody of the Budget and Fiscal Office 
of the Embassy, and the accounts, as I recall, that Mr. Reeves handled, 
were closed out and the balances were transferred to the Embassy 
accounts, 

In any accounting sense, this would naturally result in a set of 
transactions in this previous situation, and a separate set of accounts 
and transactions in respect to the Embassy’s custody of these funds. 

Mr. Harpy. It may be coincidental that the dates hit about the same 
tme. I take it that is the situation. 

Mr. DeWine. As I recall, it was, sir. 

Mr. Harpy. Which is perfectly understandable. But nevertheless, 
the two did occur about the same time. Is that right? 

Mr. DeWnupe. That is my recollection; right, sir. 

_ Mr. Mountain. Mr. Chairman, I request permission to introduce 
into the record at this time the following documents: Report, en- 
79239—56——19 
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titled “Audit of TCA Financial Operations, Iran”; the memorandum 
of February 14, 1953, by which Mr. DeWilde transmitted the report 
to Mr. Warne; and the attachments to the report which are schedules 
1 through 5, TCI General Order No. 46, and Minutes of Accounting 
Team Meetings. 

The audit report was originally classified “confidential” but it has 
been declassified by the ICA. 

Mr. Harpy. Without objection, the documents will be placed in the 
record. 

(The documents referred to appear as appendix IV, p. 1112.) 

Mr. Mounrarn. Mr. De Wilde, I would like to refer you to page 2 
of your audit report and read this statement. It appears in the next 
to the last paragraph, referring to the ledgers in which the TCI 
accounts are maintained : 

Since these ledgers are not maintained on a project basis, but only by major 
activity field, the Embassy Budget and Fiscal Office has no fiscal basis for 
insuring that project limitations are not exceeded. 

I would like to refer you to page 5, second paragraph, that reads as 
follows: 

The official accounts for regional office fiscal activity are maintained by the 
Finance Branch. One of the big weaknesses of the fiscal aspects of the regional 
offices is that they do not operate under any limitations for project expenditures. 
Their only limitation is the cash balance of their revolving fund. Thus, there 
is always the danger of overobligation of the total amount authorized by the 


project. This can and has happened since all of the regional offices may be 
spending funds applicable to the same subprojects. 


I would ask you about these two statements. Did you find them in 
disagreement with the statements made by Mr. Reeves in his October 


28 memorandum ? 

Mr. DeWixpr. I believe I have no present exact recollection of Mr. 
Reeves’ statements. My general recollection is that in certain major 
part, the results of our examination supported some of the statements 
Mr. Reeves made in his memorandum. 

Mr. Harpy. I understood from your previous testimony that you 
had made no direct comparison. 

Mr. DeWine. That is right, in the sense of putting one right next 
to the other and attempting to make a comparison, I did not. Asa 
matter of fact, my terms of reference did not include a detailed exami- 
nation of the claims and counterclaims that were made in respect to 
Mr. Reeves’ memo. 

Mr. Harpy. Well, as a matter of fact, you weren’t supposed to settle 
a dispute, anyway, were you? 

Mr. DeWipe. That is correct, sir. 

Mr. Mounrarn. You were, however, instructed to determine the 
correctness of some of these observations, were you not ? 

Mr. DeWupr. I was instructed to make an examination into the 
financial arrangements and into the accounts in Iran, and to come up 
with any findings and recommendations that we would believe 
appropriate. 

Mr. Mountarn. I would like to refer you to just a few of these 
recommendations and findings, Mr. De Wilde. 

On page 10 of your audit report, the following statement appea's: 

There is no control exerted upon regional offices expenditures for project and 
other purposes, since limitations are not issued by headquarters. 
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A quote from page 11: 
Under the present system, budgetary and fiscal controls are nonexistent. 
From the same page: 


Under present conditions, it is impossible for the TCI country director and his 
top staff to know where they stand fundwise on their programs and projects so 
as to enable planning for current and future operations, and makes it impossible 
to keep TCA Washington accurately and currently informed as to the financial 
status of the overall TCI program. The installation of the new accounting pro- 
cedure should improve this situation. 


[refer you to page 12 and this statement: 


Aside from the deficiencies in the present accounting and reporting system 
and diffused responsibilities, no clear definition has been applied to obligations. 
The wording of programs and projects are vague in that it is not clear whether 
or not they represent firm United States commitments and consequently there 
is no consistency in the financial treatment of these obligations. In addition, the 
situation is aggravated by a policy of deficit financing on rial operations, resulting 
in the overobligations shown on schedule 5. 


I refer you to page 18, paragraph 2: 


It was apparent that there was no complete, integrated, financial accounta- 
bility and control system and, therefore, no adequate, combined financial state- 
ments are available to the country director and Washington to permit adequate 
budgetary planning and financial control of operations. 


A finding on page 14: 


The decentralization of project activities from Teheran and the rapid de- 
velopment of field projects necessitated the establishment of nine regional 
offices. These offices are operated on a cash revolving fund. Financial con- 
trols are not applied to the programs, projects, and subprojects operated by these 
offices, 


A finding on page 16, No. 7: 


Iranian contributions. Bilateral agreements provide for substantial financial 
participation by the Iranian Government. To date, it was reported that only a 
small percentage of these contributions have been made (about rials 12 million). 
li is considered that one of the most important financial responsibilities of the 
TCI country director and his advisers is to currently reevaluate the capacity 
of the Iranian Government to fulfill its commitments, particularly in view ot 
the reportedly critical situation of the Iranian financial position. It is ree- 
ommended that a reevaluation of Iranian contributions be conducted and the bi- 
lateral agreement revised accordingly in order that the agreements currently 
and correctly reflect the financial commitments of both parties. 

I would ask you, Mr. DeWilde, if these are some of the substantial 
lindings which you made in this report. 

Mr. DeWinpe. Yes, sir, they are. 

Mr. Mountain. And do you know whether or not they are sub- 
stantially in line with the major findings made by Mr. Reeves ! 

Mr. DeWipe. I do not recall the exact statements made by Mr. 
en’ ; . 
Reeves. My general recollection is that some of the same items in- 
cluded in the report were mentioned as matters of concern by Mr. 
Reeves, 

Mr. Mounrarn. Did you submit this report to Mr. Warne before 
leaving Iran 2 

Mr. DeWinpe. Yes, sir. I did submit it to Mr. Warne. As a mat- 
ter of fact, the audit was conducted at Mr. Warne’s request. He had 
some Serious concern about the situation in [ran in respect to the Con- 
ttoller’s office, and I believe that our findings supported some of his 
concern, and I might add that while I was there, Mr. Warne extended 
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to me, as did the Embassy budget and fiscal office, every opportunity 
to facilitate the audit, and I found them most cooperative in reviewing 
our recommendations and in taking specific actions in respect to those 
recommendations. Indeed, as I recall, for many of the deficiencies 
that were reported, direct action was taken while I was there and 
subsequently to improve the situation that was reported in the audit. 

Mr. Harpy. You say that a considerable amount of progress was 
initiated even while you were there ? 

Mr. DeWipe. Yes, sir. 

Mr. Harpy. And you say that your recommendations were reviewed 
while in the process of being prepared ? 

Mr. DeWnmpe. No, sir; I don’t believe I said the recommendations 
were reviewed. We did have full and open discussion with Mr. Warne 
and his top staff, and I can recall very many meetings which we held 
in respect to our findings and in respect to various proposals that we 
had made to correct them. 

Mr. Harpy. Did anyone in the mission’s operation in a controller- 
ship committee or elsewhere raise any objections to any specific lan- 
guage that you had in your recommendations ? 

Mr. DeWupe. Yes, sir. I believe that when the report was finally 
prepared and submitted to Mr. Warne, he felt that the report was, in 
certain instances, critical and harsh, unnecessarily so, I believe, and | 
believe he so indicated in a communication to Washington. 

Mr. Harpy. Did you make any revisions in language because of 
suggestions or criticisms that the report was too harsh? 

r. DeWupe. No, sir; not for that reason. The only change that 
I made in the report is in respect to the finding and recommendation 
dealing with Iranian Government contributions. At that time, | 
think it was very near the time for my departure from Iran, at 4 
meeting attended by Mr. Warne and, I believe, all of his top staff, he 
indicated that the statement that the contributions were limited to 12 
million (rials) was incorrect, that a survey was underway by his 
officers, and that he had evidence—I think as a result from discussions 
with the Iranian ministry officials—that the actual contributions 
would substantially exceed that figure. 

I believe a memorandum is all that I saw indicating that this was the 
case. I accepted the statements on their face value in that I indicated 
that they were in existence and that consequently the statement that 
contributions had been limited to 12 million was in error, but that I had 
no opportunity to make a detailed examination into the exact amount 
of the contributions. 

Mr. Harpy. You made that observation, in effect, in a sort of supple 
mentary statement ? 

Mr. DeWine. Yes, sir; I did. 

Mr. Harpy. And you didn’t alter any of your language as the 
result of suggestions made to you by anybody or criticisms or con: 
plaints made by anybody ? 

Mr. DeWnupe. | don’t recall, sir. That is the only amendment 0! 
supplement 

fr. Harpy. Did Mr. Reeves review any of your language befor 
you put it in final form ? 

Mr. DeWine. No, sir, he did not. 

Mr. Harpy. Did Mr. Larsen ? 

Mr. DeWnpe. No, sir, he did not. 
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Mr. Harpy. Did anybody on the mission staff ? 

Mr. DeWnpe. No, sir. I think that, as I recall, the report was 
a product of the detailed findings of Mr. Chase, the auditor, and that 
the summary, findings, and recommendations were prepared by us on 
the basis of the facts we found, and that no one participated in either 
the statement of findings or the recommendations. 

Mr. Mountain. Did Mr. Warne object to anything in your report 
other than this finding about Iranian contributions? 

Mr. DeWixpe. Outside, as I testified earlier, of the fact that he 
felt that the report was harsh, I believe, and critical. I believe those 
were the words used. I am not exactly sure of the statements, but 
they were to that effect. 

Mr. Mountatn. Did he use those expressions to you at that time, 
or did you learn later that those were his comments? 

Mr. DeWine. No, sir, he expressed these points of view shortly 
before my departure, and as I recall, read to me a letter addressed 
to Washington, or at least, parts of a letter addressed to Washington, 
which made these same statements, substantially. 

Mr. Mountatn. Did he indicate to you that he felt you had not 
gone deeply enough into the problems to make a competent audit? 

Mr. DeWnpe. Yes, sir, he did. 

Mr. Mountain. Did he indicate to you that you had not been there 
long enough to understand the problems? 

Mr. DeWipe. Yes, sir, as I recall, he did say that. 

Mr. Mountain. But the only point in his comments that you felt 
called upon to write additional information on was with regard to 
Iranian contributions. 

Mr. DeWixpr. I believe the other items were covered very well in 
Mr. Warne’s letter to Washington. 

Mr. Mountain. That is all. 

Mr. Harpy. The committee will stand adjourned, to reconvene at 
2o’clock in this room. 

(Whereupon, at 12:15 p. m., the committee recessed until 2 p. m., 
this day.) 

AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Meader and myself. 

Mr. Mountain, do you have a document you would like to put into 
the record here? 

Mr. Mountain. Yes, sir. I would like Mr. Warne to identify his 
letter of July 25, 1953, to Mr. Stanley Andrews, with an attachment 
in the form of a memorandum from Mr. Charles White, Controller, 
to Mr. Warne, the attachment being dated July 18, 1953. 

Mr. Warne. Yes, sir; I have seen—these are copies of the letter. 

Mr. Mountain. Thank you very much, Mr. Warne. 

I would also like to ask Mr. Warne to identify his letter of Febru- 
ary 21, 1953, to Mr. Stanley Andrews, and ask permission to include 
all three documents in the record. 

Mr. Warne. Yes, sir; this is the original of the letter. 

Mr. Harpy. Thank you, Mr. Warne. 

Without objection, they will be included in the record, with the 
understanding they have been declassified. 

Mr. Warne. Yes, sir. 
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(The documents referred to are as follows :) 


UNITED STATES OF AMERICA, 
TECHNICAL COOPERATION ADMINISTRATION, 
Teheran, Iran, February 21, 1953. 
Mr. STANLEY ANDREWS, 
TCA Director, 
Department of State, Washington 25, D. 0. 


Dear Stan: The work of the audit and fiscal team sent from Washington to 
Teheran was a sharp disappointment to me. We had hoped when our requests 
were made for an audit and assistance in straightening out our fiscal probiems 
last October and November that sufficient assistance could be given to put us in 
a secure position, but, alas, I do not feel that this has been done. 

After several delays, the first representative of this team, Mr. Allan Chase, 
arrived on February 1, followed on February 4, by Messrs. John E. DeWilde and 
Lester Frank. A meeting had been scheduled on Monday, February 2, antici- 
pating a review of our situation with the team and with all of our appropriate 
staff here. This meeting was rescheduled on the afternoon of Wednesday, Feb- 
ruary 4, a time after the delayed arrival of Messrs DeWilde and Frank. At that 
time Mr. Frank announced that he would leave on Sunday, then 3 and a fraction 
days away, and Messrs. DeWilde and Chase indicated that each of them could 
remain about 2 weeks. I urged at the initial meetings the three to reschedule 
their affairs to stay longer, and I repeatedly urged them to do so at later meet- 
ings. They thought, however, that their schedules were fixed and that emer. 
gencies existing elsewhere to which they were expected to attend were equal to 
ours and that they could complete the work they understood they had to do here 
in the time allotted. 

The result was that on February 14, a few hours before Mr. Chase was due 
to take his plane, I was presented with a memorandum from Messrs. DeWilde 
and Chase entitled “Audit of TCA Financial Operations, Iran” signed by each 
of them on February 12. Apparently copies had been dispatched on that date to 
Laurence C. Frank, counselor of Embassy for Administration, Mr. Carney Howell, 
Controller, TCA/W, Mr. Henry Ford, executive director, NEA/W. 

This report had not been discussed with me, with Mr. Clark Gregory, Chief 
Counsel and Acting Deputy Director, with James J. Goulden, Assistant Director, 
nor with the 3-man controller team before it was presented as a fait accompli. 
Mr. Chase left to catch his plane before we had completed the reading of the 
findings and recommendations, 

I found that this report was hasty, harsh, and, I believe, inaccurate in major 
findings and particulars. 

As we pointed out discrepancies, we were told repeatedly by Mr. DeWilde that 
there was not enough time to go clear through with a detailed audit. He 
suggested that we point out these matters in our comments on the report to 
Washington. 

I have the impression that Messrs. DeWilde and Chase were earnestly intending 
to be of assistance and also to be just but that they found the job here simply 
too big to get done in the brief time they had allowed. They put together a 
report which will be of little value to either TCA/W or to TCI, in my judgment. 
Mr. DeWilde has read a draft of this letter and expresses his sorrow that I am 
disappointed. He says that he thinks substantial contribution has been made, 
to which I add that I do not doubt his sincerity. 

I had asked at our initial meetings that I be assured before the departure of 
any member of the team that he considered his work completed. A few hours 
before Mr. Frank left I was assured by both him and others that the new ac- 
counting system wes understood by the Teheran men who will have charge of 
making it effective and could be instituted by them. I would point out, however, 
that even at the departure of Mr. DeWilde, the last to leave, the system had not 
actually been installed and that I thought there was every probability that the 
unfamiliarity with the system by the group we have in charge of it would lead 
to confusion which this group would not be able to resolve and which, owing (© 
lack of personnel here in the controller’s office and in the budget and fiscal office of 
the Embassy, there was no very good prospect of resolving in Teheran. Mr. 
DeWilde thought that in a month, with support, it would be in hand. 
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Mr. DeWilde recommended a detailed audit in our meetings and expressed 
surprise when I indicated that that was my recommendation last fall and my 
expectation with regard to the assignment on the arrival of Mr. Chase and him- 
self in Teheran. At a long meeting on Saturday, February 14, Mr. DeWilde gave 
it as his opinion that reasonably accurate financial reports should be obtainable 
by mid-April as a result of the work that he had done here. This leaves me ina 
rather desperate situation since one of the recommendations of the team is that 
no obligating agreements be signed until we have appropriate assurances that 
uncommitted funds are available and in hand. Whether I would be justified in 
acting on reasonably accurate financial statements even 60 days hence I suppose 
we must leave to decision at that time but a real quandry is posed in what to 
do about documentation including the signing of project agreements and about 
getting work underway on our 1953 program in a now vanishing fiscal year. 

The report was made in haste. For example, Mr. Chase, in his schedule No. 5, 
which was the basis for finding and recommendation No. 6, said he used mimeo- 
graphed copies of our agreements for the purpose of extracting the figures and 
had not referred to the original signed copies and had not discussed these matters 
with the program officer or the chief counsel. I assumed charitably that the 
press of time prevented the discussion of the report while in draft stage with 
any of the officers of TCI. I am sure that some of the apparent discrepancies 
could have been avoided, however, if these discussions could have preceded the 
completion of the report. 

The report is harsh. For example, I cite the use of such words as “contra- 
dictory’ when, our discussion revealed, the intent was to use the word “unre- 
lated” in the last sentence of finding No. 3, and the use of the unqualified phrase 
“overobligations” in the finding No. 6. I cite, too, that finding No. § fails to indi- 
cate that the matters spoken of related to the operation of the Joint Commission 
for Rural Improvement, an agency of but not TCI. The report is harsh in other 
respects aS well. 

Major inaccuracies in the findings are believed by me and my staff to exist in 
the report. In at least one instance this was seen by Mr. DeWilde, as note 
his confidential memorandum of February 14 to me on the subject of audit 
of TCI financial operations, Iran, modifying the statement contained in item 
7 with regard to Iranian contributions. This supplementary memorandum was 
written after it was revealed at the Saturday conference that the entire find- 
ing No. 7 and the recommendation that followed it was based on a conversa- 
tion with Frank Finnell, fiscal officer, and that no effort had been made to dis- 
cover whether Mr. Finnell had all the information on the subject available in 
TCI, which, of course, he did not. We will shortly have in Washington a report 
on the subject of Iranian contributions which was in preparation by Acting De- 
puty Director Gregory and the chiefs of the technical divisions in response to 
circular airgram 2114 of December 19 throughout the time that the fiscal and 
audit team was here. Most of the data, though unwittingly unrevealed by Mr. 
Gregory to them, had been gathered prior to the completion of the audit team 
report. 

As a further illustration of what I believe to be erroneous material in the 
report, finding No. 6 was based on a belief, apparently, that rural improvement 
subproject statements were obligating documents. The question of whether they 
were was not discussed with me or the chief counsel or others in responsible 
positions prior to making the report by Messrs. DeWilde and Chase. We have 
never intended nor believed nor has there been any responsible opinion expressed 
that the subprojects of the rural improvement projects were obligating documents. 
They have not been so considered by Iranian Government agencies. The obliga- 
lions that were established in the rural improvement project were contained in 
project agreements No. 10, No. 11, and No. 12. I believe that the confusion that 
was spoken of in the report at this point is at least shared by the auditors. 

(The four succeeding paragraphs have not been seen by Mr. DeWilde because 
of a change made in the draft after his departure.) 

Schedule I is obviously incorrect since it includes R1s27,500,000 committed 
by the crown lands distribution program which is a part of our 1953 program. 
The alleged overobligation of $130,766 and Ris424,980 in health is not supported 
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by figures available in this headquarters. In 1952 we executed 6 health projects 
as follows: 


Project agreement No. 11 for health rural improvement program 945, 778 62, 194, O10 
Project agreement No. 15 for malaria control 2, 075, 430 25, 362, 295 
Project agreement No. 13 for completion of Bandar-Abbas water system - 50, 000 3, 250, 445 
Project agreement No. 18 for Dizful sanitation project - - - - 3, 935, 425 
Project agreement No. 23 for 20 deep water wel 5 2, 970, 000 


4, 967, 208 97, 712, 175 


These agreements, of course, are on file in your office as well. 

The overobligation of Rils4,400,000 in the 1952 agricultural program contained 
in schedule II is more apparent than real. The overobligation occurred when our 
programing personnel changed one segment of a project from dollar expenses 
to rial expenses without making the necessary adjustment in the programing 
figures. We therefore have a residue of dollars and a rial deficiency. 

Schedule III is based upon the concept that agricultural subprojects are obligat- 
ing documents. A careful review and analysis of project agreements Nos. 10, 11, 
and 12 will firmly establish the position heretofore taken by our legal counsel 
that the project agreements themselves constitute the financial obligations of 
this Administration. The subprojects statements in agriculture, health, and edu- 
cation were prepared, with almost no exceptions, in the early part of 192 
preparatory to my visit in April to Washington. Signatures were obtained from 
the Ministries concerned in order to demonstrate their willingness to proceed 
with plans outlined in the subprojects. When I received in June final program 
clearances fixing the amounts available for these programs, project agreements 
Nos. 10, 11, and 12 were executed definitely limiting our obligations to the amounts 
set forth in the project agreements. As our fiscal year 1953 program docu- 
mentation progresses, the unexpended funds under project agreements No. 10, 
11, and 12 will be consolidated under fiscal year 1953 program documentation 
and the so-called subprojects will be consolidated and eliminated. 

Schedule V represents a statement of account of the Joint Commission for 
Rural Improvement. The Joint Commission administrative facilities were estab- 
lished prior to my arrival in Iran and continued to function under the direction 
of John Evans, Director. As early in late spring of 1953 I became aware of the 
deficiencies inherent in the operation of this kind of an organization, but in view of 
the prevailing conditions this operation could not be dissolved until there was 
an organization to put in its place. Progress in the establishment of a new Joint 
Commission and joint funds with the Ministers concerned were delayed by 
conditions aggravated by Iranian developments of last July and it was September 
before I could submit to you a proposal for the establishment of a new Joint 
Commission for Social and Economic Development. This proposal did not receive 
Washington action until December. By an exchange of notes between Dr. 
Mossadegh and me of December 27-30, 1952, the Joint Commission for Social 
and Economic Development was brought into being. Immediately thereafter 
plans were prepared for the dissolution of the administrative facilities of the 
Joint Commission for Rural Improvement by March 31, 1953, and General Order 
No. 44 was issued on January 29, 1953. This, as it happened, was a few days prior 
to the arrival of the audit team. A copy of General Order No. 44 is attached 
hereto. It is expected that all Joint Commission for Rural Improvement accounts 
will be closed on March 31 and a complete report will be submitted to you shortly 
thereafter. 

In connection with a citation of inaccuracies, I think it appropriate also to 
cite finding No. 8 again since the omission of the statement that this finding 
referred to the Joint Commission account is at least not wholly frank and brings 
the accuracy of the statement under question. We had begun the termination of 
the Joint Commission and its activities much earlier than the time this audit was 
made and the Joint Commission accounts are now in liquidation, the liquidation 
to be completed finally by March 31. 

Other comment at this time includes the following: 

We had asked for the detailed andit and, indeed, were expecting to receive 
it from the team that arrived in February. Finding No. 1 indicates that 4 
detailed audit of all financial transactions is needed to provide the country 
director with “an impartial analysis of his operations in order that he may take 
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corrective action and so develop adequate financial controls.” I agree with this 
100 percent and, indeed, it had been my earnest hope that I could have such an 
audit made at the earliest moment and achieve the ends that are foreseen for 
it by Messrs. DeWilde and Chase. It is not within my power unaided, however, 
to have this detailed audit made. We have asked for it from Washington and 
have not as yet received it. You might want to consider now the employment 
of an accounting firm, such as Haskin & Sells or Anderson Bros., to make these 
field audits as required and to furnish such other services as is deemed necessary. 

It is not clear to me whether recommendation No. 1 was meant to limit the 
finding to an internal audit by a resident auditor beginning July 1. Personally 
I want the detailed audit first, and then perhaps the services of a resident 
auditor on a continuing basis would be sufficient. 

I am in complete agreement with finding No. 2 and the recommendation 
that is made in connection with it. We may have some additional comment 
later, but in no sense adverse to the finding and recommendation. 

In connection with finding and recommendation No. 3, I would point out that 
in agreement with the Embassy we had begun the process of combining our 
staffs and of consolidating them physically earlier than the arrival of the team. 
Our search for space deterred the consolidation and this problem fortunately 
was solved while the team was here. I am grateful, however, to Mr. DeWilde 
for helping us complete the delegation of authority order and the organization 
chart. This was helpful and constructive. As a footnote on this item, I note 
that TCI, by the amalgamation of the two staffs has divested itself of all per- 
sonnel it previously had available in the field of fiscal operations excepting only 
our temporary controller committee which is made up of people with full-time 
jobs elsewhere and some Iranian staff of the committee. You will observe from 
the organization chart that the controller is to be held responsible for ‘all 
aspects of budgetary and financial planning and control of TCI operations; es- 
tablishes and reviews the joint operations of the Government of Iran and TCI, 
including the development of fiscal and reporting requirements for cooperative 
activities, end-use surveys, and related matters; responsible for assisting in 
the coordination of the combined Embassy-TCI fiscal relationship.” With the 
health cooperative and its joint fund already commencing to operate and addi- 
tional joint funds being set up, our nonexistent controller may have some diffi- 
culty in discharging his duties of “development of fiscal and reporting activities 
for cooperative activities, end-use surveys, and related matters.” Two days 
after Messrs. DeWilde and Chase signed their report, on the very day on which 
and as a matter of fact during the conference at which the report was being 
discussed, I received from Washington notice that our last fond hope of ob- 
taining a controller, Mr. White now stationed in Greece, had been dealt a per- 
haps fatal blow by orders restricting employment. We began seeking recruit- 
ment of a controller in early November. There is none here who can fully 
discharge the responsibilities set out for the controller. I believe it is unsafe 
for TCA/W and for TCI to let this situation continue. I feel greatly responsi- 
ble in this situation but I am absolutely helpless to correct it and must rely on 
you to do so. Until a controller arrives and has had the opportunity to organize 
his office and begin discharging his duties, the joint funds will be operated al- 
most exclusively by Iranian Ministry personnel. They may have so solidified 
Iranian procedures in the joint funds by the time the controller is ready to 
operate that our hoped-for improvement in their fiscal operations will be ex- 
ceedingly difficult to obtain. We had anticipated establishing records parallel 
to those of the new accounting system and of course it will be obvious to all 
that this would be of immense value to us. We are, I predict, preparing new 
emergencies for another later day. 

Under finding and recommendation No. 4, I have little comment except to note 
that the situation here described is recognized and we had actually started efforts 
earlier to obtain approval of Washington for “limited agent officers” in the field. 
These recommendations have been pending for a long period without action. 

Finding and recommendation No. 5 also find us in agreement. We had been 
trying to get a hold on this problem for some time and I understand the break- 
down of program direction funds for assigning out and apportioning had actually 
been done by TCI but not reflected in book accounts kept at the Embassy. 

A thorough study of the findings and recommendations is being continued and 
I will send in further comments, criticisms, or suggestions within a short time 
covering all points, item by item. 

Sincerely yours, 
WILLIAM BE. WARNE, 
United States Director of Technical Cooperation for Iran. 
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AMERICAN EMBASSY, 
Teheran, Iran, July 25, 1953. 
Mr. STaNLEY ANDREWS, 
Administrator, TCA, Washington, D. C. 


DEAR STAN: For many months I have been expecting the arrival of a sorely 
needed auditing team. For my benefit as well as yours I will summarize here 
the flow of correspondence on this subject. 

On November 14, 1952, I cabled: “Reference is made to recent cable requesting 
assignment controller to replace Reeves. In amplification of this request now 
believed that auditing team should be immediately dispatched to Iran so audit 
can be completed prior to arrival of newly appointed controller. * * * Urgent 
auditing team arrive in Teheran by November 30 at latest.” On November 24, 
1952, I cabled with reference to request for auditing team: “Would appreciate 
advice since these matters urgent.” Your reply of December 3, 1952, stated: 
“Your 2035 auditors due Teheran approximately December 28.” 

The auditing team, consisting of Messrs. Chase, DeWilde, and Frank, did not 
arrive in Teheran until early February and remained only long enough to spot 
check our budget and fiscal records. My comments on their report are set forth 
in my letters of February 16 and April 28, 1953. I will point out, however, that 
Mr. DeWilde recommended a detailed audit of our accounts and expressed sur- 
prise when I told him that I had recommended a detailed audit last fall and that I 
had expected such an audit from Mr. DeWilde and Mr. Chase. 

Attached to your Weekly Letter No. 8 of April 2, 1953, appears a memorandum 
from J. Carney Howell to Cedric Seager stating: “I do not think we should take 
any further action at this time other than expedite the arrival of Mr. 
White. * * * After Mr. White has been on the job for 2 or 3 months, I think 
it may be desirable for us to again send a representative from Washington.” 

Mr. White has been in Iran nearly 3 months and, based upon his experiences, 
he has submitted a memorandum, concurred in by Mr. Gregory and Mr. Goulden, 
recommending a detailed audit of TCI acounts, a copy of which I am enclosing. 
It appears, therefore, that Messrs. DeWilde, White, Gregory and Goulden are in 
agreement. 

This memorandum has deepened my sense of urgency in settling, as soon as 
possible, our fiscal year 1952 accounts. The Embassy, unfortunately, kept our 
fiscal year 1952 disbursements by programs without breakdowns between proj- 
ects. Many of the technicians responsible for project execution will be leaving 
in the next few months. Mr. White, in the attached statement, is unable to 
give any assurances that the fiscal year 1952 accounts can be settled without 
the assistance of an expert auditing and accounting team. Having in mind 
the many requests for the services of an auditing team, I strongly recommend 
the immediate assignment of an auditing and accounting team, either Govern- 
ment or private, to this mission for the purpose of conducting a detailed audit 
of our fiscal year 1952 accounts and a spot check of the 1953 accounts. I want 
decisive action and would fear delay. If GAO is unable to undertake the assign- 
ment at this time, I recommend the employment by contract of a nationally 
recognized professional accounting firm to carry out the assignment. The details 
of the contract will, of course, be negotiated by you and I will furnish obligation 
numbers and amounts on your request. 

Sincerely yours, 
WILLIAM FE. WARNE, 
United States Director of Technical Cooperation for Iran. 


Enclosure: Memorandum Mr. White to Mr. Warne dated July 18, 1953. 


Juty 18, 1958. 
Subject : Recommendation for audit of TCI accounts. 
WILLIAM E. WARNE, 
United States Director of Technical Cooperation for Iran. 
CHARLES T, WHITE, 
Controller. 


For nearly a year you have requested an audit of the TCI accounts, by 
auditors from TCA/W or by a professional firm. In your letter of February 16, 
1953, to Mr. Stanley Andrews you suggested two possible firms. Soon after DY 
arrival we discussed the matter. I agreed to give you my views in writing, but 
have waited until I was prepared to make a firm recommendation. 

I have now become reasonably familiar with the fiscal operations carried 02 
by the Embassy-TCI fiscal office which has been under the jurisdiction of the 
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Embassy. My experience has convinced me that it is necessary to have a more 
complete examination of the accounts by competent and objective accountants. 
In addition to the accountants’ comments, they should be asked to prepare 
statements showing the results for at least fiscal year 1952 in a form acceptable 
to TCA. 

I. RECOMMENDATION 


I recommend that TCI request permission from DMS to employ a professional 
accounting firm of highest standing to make such an examination forthwith. 
The exact scope of the engagement would be worked out in discussions with a 
member of the chosen firm after he had made a preliminary survey. My reasons 
for making this recommendation are given below. 


II, THE SITUATION OF THE ACCOUNTS 


A. Mr. Whitaker and I arrived about May 1. The situation at that time was 
as follows: 

(1) No overall financial report of even reasonable accuracy has been 
issued for TCI operations within the last year. 

(2) No financial report had been sent to TCA/W since the DS910 for 
February 28, 1953. The latter was only a partial statement and, therefore, 
highly inaccurate. 

(3) The new accounting system, received early in 1953, was not in opera- 
tion. 

(4) Program and project agreements, which are the basis of TCA opera- 
tions, had not been obligated on the books even though they involved the 
United States Government in millions of dollars of commitments. 

(5) Many other commitments had been made without obligations being 
entered on the books until after they were paid. 

(6) Fiscal records had been kept in various places and had not been prop- 
erly integrated, leaving large segments of the accounts uncovered. 

(7) The books and statements had numerous mistakes, large and small, in 
theory as well as in fact. Two mistakes, of 100 million rials each, showed 
a lack of understanding of the meaning of the figures. 

(8) Nearly one-third of the total expenditures of TCI for fiscal year 1953 
had been charged to the one account “program direction” without any 
breakdown. 

(9) The certification “funds available” merely indicated that an obligating 
document had been prepared, to be entered later on the ledgers. 


Ill, CLOSELY ALLIED FACTORS 


A. A considerable list of fiscal cables had not been answered. 

B. The joint accounts of the Embassy and TCI had been placed under an ac- 
counting team with no one person in full control. The junior member of the 
team was appointed acting budget and fiscal officer. 

C. The split jurisdiction between the Embassy and TCI made it impossible to 
place responsibility. 

D. There was practically no budgetary control over the one-third of the ex- 
penses called program direction. 

Ek. It was impossible to obtain prompt and accurate information about the 
financial status of the various projects. In the absence of up-to-date figures there 
was inadequate control over the projects and programs. 


IV. FAILURE TO RECONCILE WITH TCA/W 


A. Reconciliation of the accounts with TCA/W presented serious difficul- 
ties. 


(1) TCI was authorized to sign agreements during fiscal year 1952 but 
the allotments and obligations for these same agreements were split be- 
tween TCI and TCA/W making proper budget control virtually impossible. 

(2) TCA/W had provided no proper statements of the Washington obliga- 
tions charged to the various projects or sufficient detailed information to en- 
able TCI to identify the obligations by projects. 

(3) The TCA/W rial allotment number X4301 covered approximately 1% 
years’ rial receipts. It bore little relationship to the program authorizations 
for either 1952 or 1953 fiscal years. Taken literally, the X4301 allotment 
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would have permitted an overobligation of 1953 funds by more than a nijj- 
lion dollars. 
V. THE SITUATION TODAY 


The above adds up to a situation of serious confusion in the accounts, Since 
that time rapid progress has been made. In order to protect the interest of the 
United States Government, in the absence of properly written-up books, it was 
necessary for TCI to set up its own memorandums accounts reflecting the true 
status of the 1953 appropriations. We adjusted the rial allotment as indicated in 
paragraph IV (3) above to conform with the receipts for the 2 fiscal years 
and notified TCA/W of the problem in Wirom No. 36 of June 18. No answer 
has been received from TCA/W to this cable. As a result of the adjustments 
referred to, we have been able to tell where we stand for fiscal year 1953, mak. 
ing proper charges to the 34301 and the X4301 allotments. 

Although considerable work has been done on the 1952 accounts, it is impos- 
sible to know the final results and this cannot be estimated until complete recon. 
ciliation is made with TCA/W. When this can be finished, I do not know. In 
the meantime, the budget and fiscal office is making certain investigations of the 
1952 project accounts so that this work can go on unhampered. The new records 
for fiscal year 1954 have been started in complete conformity with the new 
accounting system. 

VI. CAUSES 


A. The above statement is not intended to reflect on any individuals. Three 
important reasons for the situation were: 

(1) Lack of experienced and capable accounting personnel. For example, 
there is only one Iranian accountant in the budget and fiscal office who is 
worthy of the title. 

(2) Split jurisdiction between the Embassy and TCI. This arrangement 
was confirmed at the insistence of an auditing team from TCA/W. It did 
not agree with the advice of the representative of the Controller’s Office 
of DMS. 

(3) Lack of continuity in accounting personnel in TCI and particularly in 
TCA/W. A more fundamental cause is the failure of TCA in the early 
stages to give sufficient importance to financial and accounting work. TCA 
was projected as a relatively inexpensive type of foreign aid, in which fiscal 
methods devised fur small operations would be satisfactory. One official 
TCA memorandum speaks of budget and fiscal as part of the ‘“housekeep- 
ing” function. With the rapid expansion, TCA soon outgrew its fiscal facili- 
ties, with consequent difficulty. 


VII. CONSTRUCTIVE ACTIONS 


A. I appreciate that many fine things have been accomplished in connection 
with the fiscal operations and basic controls in TCI, including: 

(1) The accounting personnel attempted with great diligence and under 
serious hardships to get the accounts in order. 

(2) The disbursing records and vouchering were in good order. 

(3) The planning and preparation of the program and project agree 
ments has been outstanding, and in complete conformity with TCA/W 
authorzations and directives. 

(4) Closing out old projects and starting the Joint Funds. 

While it would be expected that the present budget and fiscal staff would 
eventually get the 1952 records in order, there is no assurance as to when this 
can be done. Too many promises have been made that could not be performed. 
Up to now I have had to spend a major part of my time on the accounts. In the 
future, budgetary control will be a major and time-consuming part of fiscal 
operations. The requirements of our program are such that we must have 2 
all times accurate and up-to-date fiscal information. We cannot afford 10 
jeopardize this work by putting too much time on old records. In any event, te 
work will proceed as fast as possible. The more work done by budget and fiscal 
on 1952 accounts, the less there will be for the auditors to do. 

Furthermore, it is my opinion that we need an objective appraisal of the past 
fiscal situation by people who have no responsibility for the results. Such at 
appraisal by duly qualified accountants would carry great weight with all 
United States Government agencies concerned (TCA, DMS, GAO, etc.). Upol 
your approval of this recommendation, I shall initiate the necessary steps 
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obtain approval from DMS and request them to get in touch with reputable 
accounting firms who might be interested in such an engagement. The work 
should start in TCA/W. 

CHARLES T. WHITE, Controller. 

Approved : 

WILLIAM E. WARNE, 
United States Director of Technical Cooperation for Iran. 

Mr. Mounrarn. Mr. Chairman, I think we ought to state for the 
record that Mr. Charles White, who was the author of one of these 
memoranda, was requested to appear here, but due to serious illness 
in his family, he will not be able to be present; and for that reason, 
rather than calling Mr. White to testify, 1 would like to read certain 
excerpts from his memorandum of July 18, 1953. 

Mr. Harpy. All right. 

Mr. Mountain. The subject of his memorandum is “Recommenda- 
tion for Audit of TCI Accounts.” I will read from paragraph II-A 
inthat memorandum : 

Mr. Whitaker and I arrived about May 1. The situation at that time was as 
follows : 

(1) No overall financial report of even reasonable accuracy had been issued 
for TCA operations within the last year. 

(2) No financial report had been sent to TCA/W since the DS910 for February 
98 1953. The latter was only a partial statement and, therefore, highly inac- 
curate. 

Mr. Harpy. Mr. Mountain, we have a number of specific deficien- 
cies, or What look to me like deficiencies, in the account. Since this 
document has been placed in, the record, I do not think it is necessary 
toread it at this time. 

Mr. Mountain. Very well. 

Mr. Mountain. I would like to call Mr. Randolph Dickins, Jr. 

Mr. Harpy. Mr. Dickins, will you come up? Will you be sworn, 
Mr. Dickins ? 

Do you solemnly swear the testimony in the matter about to be 
given before the subcommittee will be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Dicxtns. I do. 


TESTIMONY OF RANDOLPH DICKINS, JR., CHIEF, MANAGEMENT 
STAFF FOR OPERATIONS, DEPARTMENT OF STATE 


Mr. Mounratn. Mr. Dickins, will you give us a short biographical 
statement for the record, please ¢ 

Mr. Dickins. My name is Randolph Dickins, Jr. I am presently 
assigned to the Department of State. I am Chief of the Management 
Staff for Operations of the Department of State. 

[have been in the Department since August 3, 1954. Prior to that 
date I was assigned to Teheran, and served in Teheran in the Embassy 
from May 3, 1953, until my departure on July 22, 1954. 

Prior to that, 1 was the administrative officer in the American Em- 

assy in Brussels, Belgium, from approximately May 1952 until the 
tnd of that year. 

rior to that I was the general services officer in the American Em- 
bassy in Paris, France, from May 1951 until May 1952. 

Before that I was Chief of the Joint Administrative Services in 
the combined Government group in Geneva, Switzerland, in the Con- 
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sulate General, and served also as executive officer of the United States 
delegation to the Economic Commission for Europe. 

While in Geneva and prior to those assignments, I was assistant 
veterans’ attaché for Switzerland. 

I joined the Foreign Service on April 30, 1947. 

Prior to that, from August 1946 until April 1947, I was Assistant 
Chief of the Division of Registration and Research in the Veterans’ 
Administration, branch office in Richmond, Va. 

Prior to that, I was 614 years in the Navy, serving in various instal- 
lations, ashore and afloat. 

My total experience in the Government is approximately 16 years, 

Mr. Harpy. Mr. Dickins, thank you for that little biography. 

I want to clear up my understanding on 1 or 2 things. You first 
joined the Foreign Service on April 30, 1947? 

Mr. Dickens. Yes, sir. 

Mr. Harpy. Are you now a Foreign Service officer ? 

Mr. Dicxins. I am a Foreign Service staff officer. 

Mr. Harpy. Foreign Service staff officer ? 

Mr. Dicxins. Yes, sir. 

Mr. Harpy. You served in quite a variety of locations in Europe, 
I observe. 

Mr. Dicxrns. Yes, sir. 

Mr. Harpy. And you were transferred from one of those to Teheran. 

Mr. Dicxrns. Yes, sir; from Belgium. 

Mr. Harpy. From Belgium to Teheran. 

You were attached to the Embassy in Iran; is that right? 

Mr. Dicxrns. Yes, sir. 

Mr. Harpy. You were not a TCA employee? 

Mr. Dicxrns. I was not. 

Mr. Harpy. Were you assigned by the Embassy to perform certain 
functions for the Mission ? 

Mr. Dicxrns. Yes, sir. The purpose, the stated purpose of my 
assignment in Teheran to the Embassy was to assist in providing 
administrative support to the various other Government agencies 
which were operating in Teheran, and specifically the then TCA 
operation. 

Mr. Harpy. Was that in line with the type of function you had 
been performing for several years in other overseas posts ? 

Mr. Dricxrns. In some respects, yes. While in Geneva, Switzer- 
land, I provided joint administrative services to other than straight 
Foreign Service activities. In Paris we were providing administr:- 
tive support to other activities, such as MSA. And in Belgium, to 
some extent. 

Mr. Harpy. Had your administrative duties or previous training 
included accountancy or any related subjects? 

Mr. Dicxrins. As administrative officer and general services officer, 
it was a part of my duties to keep track of funds, property, and apply 
those funds and the use of the property under procedures prescribe 
by the State Department regulations. 

I assisted in the preparation of post budgets, reimbursement agree 
ments between agencies, and generally followed the financial plans and 
assisted in establishing financial plans established for the posts. 

Mr. Harpy. You are not an accountant? 

Mr. Dicxtns. No, sir, I am not. 
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Mr. Harpy. You have had considerable experience in governmen- 
tal reports and budgets; is that right? 

Mr. Dicxrns. To some extent; yes, sir. 

Mr. Harpy. And as a part of your administrative duties, you had 
a responsibility in connection with accounting and bookkeeping, and 
the keeping of accounts with the Department and with other agencies? 
Or were the Department’s dealings with other agencies? 

Mr. Dicxtns. If I may express it this way, sir, prior to receiving 
funds, any post in which I served was obliged to prepare a budget 
submission, in which my office played a part in determining how 
much we required and what the money was required for. 

After the budget was submitted, and subsequent allotments 
were made to the post, the post usually prepared a financial plan as 
to how the funds should be expended, based on the current situation. 

The financial plans were subject to constant review in view of 
changes in programs and procedures, and we constantly had to be on 
guard to make certain that we did not overexpend. 

Mr. Harpy. Was that a part of your responsibility ? 

Mr. Dickins. Yes, sir, to the extent that my office was involved; 
and that was usual in a general services function, usually applied to 
the service functions, sometimes called the housekeeping functions. 

Mr. Harpy. Were you familiar with fiscal regulations of the De- 
partment and of TCA ? 

Mr. Dicxrns. I was familiar with the Department of State regula- 
tions, and became familiar with TCA regulations after my arrival in 
Teheran. 

Mr. Harpy. Were you acquainted with the General Accounting 
Office interests and activities in the field of postaudits? 

Mr. Dickxins. Well, I have always known that postaudit is one of the 
functions of the General Accounting Office but I didn’t know that 
they were interested in any particular postaudit 

Mr. Harpy. I am trying to see specifically what personal knowledge 
you had, administrative responsibility, in the field, for being fiscally 
accountable for the use of Government funds. 

Mr. Dicxins. Yes, sir. As an officer I was fiscally accountable to 
a greater or smaller extent, depending upon the assignment I was 
given, for any United States Government property or funds which 
were In my possession. 

Mr. Harpy. And you had a pretty clear understanding of the sig- 
nificance of what was expected of you in keeping track of Government 
funds and material ? 

Mr. Dicxrins. Yes, sir, I did. 

Mr. Harpy. That is all. 

Mr. Mounrarn. Mr. Dickins, I believe you testified that the period 
of your assignment in Iran was from May 3, 1953, to July 22, 1954. 

Mr. Dicx1ns. That is correct. 

Mr. Mountain. What was your title during this period ? 

Mr. Dicxr1ns. I was assigned to the Embassy as General Services 
Officer; and subsequent to my arrival a Joint Administrative Services 
was established, and I was given a corollary title of operations and 
facilities officer for the JAS. 

Mr. Mounratn. Will you describe briefly for us what this Joint 
Administrative Service was, particularly with regard to its relation- 
ship to the United States Operations Mission’s activities ? 
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Mr. Dicxins. The Joint Administrative Services was a group estab- 
lished under the general auspices of the Embassy, to provide admin- 
istrative services to all United States Government agencies in Iran 
except for the military. 

Mr. Mountain. Will you tell us what you mean by administrative 
services ? 

Mr. Dicxrns. Basically the four functions of the administrative 
services provided were security, personnel, budget and fiscal, and 
administrative services other than those previously described. 

Mr. Mountain. Were you responsible in that capacity for procure- 
ment, let us say, of material for technical cooperation projects? 

Mr. Dicx1ns. My own office, which was one of these four basic seg- 
ments of the JAS, was responsible for procurement, local and United 
States procurement, property management, transportation, communi- 
cations, and miscellaneous other services. 

Mr. Mountarn. Did you have anything to do with the rental of 
buildings ¢ 

Mr. Dicxtns. Yes. 

Mr. Mounratn. That would be another one of those miscellaneous 
Services. 

Mr. Dicx1ns. That would be one of the miscellaneous services, the 
rental and control of Government-owned, Government-leased real 
property. 

Mr. Mountain. Do we understand that any vehicles which miglit 
have been operated on behalf of the technical-assistance program were 
your responsibility ¢ 

Mr. Dicxins. That responsibility was given to me, yes, except for 
those vehicles which were directly given to either a cooperative-type 
group, such as the Public Health Cooperative, or turned over to a 
ministry for project prosecution. 

Mr. Mountrarn. Was it your responsibility, taking these vehicles 
again as an illustration, to determine the propriety of, let us say, a 
transfer of vehicles from United States records to one of these 
organizations ? 

Mr. Dicxins. Vehicles were transferred from the Joint Administra- 
tive Services inventory control to one of these other areas, as you just 
stated, at the direction of the codirectors of a project or at the direction 
of the country Director for the TCA program. 

Mr. Mounratn. Did you have responsibility for receiving property 
and material which was scheduled for use in connection with the tech- 
nical cooperation program ? 

Mr. Dickins. Yes. My office performed all of the procurement for 
the various programs of the TCA, followed up in terms of receipt, 
servicing, inventory, and issuance. 

Mr. Harpy. Let me understand something here, as long as we are 
talking about vehicles, 

I understand we were using it as an illustration, but I understand 
among your responsibilities, or the responsibilities of your office, were 
property management and transportation. 

Now then, transportation vehicles that you had under your control 
were your aepoibes insofar as accountability is concerned ; is that 
right ? 

Mr. Dickrns. Yes, sir; until the point they were turned over and 
actually the end use was within a project. 
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Mr. Harpy. After they were turned over, whose responsibility did 
they become ? 

Mr. Dicxtns. They became the responsibility of the codirectors of 
the project or the Iranian ministry, whichever it happened to be. 

Mr. Harpy. Well, when they were turned over to a project, there 
ceased to be any responsibility to the United States Government; is 
that right ? 

Mr. Dicxr1ns. I would like to describe it this way, sir: Upon my 
arrival, we had a number of vehicles which were being used in projects, 
but there was no evidence of a formal transfer of the vehicles into the 
project or to an Iranian Government ministry. So, by that token, 
my office continued to assume responsibility for those vehicles until 
a formal transfer could be made. 

Therefore, during the greater part of my sojourn in Teheran, many 
of these vehicles were being used by the lranian ministries or in the 
projects, but were still in our inventory records. 

Mr. Harpy. You are discussing a technical matter which is proper 
for this kind of discussion. 

Let us take a hypothetical situation which I have not any idea has 
ever existed insofar as Iran is concerned, but for the purpose of under- 
standing it myself. 

Suppose, for instance, you transferred a number of vehicles, auto- 
mobiles, to a project, and a few days later it was decided—I do not 
mean a few days after the project was set up, but I am talking of after 
the transfer—it was decided that that project would be transferred to 
the host government. Then there is no longer any accountability for 
those vehicles insofar as the Government of the United States is con- 
cerned; is that right? They are transferred to the host government. 

Mr. Dicxrns. Only provided that a formal transfer agreement of 
the property was made would we relinquish our responsibility. 

Mr. Harpy. Yes; but you do that when you make the transfer to the 
project ; do you not ¢ 

Mr. Dickrns. No, sir. Because the vehicles were assigned in terms 
of location, perhaps to a project or maybe they serviced several proj- 
ects. But as far as we were concerned, the money that was generated 
by perhaps the project agreement purchased the vehicles, but the end 
use in that project or other projects had no reflection or no influence 
on us changing the inventory control. 

Our inventory control remained a unilateral control, the property 
being part of the United States Government’s records until a formal 
transfer was made. 

Mr. Harpy. That is a formal transfer; that is something different 

from the transfer to the project for use on that project? 
_ Mr. Dicxrys. Let me put it this way, sir: We assigned our vehicles 
in practice to the provincial office regional directors. Now, these 
vehicles, as I have previously stated, may have been financed from 
money out of project agreements or program agreements. 

However, until a formal transfer was made of this property, we 
assigned it to the provincial regional director and he was responsible 
for treating and operating them as United States Government prop- 
erty, regardless of which project or program they were serving. 

Mr. Harpy. I get the impression from the GAO report that a whole 
lot of tractor equipment that was not being used may have been as- 
signed to various and sundry projects. 

79239—56——20 
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Now, to whom does that belong? 

Mr. Dickrns As far as I was concerned and my office was concerned, 
all of the property, the nonexpendable property such as tractors, ve- 
hicles, trucks, were all United States Government property until a 
formal transfer was made of that property. And in that respect, the 
agricultural equipment would be treated the same as automotive 
vehicles. 

Mr. Harpy. If you had assigned certain vehicles to a particular 
project, and that project stopped using those vehicles, did they come 
back under the control of the mission as such, or did they go into 
joint use, or did they go to the Iranian Government ? 

Mr. Dicx1ns. To the best of my recollection, sir, I do not recall that 
any project ever stopped using any equipment. Usually they wanted 
more. 

Mr. Harpy. Well, that question was based on the GAO report. 
Maybe I did not understand it. 

Mr. Dicxins. Yes, sir. 

But I might say this: When we issued the property to a regional 
office, a duplicate set of property cards were maintained by that office, 
Now, it was up to the regional office to inform us that the information 
contained on that card should be changed. As an example, the loca- 
tion of the property, its condition, and so forth. 

The regional office was held responsible to the central office to keep 
our inventory control up to date, so that our cards and their cards 
would be consistent. 

Mr. Harpy. All right. 

Do I understand, then, that, under the terms of transportation or 
property management, your office was supposed to keep a record of 
all of the vehicles that had been assigned to the various projects, and 
keep track of them until they were finally and formally transferred to 
the host government ? 

Mr. Dicxtns. Let me clarify that, sir. As I stated before, the ve- 
hicles and other equipment were bought with project funds and 
charged to a specific project. However, when we issued the equipment, 
particularly the vehicles, they were issued to the regional office and not 
necessarily, as far as we were concerned, identified with any given 

oroject. 
Ours was not a question of end use, but a question of accountability. 
The end-use audit was not within the purview of my office. 

Mr. Mountarn. Mr. Dickins, are you saying that no matter where 
used, until-a formal transfer was made title remained with the United 
States; and as long as title remained with the United States, you had 
the responsibility for inventory control of the vehicles? 

Mr. Dicxins. Yes, sir. Now, that is as far as the equipment that 
was received through our office. 

There might have been equipment prior to my arrival and the 
establishment of the JAS, that was received, and there might have 
been equipment that was purchased locally in the provincial offices. 

Mr. Harpy. Even so, somebody had to account for that if it was 
purchased locally with United States dollars. Did anybody have 
accountability for that, or did that go into the joint fund, or what: 

Mr. Dicxtns. Would you restate that, Mr. Hardy? 

Mr. Harpy. I reckon it is complicated. 
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I was just thinking in terms of equipment that was purchased locally 
with United States dollars. Even though it was bought over there, did 
not somebody have a responsibility for accounting for it? 

Mr. Dicxins. Yes, sir. Any local purchases that were made in 
Teheran or were made by my procurement shop were entered on the 
inventory, if it was not expendable equipment. 

Mr. Harpy. That was made by somebody in the mission before 
you got there, that somebody else had the responsibility for it ? 

* Mr. Dicxins. Yes, sir. It is 

Mr. Harpy. And you had a responsibility after you got there if you 
knew where it was? 

Mr. Dicktns. Yes, sir. 

Mr. Harpy. Now, just one other question, and then I am through. 
I think I am beginning to understand this a little bit better. 

At what point, in terms of the life of a project or in any other 
context, was it normal to make these official and formal transfers 
of equipment which relieved any and all United States employees of 
accountability ? 

Mr. Dicxrns. One example that comes to my mind was the estab- 
lishment of the public health cooperative, which I believe was estab- 
lished prior to my arrival in Teheran. As I understand it, a con- 
iden amount of equipment lost its identity as United States Gov- 
ernment property upon the establishment of this cooperative, and the 
equipment was actually transferred to the cooperative which as I 
understand it, was a sort of an extension of the Ministry of Health. 

I am not certain about that, because I am not too familiar with 
the program agreement language. 

Perhaps prior to my arrival, other property was transferred di- 
rectly to ministries, too, or elsewhere, but I have no knowledge of that 
having been done specifically. 

Mr. Harpy. Well, I have given one illustration, but what I am try- 
ing to determine, if I can, is what was the normal practice. Do I 
understand from you that is the only instance, to your specific know]l- 
edge, that transfers of equipment were formally made so that there 
was no further accountability on the part of United States employees? 

Mr. Dick1ns. Toward the latter part of my stay, I believe a public 
statistics cooperative was established and a small amount of equip- 
ment was transferred to that cooperative, as was done previously in the 
public health cooperative. 

Mr. Harpy. Do I understand, then, there was no established routine 
procedure by which, at a certain period of time after a project had 
been initiated, equipment would be transferred to it? 

Mr. Dicxtns. No, sir; unless it was specifically stated in the pro- 
gram or project agreement, to my knowledge there was nothing which 
specifically established a transfer at any specific time of property from 
the possession of the United States Government. 

Mr. Harpy. Thank you. 

Mr. Mountain. Mr. Dickins, will you tell us the status of the inven- 
tory of equipment for the TCA Mission as you found it when you 
arrived ? 

Mr. Dicxtns. When I arrived in Teheran, there was a property 
office, and there were in existence inventory records of TCA property. 
The accuracy of those records was subject to some question, for two 
reasons: We were unable to reconcile our procurement requests with 
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the equipment that we had received from the United States against 
those requests; and secondly, there was on a sampling basis some 
inconsistency between the records that we had and the actual physica] 
inventory of equipment that was in the locations indicated on the 
property cards when the samplings were taken. 

Mr. Mountarn. Could you give us a litle bit more detail on that 
last statement? Let’s take vehicles, for example. Did you know 
when you arrived how many vehicles you had responsibility for ? 

Mr. Dicxrns. No, sir; I did not. There were some guesses on it, 
and I had no actual conception of what we did have. 

Mr. Mountatn. Were there records of vehicles? 

Mr. Dicxrns. Yes, sir; there were records of vehicles. 

Mr. Mounta1n. Well, I am not sure it is clear as to what the rela- 
tionship of these records was to the actual vehicles and how you went 
about reconciling them if there were differences. 

First of all, can you tell us how many vehicles you were told you 
had when you requested the information ? 

Mr. Dicktns. I asked how many vehicles we had and I was told 
they would have to make an inventory count. 

To the best of my recollection, this inventory count revealed that 
we had some 325 vehicles under the administrative control of the 
TCA Mission. There were other vehicles which were in the hands of 
the public health cooperative and; therefore, we had no records on 
that. 

Mr. Mounrarn. Did you have any records of their having been 
transferred to the public health cooperative and similar organizations! 

Mr. Dicxrns. Yes, sir. The public health cooperative had records 
indicating the vehicles that they had in their possession, and a receipt 
was produced showing that these vehicles had been transferred. 

I might point out that the formal transfer of these vehicles had 
not been completed, if I recall correctly. Mr. Gregory can correct 
me on that if 1 am wrong. 

Mr. Mounrarn. How long did it take you to find out how many 
actual vehicles you had ? 

Mr. Dicxrns. Well, in view of the complicated communications 
system and the inability of our few personnel to devote as much 
time as was necessary to it, it took several months to actually reconcile 
the vehicles that we had with our inventory records. 

Mr. Mountain. I believe you stated that something in the neigh- 
borhood of 300, or so, vehicles were the numbers you were told you 
were responsible for. 

Mr. Dicxins. Approximately 325. 

Mr. Mountain. That is what the records showed you were respon- 
sible for ? 

Mr. Dicxrins. Yes, sir; that is what our inventory records showed. 

Mr. Mountarn. How many vehicles did you find that you had by 
your actual count? 

Mr. Dicxins. I believe we found approximately 125 more. 

Mr. Mountarn. So in total, you had some 450 vehicles for which 
you were responsible, and the records showed 325. 

Mr. Dicxtns. Yes, sir; plus what we had on order. 

Mr. Harpy. Mr. Dickins, is there any way that anybody could find 
out how many vehicles, and of what type, in total were shipped over 
there during any given period of time? 
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Mr. Dickins. Yes, sir; and I did just that. With Mr. Warne’s per- 
mission, we sent a cable to the TCA, then FOA, Washington office, and 
asked if they would inform us by motor number and body number, and 
other data, all of the vehicles which had been purchased on behalf of 
the mission, and the delivery dates on those vehicles. 

We felt that an answer of this nature would inform us (1) what had 
been sent to us; and (2) that which was still on back order and pro- 
curement requests had not been filled. 

Mr. Harpy. Did they give it to you? 

Mr. Dicxins. Yes, sir; they gave us an answer. Yes, sir. 
don’t—— 

Mr. Harpy. Was it complete? 

Mr. Dickens. It was essentially complete; yes, sir. 

Mr. Harpy. I understood they did not know too much about it be- 
cause GSA had bought the wahialen and sent them over there. 

Mr. Dicxtns. That was the usual procedure. When we presented 
requests for items to FOA, Washington, they would then have the 
GSA do the purchasing. 

The GSA procurement people would keep the FOA Washington 
people informed as to the status of procurement and delivery. 

Mr. Harpy. And it is your testimony that FOA could and did pro- 
vide the mission, or the Embassy, with a substantially complete list of 
all the vehicles that had been procured and shipped over to the mission ? 

Mr. Dicxtns. Yes,sir. This did not include, however, those vehicles 
which had been purchased locally, and perhaps some vehicles which 
had been bought outside of Iran and not in the United States. 

Mr. Harpy. What percentage of the vehicles that were included on 
their list could you find? 

Mr. Dicxrns. I am afraid I don’t recollect, sir, just how many we 
did find. 

Mr. Harpy. Did you make any comparison of the number that were 
shipped, the number that you could locate? 

Mr. Dicx1ns. We certainly did. 

Mr. Harpy. Where would the records on that be? 

Mr. Diexrns. Sir? 

Mr. Harpy. Where would the records on that be? 

Mr. Dicxins. The records would undoubtedly be at the post? 

Mr. Harpy. Certainly, if FOA sent over a list of all these vehicles, 
the FOA ought to have a copy of the list. I would be surprised if 
such a list existed if the GAO did not take a look at it, because they 
made some comments about this business. Maybe we should ask them 
right now if they are aware of this. 

_ Mr. Rabel, you have heard, I presume, the testimony here about a 
list of all vehicles shipped over to the mission. Did you see such a list 
In your audit ? 

Mr. Rapet. Mr. Chairman, I myself have no knowledge of such 
a list. However, I have auditors on the job here. I would have to 
confer with them as to whether they have seen such lists before I can 
make a categorical statement whether we have seen one or not. 

Mr. Harpy. Well, you made extensive comments about equipment 
over there in your report. Would you not have normally tried to find 
out what the mission had done toward finding out what equipment 
had been sent over and what it could account for ? 
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Mr. Razet. My understanding is, this account relates to 1953; and 
our report presents a picture in 1955. 

Mr. Harpy. You did not take into account 1953? 

Mr. Rasen. Well, originally we did survey back to 1953, but I my- 
self was principally concerned with the condition of the accounts in 
1955. 

Mr. Harpy. Do you understand the problem that is before the com- 
mittee right now? Your report, the GAO audit report, dated 1955, 
talked about the inadequacy of records, the failure to keep an ac- 
count of vehicles, as I recall it. We are talking about the situation as 
it existed in 1953, and we are getting testimony to the effect that FOA 
supplied a list of all the vehicles that were sent over there and that 
an effort was made to round them up. 

Mr. Razer. Mr. Chairman, our comments on the inadequacy of 
records were not principally directed at vehicles. We have not criti- 
cized the accounting for vehicles. 

I personally found the accounting for vehicles adequate in the mis- 
sion at the time. Our comments were principally on project equip- 
ment like this agricultural equipment. 

Mr. Harpy. I thought they counted them as vehicles. Did you not 
call them vehicles, Mr. Dickins? 

Mr. Dicxrns. If I did, sir, I didn’t deliberately do it. The agri- 
cultural equipment was not treated as automotive vehicles, no, sir. 

soe ee When you referred to tractors, did you mean tractor- 
trucks ¢ 

Mr. Dicxrins. You referred to tractors; I didn’t. 

Mr. Harpy. I do not know. Maybe I am getting your comments 
and mine mixed up. 

Mr. Raset. Mr. Chairman, may I say that the accountability for 
automotive vehicles usually you will find more adequate than for 
other equipment, especially project equipment, because the Federal 
Government has uniform procedures on how to account for it. 

Many laws set the ceilings on the number of automobiles which can 
be purchased, so generally you do find accountability for automotive 
vehicles in the strict sense much more adequate than for other equip- 
ment. 

Mr. Harpy. Let me clear up right now my own misconception. 
Maybe I used the word “tractor.” I thought you had, and were re- 
ferring to farm equipment and all in the same kit and caboodle be- 
cause when I started on this question, I was talking about farm equip: 
ment along with your transportation equipment. Maybe I got off the 
beam there. 

But let us understand now what we are talking about. Did the list 
that you requested from FOA consist of only automobiles and trucks, 
or did it include other equipment ? 

Mr. Dicxtns. The list that I requested from FOA was for only 
automotive equipment, some of which was used in the agricultural 
projects. 

I would like to point out, sir, as a bit of additional information, 
that none of the vehicles on inventory with the exception of two were 
classified as passenger vehicles; they were classified as trucks, becau 
they were on a truck chassis. 

And to correct this gentleman in the back of the room, [Mr. Rabel] 
these vehicles were only project vehicles in almost every instance. 
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They were project vehicles, and in that respect no different from 
agricultural equipment such as you have referred to as tractors. 

Mr. Harpy. Did I understand you to say that you had in this whole 
list only two passenger vehicles as such ? 

Mr. Dicxtns. Yes, sir; on a passenger car chassis. 

Mr. Harpy. You mean that was all the mission had? 

Mr. Dicxins. Yes, sir. One was assigned to the country director 
for his personal use, and the other was used by the balance of the 
staff. 

Mr. Harpy. Did your list of passenger vehicles include station 
wagons ? 

Mr. Dicx1ns. We had some vehicles which were loosely termed 
station wagons, They were panel trucks with seats in them, and they 
were on extra large chassis and were used to transfer personnel and/or 
other things. 

Mr. Harpy. What did your project personnel travel in? 

Mr. Dicxins. They traveled in carryalls. They were Chevrolet car- 
ryals on truck chassis. 

Mr. Harpy. What is that, a pickup? 

Mr. Dicxrns. They were large, covered metal trucks with seats 
mounted in the rear. 

Mr. Harpy. What is the difference between them and a station 
wagon ? 

Mr. Dicxtns. Comfort, and size, and the fact that they could be 
used for dual purposes to carry more freight than a station wagon. 

Mr. Harpy. If you had only two passenger vehicles as such and 
most of your project personnel got around in trucks that were put 
on heavy chassis, did you not have to rent a lot of automobiles? You 
were the rental agent, too, were you not? 

Mr. Dicxtns. Yes, sir. Our office was charged with contractual 
services, and as such, in the beginning of the program, if there was 
any need to contract for hire trucks or other vehicles in order to 
properly prosecute the program we did so. 

Mr. Harpy. You only had two. I am really intrigued about this. 
What kind of automobiles were those two—Cadillacs? 

Mr. Dicxrns. One was a Chevrolet and, Mr. Warne, you can cor- 
rect me on this, I believe the other one was a Pontiac station wagon, 
was it not 2 

Mr. Warne. We had a Pontiac station wagon at one time; and we 
had at one time, preceding that, a second Chevrolet; and we had at 
one time succeeding that a Ford. In other words, we had two at a 
time, but we wore a couple of them out. 

Mr. Harpy. I am not sure I understand this; it looks funny to me. 

Mr. Warne. Would it help any, Mr. Chairman, if I told you you 
could not use a passenger vehicle on the roads of Iran; that it shook 
to pieces, and we had to use heavier equipment ¢ 

Mr. Harpy. I think that helps me to understand it. 

Mr. Warne. That was the situation. 

Mr. Dicxrns. I can give you statistics on that. At the time I was 
there, there were only 4 percent of the roads in Iran that were, to use 
the word very loosely, paved. 

Mr. Harpy. So if you wanted to get around at all for any length of 


lime, you had to have something heavier than a passenger automobile; 


sthat correct ? 
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Mr. Dicxtns. That is correct, sir. 

Mr. Harpy. Now, let us go back to where we were a minute ago, 
What about the question of rentals; did you have very many automo- 
bile rentals? 

Mr. Dicks. We rented trucks; and for a while, when I first 
arrived, there were some other passenger automobiles on rent. 

Mr. Harpy. Do you have any memory or any statistics on the num- 
ber of cars that were rented in any given period of time and for what 
purpose they were used ? 

Mr. Dicks. I have no accurate memory of that, sir. I do remem- 
ber there were approximately some 5 or 6 passenger vehicles which 
were on rent on a daily basis or an hourly basis. 

Mr. Mountain. What kind of cars were these, Mr. Dickins? 

Mr. Dicxins. They were passenger cars, four-door passenger cars, 
some of them quite antiquated, DeSotos, Chryslers, and so forth. 

Mr. Harpy. Now, let’s not eliminate General Motors. Did they 
have Cadillacs and Chevrolets ? 

Mr. Dicxrns. If there was a Cadillac—I think I do remember 1 
Cadillac, but it was about 10 years old. I am not certain about that. 

Mr. Warne. I don’t remember any Cadillac. 

Mr. Mountatn. These cars that were rented were mostly in the 
Teheran area; were they not? 

Mr. Dicxrns. Yes, sir; those were the only ones I knew about that 
were being rented. 

Mr. Mountain. Did you find that private limousines and sedans 
were being rented for each division chief in Teheran, with chauffeur, 
and being rented for from 14 to 16 hoursa day ? 

Mr. Dicxrns. I found cars being rented by division chiefs, and for 
official business and for personal business in connection with repre- 
sentation after hours. 

Mr. Mounratn. Is that an answer to the question I asked ¢ 

Mr. Dicktns. That is an answer to the question. 

Mr. Mounrarn. You don’t want tocomment on the 16 hours a day! 

Mr. Dicx1ns. Some of our officers out there worked, in fact all of 
them worked, quite long hours, and public transportation facilities 
in Iran were practically nonexistent. 

Mr. Mountatn. Did this arrangement continue after you got there! 

Mr. Dicxins. No, sir. 

Mr. Mountain. Why not? 

Mr. Dicxins. I brought to the attention of Mr. Warne that this 
was not consistent with the State Department regulations; and since 
TCA had no regulations of its own in that respect, I suggested that 
we terminate that arrangement. 

Mr. Mountarn. Did Mr. Warne agree? 

Mr. Dicxrns. He agreed. 

Mr. Mounrarn. Did you have any discussion with him before he 
agreed to it? 

Mr. Dicxrns. I do not know whether I wrote him a memorandum 
or whether I discussed it with him personally, or both, but I do re 
member that I brought this to his attention. 

And for the sake of good staff relationships, and so forth, Mr 
Warne and I tried to work it out so that it would be as painless 3 
possible on these people who were going to be deprived of their tral’ 
portation. But he agreed—— 
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Mr. Mountain. Did Mr. Warne tell you he would like to have this 
arrangement continued ? 

Mr. Dickrns. He asked me if I would write to Washington and find 
out if there was any means by which we could continue this arrange- 
ment. 

Mr. Mounta1n. Did you write to Washington ? 

Mr. Dicxrns. I did. 

Mr. Mountain. At any point did you tell Mr. Warne that you could 
only agree with this arrangement if he would put his request in 
writing ? 

Mr. Dicks. Prior to receiving our reply from Washington, which 
took several months, an occasion arose whereby an officer asked for 
one of these vehicles. I am only calling on my sketchy memory on 
this. Mr. Warne asked me if it was possible to give this officer a 
vehicle until a decision was rendered by Washington, in order that 
this officer would be on a par with the other officers who were still 
using the vehicles, 

I informed Mr. Warne that if he wanted me to give this officer a 
vehicle, I would be glad to do so if he would authorize me in writing. 

And Mr. Warne said that I should not provide the officer with a 
vehicle. 

Mr. Mountain. I believe you mentioned a little earlier that pas- 
senger vehicles were sometimes purchased locally. 

Mr. Dicx1ns. Yes, sir. 

Mr. Mounta1n. Was this in accord with regulations ? 

Mr. Dicxins. Normally you have to, under the regulations, ask your 
agency’s permission to purchase equipment of this nature. As to 
whether any requests had been forwarded and permission granted; 
I don’t know. 

I assume that it was. But we did, because of the needs of the 
program and inability to effect rapid delivery of vehicles on order, 
purchase vehicles locally. 

Mr. Mountain. Was that done after you arrived ? 

Mr. Dicx1ns. No,sir. That was done prior to my arrival. 

Mr. Mounta1n. Did you make any purchases of vehicles locally ? 

. Dickrns. I did not. 
. Mountain. Then there were no emergency situations of the 
kind that you describe after you arrived ? 

Mr. Dicxrns. No, sir. By the time I arrived, our equipment started 
flowing in, and we had no need for that. 

_ Mr. Mounrarn. When there is a local purchase of a vehicle, does 
itcause any difficulty as far as establishing title to that vehicle ? 

Mr. Dickins. Not normally. 

Mr. Mounrarn. Did it in Iran? 

Mr. Dickins. We had several occasions where, because of the urgent 
needs of the program, what appeared to be clear title on vehicles 
turned out to be vague, and we had difficulty in establishing title, but 
subsequently we did. 

Mr. Mountarn. That would only have happened in a few cases, 

presume, 

Mr. Dickrns. Yes; only 4 or 5. 

Mr. Mounrarn. You mentioned a little earlier having to write back 
'o Washington to find out what the procurement records in Washing- 





302 UNITED STATES AID OPERATIONS IN IRAN 


ton showed. Was it not customary for a mission in the field to have its 
own procurement records ¢ 

Mr. Dicxrins. Yes, sir. It is customary to have your own procure. 
ment records, but it is not unusual to try to reconcile field records with 
headquarters records. 

Mr. Mountain. Were procurement records established in Iran when 
you arrived ? 

Mr. Dicxtns. We had some procurement records; a new officer had 
recently taken over and reestablished our procurement office and had 
commenced setting up records; yes, sir. 

Mr. Mounrarn. Isn’t it true that at the time you arrived, procure. 
ment records were just being established, although procurement opera- 
tions had been in effect for 18 months? 

Mr. Dickrns. Yes. We had—it had been necessary to gather and 
consolidate procurement records, which were dispersed throughout 
the TCA mission. 

Mr. Harpy. Mr. Dickens, I do not want to upset you at all, but you 
know you are hedging so much now that it is a little bit difficult to tie 
your testimony in w ith some of your statements which you put down 
In writing. 

Mr. Dicxrs. I am trying to amplify, Mr. Hardy. 

Mr. Harpy. You are trying to amplify or hedge, I do not know 
which. 

I am not at all sure you are doing yourself any good, and you are 
making it more difficult for the cominittee, I believe. But it is all 

right if that is the way you prefer to do it. 

“Mr. Dicxrys. Maybe it would suit Mr. Mountain better if he were 
to read my statements which Mr. Henderson gave him. 


Mr. Harpy. I am afraid I am going to have to put the whole memo- 
randum in the record, and I had not ; intended to do it. Without ob- 
eatan the memorandum will be introduced into the record at this 
point. 
(The document referred to follows :) 


JuLy 19, 1954. 
To: Ambassador Loy W. Henderson. 
From: Mr. Randolph Dickins, Jr. 
Subject : Completion report for my tour of duty in Teheran, May 3, 1953, to July 
22, 1954. 

In view of my transfer to the Department of State after 144% months at this 
post and because of the rather unusual nature of the job I have had during this 
period, i thought it advisable to prepare a completion report similar fo thos 
prepared by FOA employees indicating something of the nature of the iub I have 
had aad the problems attached thereto, in order that it can be mace a matter 
of official record. 

I. Prior to my departure for Teheran, I had the advantage of receiviog 4 
thorough briefing on the problems at this pest and, notwithstanding the fact that 
I had been the administrative officer in a rather large Embassy in Europe priot 
to this assignment, It was not long before I became aware that the job to which 
I had been assigned in Teheran was much larger than anything I had hereto 
fore experienced and was quite different in nature. 

Mr. Ford, the executive director of NEA, and members of his staff pointed 
out to me that administrative relations between the Embassy and point 4 wel? 
quite strained, that many personality differences existed and that I was to go 
Teheran and attempt to establish, together with the other principal administ!- 
tive officers, a large joint administrative services which would meet the require 
ments of the various United States agencies that the Embassy was committed 
to support in such a manner as to resolve the many problems which existed 
at that time. 
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Upon my arrival in Teheran, I found a marked lack of enthusiasm by the 
Embassy administration and that of point 4 to cooperate and coordinate a 
unified administrative support program. Many charges were repeated in my 
presence, and I found the country director of point 4 quite disheartened concern- 
ing the lack of support that the Embassy and the Department of State were 
committed to provide to his operations in Iran. On the other hand, the Embassy 
administration, with the possible exception of the Personnel Office, made it clear 
to me that standard procedures were not being followed by point 4 and that, 
rather than be caught in what would eventually be an embarrassing situation for 
all concerned, the Embassy would prefer to relinquish all responsibility for 
administrative support of the point 4 program. 

Upon my arrival and that of Mr. Whitaker, the new budget and fiscal officer, 
several days later, Mr. Frank, the counselor of Embassy for administration, agreed 
to make an attempt to establish a joint administrative services and requested 
that I thoroughly acquaint myself with the current problems existing in admin- 
istration in the field of operations and facilities and come up with a plan for a 
joint administrative services group. After a number of weeks of observation 
and inquiry, I accumulated sufficient data and knowledge to reduce to paper 
an organization plan for a joint administrative services for Teheran which 
would service the Embassy, USIS, MAAG, and point 4. 

It migh be well to point out some of the problems that confronted the Embassy 
at the time of my arrival. In the field of operations and facilities I found: 

1. There were few obligations made in advance of administrative financial 
commitments. 

2. There was no adequate review of proposed expenditures prior to their being 
made, 

3. There was no budget, as such, for operations in Teheran or in the field. 

4, No procedures for procurement, acquisition of real property, property 
management, etc., were in existence for the mission. 

5. Few controls over local expenditures in Iran and many expenses which 
should have been made against the program were being charged to adminis- 
tration. 

6. Preventative maintenance and repair were practically nonexistent, except 
onan emergency basis. 

7. Motor pools in Teheran and the Provinces were not organized. 

8. There was no comprehensive program for the acquisition of automotive 
spare parts, with the result that for these and many other items local purchases 
at exorbitant costs were being made, rather than prior bulk purchases through 
the United States which would have resulted in enormous savings. 

9. The transportation of goods and materials was being done without bene- 
fit of quoted rates and contractual arrangements, which permitted many abuses 
through the lack of being able to establish claims, check deliveries, ete. 

10. Inventories of equipment, both for the program and administration were 
nonexistent or erroneous. A full inventory report of equipment in the field and 
at headquarters had never been properly made and reconciled with records. 

ll. Figures given to me as to how many vehicles were in the point 4 program 
varied from 325 to 700. It took many months to establish finally how many 
vehicles we had and get receipts for those that had been destroyed, lost, or trans- 
ferred to Tranian agencies. 

12. There was little or no documentation on program equipment that had 
been transferred or given to agencies of the Iranian Government. 

13. Passenger vehicles had been purchased locally contrary to the regulations 
and in at least five cases after purchase clear title could not be established and 
they could not be licensed and operated. 

14. There were little or no controls over the issuance of expendable office 
‘supplies and cases were found where expensive office equipment was being 
replaced as many as 5 or 6 times a year on a single desk. 

_ ls. There had been no training program for chauffeurs or mechanics and driv- 
ing was of the poorest quality and most of the chauffeurs could not speak or 
understand English. 

_16. Requisitions for supplies and equipment forwarded from the 10 large point 4 
lield offices were being lost or not acted upon. 

_17. Continuous streams of complaints were coming in from the field request- 
ig advice and guidance on administrative operations and procedures which 
Was not forthcoming. 

18, The point 4 personnel in Teheran were located in many buildings through- 
out the city and the effectiveness of coordination and communications was at 
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a low point between the various divisions and between the divisions and admin- 
istration. Furthermore, the buildings occupied were uneconomical and trans. 
portation costs resulting from this decentralization were exorbitant. 

19. An efficient messenger service and the movement of documents was prac- 
tically nonexistent. 

20. Lateral telephone communications between office buildings and offices in 
buildings were practically nonexistent and I often experienced several days’ 
delay in reaching anyone on the telephone. 

21. Procurement records were just being established, although procurement 
operations had been in effect for 18 months. 

22. I was unable to establish how many pieces of property were occupied by 
point 4 facilities throughout the country and I discovered that there were only 
8 leases properly prepared and an estimated 57 additional leases that should 
have been prepared as much as 14 months before my arrival and still were 
not formalized. State Department lease procedures were not being followed 
and property owners throughout the country were complaining bitterly that 
they had gone as long as 13 months without payment. Also, payments in some 
cases for occupied property were being made from petty cash funds and when 
leases were finally formalized, it was most difficult to determine how much was 
owed to the landlord without reconciliation of fiscal records which were practi- 
cally nonexistent. 

23. All of the vehicles in point 4 needing repair and servicing, with the excep- 
tion of those very few that could be handled by the limited facilities of the 
Embassy, were being repaired and serviced in commercial garages in Teheran 
and the Provinces at exorbitant costs, with poor quality workmanship. Commer- 
cial repair costs for the provincial offices alone for an estimated 400 vehicles was 
approximately $24,000 a month. 

24. Mail service to the provincial offices was abnormally long in terms of 
transmission, and the payrolls and other communications were occasionally lost 
or missent. 

25. Transportation of personnel between the provincial offices and Teheran 
was done on a purely commercial basis, and much time was lost in the movement 
of people. 

26. Inspection of warehousing compounds in the provincial offices revealed 
large stocks of equipment and material which had been purchased but not used 
for several yeurs, but if properly distributed could be used in other provincial 
office areas rather than duplicate purchases effected. 

27. Private limousines and sedans were being rented for each division chief 
in Teheran headquarters, with a chauffeur, and were being used for official and 
personal business on an average of 16 hours per day. 

28. No action was being taken on automotive accident reports, either in terms 
of review in Teheran or forwarding to Washington, as required by the 
regulations. 

29. There was no system established for negotiating, preparing, and formaliz- 
ing contracts, other than for procurement. 

30. Rental costs for personal housing were spiraling at a rapid rate, due to 
lack of control and some irregularities in the housing unit. 

31. The customs clearances for incoming goods and materials and for outgoing 
personal effects were encumbered by redtape, and goods often did not reach their 
destination after their arrival in Iran for as long as 3 months. 

32. There was no system for inspecting locally procured commodities or those 
received from abroad, and receiving reports did not exist, except in the most 
primitive form. 

33. There was no representation on behalf of point 4 and the Hmbassy at 
the Persian Gulf ports and many incoming commodities and materials were 
being lost, damaged, pilfered, or ruined by lack of proper protection from the 
weather. 

34. There was no central telephone-directory services and it was almost im- 
possible to find the number or location of any individual in the point 4 offices. 

35. There existed a complete lack of faith in administrative support between 
the provincial offices, where the bulk of the point 4 personnel were located, and 
headquarters. This resulted in actions such as a provincial office sending ® 
technician or other staff personnel to Teheran with large sums of money !2 
their pockets to purchase items required on the local market and thus bypassing 
the Procurement Office. This resulted in competition between various offices 
of the same agency and resulted in confusion and waste of money. I was also 
told how the Embassy could buy a desk cheaper than point 4 was buying them 
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and conversely how point 4 could buy a file cabinet cheaper than the Embassy 
could buy the same product. 

36. Point 4, in attempting to operate its own operations and facilities, failed 
to coordinate its administrative personnel and I found that most of them were 
operating without central direction or guidance. 

Before closing on the subject of the situation as I found it here, which in- 
cludes many other problems in addition to those listed above, I should like to 
emphasize that the nature of the point 4 program was such that a great deal 
of the program itself was decentralized, but, due to the lack of adequate admin- 
istrative personnel in the field, the administrative operation was almost com- 
pletely centralized, which put an enormous burden on headquarters in Teheran. 
Almost complete support had to be given for approximately 1,500 Iranian per- 
sonnel and 150 American personnel in the field. Communications were poor, 
transportation difficult and, due to martial law and the unfriendly attitude of 
the Government, operating conditions were handicapped. 

One last point is the kind of people that were assigned to administration. 
Almost without exception they held very low grades, had not received any pro- 
motions since their recruitment, and were by and large unfit for their jobs in 
terms of past experience. The procurement officer was an ex-engineering officer 
on a small commercial vessel. The assistant procurement officer was an ex- 
steward on a ferry boat. The property officer was an ex-employee of the D. P. 
Commission in Germany. The administrative services officer was an ex- 
educationist from a western university. The executive officer had previously 
supervised a Veterans’ Administration program abroad. The transportation 
officer and garage mechanic had never supervised the repair or had any training 
in the repair of automotive vehicles. With no background experience, little or 
no guidance or supervision, it was no wonder that the administrative support of 
the point 4 program, which was growing in size every day, lagged far behind 
and was virtually in an insoluble mess. 

II. The plan to remedy this situation in the form of a JAS proposed that 
in the absence of sufficient support, in terms of money and personnel in the 
Department of State, which apparently was not forthcoming at that time, all of 
the point 4 and Embassy administrative personnel be amalgamated into one 
organization, a definite staffing pattern established and, through mutual agree- 
ment between the Embassy and point 4, a Joint Administrative Services organi- 
zation be implemented. An organization chart was prepared suggesting the 
creation of an Operations and Facilities Office with six sections for Transpor- 
tation, Communications, Property Management, Buildings and Equipment, Pro- 
curement and Miscellaneous Services respectively. These sections were further 
broken down into various units and a staffing pattern, as well as an overall 
general order on the functions that they would perform, was prepared. 

A meeting was held with Mr. Warne, the country Director, and principal 
members of his staff with Mr. Frank. I spent 414 hours exactly attempting to 
“sell” Mr. Warne by plan. Mr. Warne was extremely critical and skeptical of 
the success of such a plan. He pointed out that he saw no reason why he should 
have to provide personnel and facilities for a JAS, inasmuch as this was a State 
Department commitment. He further pointed out that the services rendered 
to date were so inferior that he had no reason to expect that they would improve 
under this proposal. Finally, Mr. Warne agreed to the proposals in principle 
and gave me exactly 90 days not only to work out the details and implement the 
plan, but to make it a complete success. I agreed that I would do my best and 
was certain of success, provided that point 4 would agree to supply the personnel, 
both American and Iranian, required to implement the plan. Mr. Warne stated 
that he would not do this as far as the Americans were concerned and I was 
obliged to make the plan work if I could keep the point 4 personnel presently 
assigned to administrative work. 

Following this meeting, which took place in the latter part of June, I began 
to work 12 hours a day, 7 days a week to reorganize all of the administrative 
operations, with the exception of personnel and fiscal. A general order was 
Prepared which established an Operations and Facilities Office staffed by approx- 
imately 27 Americans and over 500 Iranian personnel. Functions were spelled 
out and procedures on procurement, leasing, property management and control, 
ete., were promulgated. A large building was obtained between the Embassy 
and point 4 headquarters and for the first time since the inception of point 4, 
the functions of Procurement, Personnel, Administrative Services and budget 
und fiscal were placed in the same building under the same roof. 
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Notwithstanding Mr. Warne’s statement that I could utilize all of the point 4 
administrative personnel then occupied in this field of work, I began immedi- 
ately to lose some of these people due to other assignments that were made 
through needs of the program. Naturally, the efforts of my office were delayed 
and inhibited as the result of losing these members of my staff, but I could easily 
understand Mr. Warne’s responsibility was to his own program first and that 
needs of State Department support must necessarily come second. 

III. With the steady loss of American personnel assigned to my office, it became 
quite obvious that plans for an efficient JAS, in terms of future operations, were 
tenuous at best, and with some encouragement from the Department a complete 
and well-justified central JAS budget was prepared for submission to Washing- 
ton. The budget proposed the centralization of all administrative funds and an 
American and Iranian staff which would be payrolled by the Foreign Service. 
Agreement to the budget, in terms of percentage of contribution from each 
agency, including MDAP, USIS, the Department, and TCA, was reached locally 
and signed by all of the mission chiefs. The budget, together with strong argu- 
ments for its immediate implementation, was submitted to Washington in Sep- 
tember of 1953 and for many reasons, mainly that agreement as to the amount to 
be contributed by each agency could not be reached in Washington, the budget 
was never approved and implemented. As a result, through my complete tour 
of duty until July 1, 1954, the JAS organization, which was one principally in 
name only and consisted of a “shotgun marriage” of personnel, procedures, and 
financing, continued to operate at less than maximum efficiency due to its many 
frailties, weaknesses, and absence of central direction. This last point can be 
exemplified best by pointing out my own position. Mr. Warne insisted that he 
have direct supervisory control over me and the activities of my office. Mr. 
Frank, as nominal chief of the JAS, also insisted on direct supervisory control 
over my activities. The result was divided supervision, authority, and opinion. 
I was constantly required to keep each of these indiivduals informed of what I 
was doing and what the other one was saying. I found myself caught in the 
middle on many occasions and, in effect, was obliged to act independently of 
both if I was to get my job done. 

This same weakness to a lesser extent held for the budget and fiscal officer 
and the personnel officer, who were confronted with the same problems in respect 
to divided supervision as I was. In this respect, it might be well to point out 
that, due to the size of the point 4 mission (the largest in the world), the opera- 
tional demands of its program, the decentralization of facilities into the field, 
and the centralization of control resulted in approximately 95 percent of my time 
and that of my staff being devoted to point 4 alone. Inasmuch as the JAS activi- 
ties were physically separated from the nominal chief of the JAS, it was impos- 
sible to coordinate our activities fully with him and we became more and more 
isolated from his supervision. Every effort was given to provide equal considera- 
tion to Embassy and USIS problems with those of point 4. This proved virtually 
impossible, due to the difference in the types of programs involved. 

Mr. Warne himself repeatedly told me that he was convinced that this sort 
of operation would never succeed, although he gave me every opportunity to make 
it succeed. He backed me 100 percent, and I was able to obtain the support of his 
principal staff members. I was treated as a member of the point 4 staff and ac- 
cepted as a part of that organization. 

The pressure that Mr. Warne exerted on my office was enormous and necessary. 
Through the confused situation that confronted the Embassy budget and fiscal 
officer upon his arrival and the pressure put on Mr. Warne by Washington be- 
cause no financial statements had been forthcoming for months, even greater 
pressure was put on the budget and fiscal officer than was placed upon myself. 
A point 4 comptroller arrived at the post and, due to the inability to obtain ade- 
quate personnel in the budget and fiscal office, the comptroller recommended, and 
it was approved, that a separate OM/I Budget and Fiscal Branch be established 
and, with the exception of disbursing and miscellaneous vouchering, that the 
point 4 mission would assume the responsibility for all point 4 fiscal matters. 
This splitup of specific functions in the JAS not only reestablished to a certain 
extent a separate point 4 administrative office, but considerably weakened what 
had heretofore been a unified JAS and made it that much harder on the personnel 
office and my office to accomplish this task. The inevitable result of this split 
was that the Embassy budget and fiscal officer no longer had the job consistent 
with his grade and previous responsibility and he asked either to be transferred 
or reassigned to other duties. 
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IV. While the events described in III above were taking place and notwith- 
standing the setbacks, handicaps, and frustrations that I was experiencing, the 
following steps were taken to improve administrative operations with success to 
the extent that the job was finally being done, although in some cases not as 
perfectly as it could have been had plans for the JAS and adequate personnel been 
approved. 

1. A procurement procedure was developed and published which not only estab- 
lished limitations on what and how goods and services would be purchased, but 
also insured that financial commitments would not be made in advance of obliga- 
tions. Also, this procedure provided for adequate review of proposed expendi- 
tures based on the amounts involved, in order that duplication and waste would 
be avoided. 

2. Together with the comptroller of OM/I, a fiscal plan was budgeted for head- 
quarters and field operations. 

8. Procedures were prepared for the acquisition of real estate through leasing, 
purchase, etc., and property management. Accurate records were established and 
physical inventories made. 

4. A clear policy was established as to what expenditures would be charged 
against administration and what expenditures would be charged against program 
budgets. 

5. A preventative maintenance program was established for Teheran and com- 
mercial automotive repair costs eliminated through the leasing of a garge facility 
for OM/I vehicles. Motor pools were evaluated and vehicles distributed based 
on actual requirements. 

6. A comprehensive automotive spare parts program was established and funds 
obligated for orders placed in the United States for approximately one-half 
million dollars worth of spare parts. With the arrival of this order, costs of spare 
parts, as opposed to previous local expenditures for these items, should drop 
well over 100 percent. 

7. A contract was negotiated with a transportation company for the move- 
ment of goods and materials which established for the first time rates and other 
conditions which gave the JAS control over expenditures and permitted the estab- 
lishment of claims for loss and damage. An additional contract was negotiated 
with another company with set rates and conditions for the packing and moving 
of personal effects. 

8. A thorough analysis of the motor fleet was completed and indicated that 
there were approximately 1,100 vehicles operating in point 4, Embassy, and 
USIS programs and consisted of 26 makes in various stages of disrepair. A 
replacement program was laid out and through committee control, vehicles were 
allocated to the field on a pool basis, based on actual program requirements. 

9. A through analysis was made of expendable supplies which had been costing 
approximately $225,000 a year and semiannual requisitions based on actual needs 
and controls for the issuance of the supplies effected. 

10. Through a buildup of the transportation personnel and working in con- 
junction with the Labor Branch, a joint program was established for the train- 
ing of chauffeurs and mechanics in headquarters and the field. This office 
actually undertook through this device to manage a point 4 project. 

11. An analysis of space requirements was made and through a better choice 
of larger buildings, point 4 and JAS personnel were centralized to the maximum 
extent possible. Six buildings were given up and 39 local positions abolished 
as the result of this action which was estimated to realize a saving of $39,000 
per annum. 

12. The local communications system was entirely revamped and with the 
expenditure of approximately $60,000, central switchboards were imported and 
all Government agencies put on the same telephone network. This reduced 
the messenger services by one-half, increased communications and cut down on 
vehicle transportation between buildings. For the first time in 3 years it was 
possible to reach any person in any office building by dialing an extension. The 
messenger service was improved to the point that a messenger called on each 
office every 30 minutes and material moved between office buildings once an hour. 

13. After 8% months of work, communications, consultation and research, 
all of the real property occupied by point 4 was placed under proper form lease 
contracts and outstandanding moneys owed property owners paid. 

14. The shuttle service between office buildings in Teheran was established 
eliminating the need for nine vehicles. A field shuttle service on a weekly and 
twice-weekly basis was established to all provincial offices with the exception 
of Ahwaz and Babolsar which are served by rail. The transportation costs 
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for personnel were reduced considerably and pouches were moved on the shuttles, 
as well as other small goods and materials. 

15. As mentioned above, a real motor-pool operation was established in Teheran 
and the provincial offices. Personally assigned cars were placed in the pools 
and the rental of vehicles was brought to a stop. 

16. Through a better choice of local personnel to staff the Personnel Housing 
Unit, the spiraling rental rates in Teheran were brought to a stop and for a 
period of 6 months the average rate was lowered by 16.2 percent. Rates have 
again begun to rise because of the shortage of housing and the large influx of 
American and other foreign personnel following the last change in government. 

17. A clear understanding was finally reached with the customs authorities 
in Teheran and at the port, and two representatives of this office were stationed 
in the port to expedite the clearance of incoming goods and materials. Redtape 
has been reduced to a minimum and the average time of 3 months between the 
port and Teheran was reduced to 16 days. 

18. A system of inspection of incoming goods, whether locally procured or 
shipped from abroad, was instituted and comprehensive receiving reports were 
made a part of routine procedure. 

19. Several meetings of the field administrative officers from the 10 provincial 
offices were held in Teheran, and for the first time the field offices began to have 
faith in headquarters’ administrative support. Also, this office actively partici- 
pated in meetings of the provincial directors, which occurred approximately each 
2 months, and the discussions and critiques proved most helpful. 

20. Through the establishment of procedures, more comprehensive supervision 
and control, and centralized guidance from my office, it was possible to train the 
personnel assigned to the operations and facilities office to a degree that uni- 
formity of operations and procedures became a matter of routine. It was still 
necessary to assist the section chiefs to a considerable extent and perform some 
of their tasks which they either did not have the time or the ability to perform. 
This had a damaging effect on general supervision, but was necessary, notwith- 
standing. 

In summation, great improvements were made, although even greater improve- 
ments could have been made had there been a sufficient staff, a unified budget, 
and active centralized supervision of the JAS. 

Vv. As the operations and facilities office became more firmly established and 
the point 4 program continued to grow in size, more and more calls were made 
upon myself and my staff to perform chores which were not strictly within our 
terms of reference. Specifically, I am referring to the participation of the opera- 
tions and facilities office in direct program support which ultimately consumed 
25 percent of the time of my office and at least 80 percent of my own time. I was 
called upon to participate actively in meetings on specific programs, such as 
agrarian development, office of emergency aid projects, and many others which 
normally should have been the tasks of an OM/I executive officer, which position 
had been abolished upon my arrival in Teheran. 

In December of 1953 the OM/I legal counselor asked me if I would personally 
participate with him in drawing up some plans for the establishment of a 
bilateral organization for the prosecution of the point 4 program which would 
be known as the master joint fund for technical and economic development. 
Notwithstanding the fact that I was already working 10 to 12 hours a day, I 
was delighted to have the opportunity to work with the legal counselor, Mr. 
Gregory, on this project for the following reasons: 

1. The Embassy’s efforts to establish a formal JAS with a single budget had 
been a failure and with the program increasing in size, it was inevitable that some 
other avenue toward a solution had to be taken. 

2. Through a thorough familiarity with the point 4 program, I realized, as 
did Mr. Gregory, that unless some steps toward program integration could be 
effected, the programs of the United States Government and those of the Iranian 
Government would pursue parallel roads with little hope of crossing at any 
foreseeable date. Integration of administrative and program activities appeared 
to be the solution to this problem. 

Mr. Gregory and I together as a team of two devoted all of our spare time and 
many nights to developing an outline of a plan for an overall program agree- 
ment. He approached the problem from the point of view of the program and 
program projects, whereas I approached it from the point of view of adminis 
trative implementation. A program agreement was drafted and I devised 40 
organization functional chart and the chart embodied an executive office for 
program operations and a staffing plan was devised together with job descr!> 
tions for each of the 18 principal American positions. 
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The country director then established an Integration Committee, ef which I 
was a member, and this committee sat almost constantly to review the progress 
of our work. The plan was submitted to FOA/W, which gave its approval, and 
the program agreement establishing the so-called master joint fund was signed. 
A letter was drafted to the designated Iranian codirector of the master joint 
fund, advising him of the steps that had been taken and to be taken for the 
implementation of this progrim which would change the entire operating struc- 
ture of the point 4 program in Iran. Operating procedures designed to meet 
the needs of the program and become model documents for Iranian Ministries 
were written by myself with the help of other members of the JAS staff. These 
procedures covered procurement, property management, communications, secu- 
rity, personnel, transportation, etc. 

The provincial directors were called to Teheran and given a thorough indoc- 
trination of the new program. A complete inventory of all property was made 
and, almost without exception, the property was transferred to the master joint 
fund, which is, in effect, an agency of the Iranian Government. 

The plan of the master joint fund was implemented as of July 1, 1954, and its 
affect on the Embassy JAS was considerable. The Embassy JAS, which is now 
called the Embassy Administrative Support Group, was finally assuming the 
responsibilities for which it was originally intended and was completely out of 
active program support of point 4. The Embassy group is now responsible for 
communications and all American personnel of point 4, USIS, and the Embassy 
and other aspects of administration, vis-a-vis point 4, as they relate to the 
headquarters operation and that part of the program. 

At the present time, there is some confusion both in the Embassy and the 
master joint fund concerning administrative operations which is inevitable 
when there is a complete dislocation of space; the movement of many personnel; 
redefining of functions and the redefinition of numerous personnel tasks. The 
space pattern for the master joint fund, the Embassy and the OM/I technical 
divisions has been completely changed, new buildings obtained and transporta- 
tion facilities reallocated. Until the American positions in the Embassy support 
group and the master joint fund are filled, it will be difficult to implement the 
new procedures and accomplish all the tasks that are necessary in these opera- 
tions. The direct participation of the Iranian Government to some extent in 
master joint fund activities, in terms of “opposite numbers” for the key posi- 
tions in the master joint fund, will require considerable time in the first few 
months in terms of indoctrination. The Embassy has not, as yet, received 
approval of its budget for the administrative support group and, therefore, 
is unable to recruit the additional Iranian personnel required to complete the 
task to which it has been assigned. 

VI. In terminating this report, I would like to summarize by stating that 
during the past 14 months, despite the handicaps and problems which con- 
fronted my office, as set forth above, the large job that I was assigned has been 
done well, although not always in a polished manner. The job was done at 
great expense of time, health and morale of my people and myself. There were 
always emergencies, both in Teheran and the field, and the very nature of the 
work of the Operations and Facilities Office required constant and immediate 
attention to problems as they arose. Improvements throughout the entire 
administrative program relating to our office were accomplished and specific 
projects were inaugurated which will or have already realized considerable 
savings to the Government. 

I should like particularly to mention the household-furnishings program which 
is already providing all basic household furnishings to American FOA personnel 
as they arrive in Iran, with an anticipated saving of many thousands of dollars 
in freight and packing costs, as well as alleviating a severe morale problem, 
in terms of long delays in the delivery of personal effects from the United 
States. Another project now underway which I also initiated was the leasing 
of a large, new building that is being converted into an apartment house con- 
taining 23 units and, upon completion, will provide comfortable living quarters 
for American personnel and their families in a city which is high in rents 
and short on housing and also will result in a considerable saving in quarters 
allowances. 

Approximately 4 months ago, Mr. Warne’s staff recommended me to him as 
the executive officer for the new master joint fund and this recommendation, 
which apparently had the concurrence of the Embassy, became a matter of 
public knowledge. Despite your efforts and those of Mr. Warne and his staff, 
a series of subsequent events which involved an inspection of this post resulted 
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in my transfer to the Department, in spite of the fact that you and Mr. Warne 
still desired that I assume this new position. Nothing in my past performance, 
nor that of the members of my staff, in my opinion, merited any undue criticism 
by the inspectors and, to my knowledge, their final report corroborated this 
opinion. The failures, if any, and the reasons therefor are already set forth 
above and I can only again repeat that with an ever-growing program, lack 
of adequate support from Washington, in terms of approval of a formal JAS 
and a budget therefor, inadequate personnel and dual supervision, the per- 
formance of myself and my staff cannot be criticized, but should be com- 
mended. Mr. Warne has done this in several of his reports to Washington, 
as well as in a letter of commendation to me through an advisory efficiency 
rating on my performance. 

In closing, I should like to make a specific point which I would recommend 
be drawn to the attention of the Department that a small handful of State 
Department Foreign Service personnel were committed to these administrative 
tasks and worked hard and many long hours without a single promotion or 
word of recognition and they deserve highest praise and every special con- 
sideration that the Department can give. They worked side by side with 
a small group of FOA American employees in harmony and, with few excep- 
tions, did not complain when the FOA employees received several promotions 
while they received none. 

Miss Ursula Wallace, Mr. Henry Pierce, Mr. James Harnett, and many of 
their American subordinates are especially deserving of commendation for 
the work they have done faced with almost impossible odds. FOA American 
personnel also gave unselfish generosity to their tasks who should be specifically 
commended are Mr. Ernest Diggs, Mr. James Moran, and Mrs. John Quigg 
(nee Hanback). This does not mean that the other American members of 
my staff did not also perform in a manner that was a credit to them and the 
Government, since, almost without exception, everyone did a splendid job. 

As for myself, I leave this post with considerable regret and a feeling of 
pride that I did as well as could be expected under the circumstances. My 
job was performed at the expense of a considerable part of my homelife, and 
twice I was hospitalized for nervous upsets resulting from overwork. I have 
lost 31 pounds in the past 14 months and feel that I have become mentally and 
physically stale. Had I known of the obstacles that would face the JAS and 
myself when I arrived here, I would have been most reluctant to have made 
the commitments I did last June. Notwithstanding this, I have gained con- 
siderable experience and by and large the job proved to be a constant challenge 
and very enjoyable. 

I should like to thank you, as well as Mr. Warne and Mr. Rountree and 
ae other officers who have given me such fine support in performing 
my job. 

RANDOLPH DICKINS, Jr, 
Attaché of Embassy. 


Mr. Harpy. Go ahead, Mr. Mountain. 

Mr. Movunrarn. I believe you said you were responsible for checking 
equipment as it arrived and seeing that it was distributed to the 
destination to which it was to go; is that correct? 

Mr. Dicks. Yes, sir. 

Mr. Mountain. What was the situation you found as far as this 
part of your responsibility was concerned when you arrived ? 

Mr. Dicxrns. When I arrived, I was informed that as against a 
large back order of procurement requests, only a trickle of the equip- 
ment on actually coming into Teheran. The reasons for this were 
several. 

First, there appeared to be a lag in procurement in the United 
States and there was some confusion as to procedures, as I understood 
it, here in Washington. 

Secondly, there was a bottleneck in the port of Khorramshahr 
which was our principal port of entry for the country. This bottle- 
neck was due to a number of reasons. 
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It being the only port, the few docks that could accommodate 
vessels were so overworked and so overloaded that vessels had to lay 
out in the stream. The equipment was offloaded from these vessels in 
such volume that the customs personnel and freight personnel were 
unable to actually keep track of it as sufficiently as they might have 
under other circumstances. 

Thirdly, there was a problem of protection, overhead protection 
for the equipment when it was offloaded. 

And fourthly, there was a problem of transportation from the port 
to Teheran which was our trucking head. 

Have I answered your question, Mr. Mountain, or is there , 

Mr. Mountain. Yes; what I was trying to get at is that at the time 
you arrived you found that it was difficult, if not impossible, to trace 
shipments and know exactly when they were coming in, or where 
they were, or where they were going. Is that correct or not? Not im- 
possible, but difficult. 

Mr. Dickins. It was very difficult because we were not receiving, 
when I arrived, our shipping manifests from Washington in advance 
of the shipments. 

Mr. Mountarn. I believe you also stated that when it arrived, it 
sometimes went directly out to the regional area, to the project to 
which it was assigned. 

Mr. Dicxtns. That had been done; yes. 

Mr. Mountain. And did not filter through Teheran or through 
records in Teheran. 

Mr. Dicxins. That was my understanding of what happened. 

Mr. Mounrarn. That would explain to some extent why your pro- 
curement records—— 

Mr. Dioxins. It would explain why our procurement records didn’t 
have attached thereto receiving reports in some instances, although 
before I arrived the provincial officer had a responsibility in writing 
to the effect that they were to report the acquisition of any nonexpend- 
able equipment. 

Mr. Mountatn. Did you check to see how procurement had been 
handled prior to the time you got there? Were you able to determine 
whether or not letters from technicians were going to Washington 
ordering equipment in that form, or whether it all flowed to and from 
procurement channels? 

Mr. Dicxins. Frankly I didn’t review that because I was kept too 
busy trying to launch a new procurement program and reorganize our 
procurement office to be much concerned as to what had taken place 
prior to my arrival and how procurement had been effected. 

The only interest I did have in that respect was one of trying to 
reconcile procurement documents with actual receiving reports, and 
to further follow up and find out what action had been taken on pro- 
curement documents sent forward. 

Mr. Mountarn. In these various areas in which you found serious 
problems for which you were going to be responsible, did you report 
on your findings to Mr. Warne? 

Mr. Dickrns. Yes; I did. 

Mr. Mountarn. Did you make any recommendations to him? 

Mr. Dicxins. Yes. When I arrived in Teheran I, of course, was 
requested to become acquainted with the general situation as to the 
way operations were going prior to making any recommendations. So, 
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I ee some weeks in Mr, Warne’s headquarters office and in other 
buildings around town trying to find out what procedures were taking 
place and where help might be given and then I went to Mr. Warne 
with a series of recommendations which were backed up by certain 
findings that I had made. 

(Mr. Brownson left the meeting at this point.) 

Mr. Mountain. Will you tell us what transpired at this meeting 
with Mr. Warne in which you made your findings known to him? 

Mr. Dicxtns. Yes. It was a rather lengthy meeting. It took place 
several weeks after my arrival. Mr. Warne had the principal mem- 
bers of his staff present. Mr. Laurence C. Frank and Mr. Whitaker 
of the Embassy were with me. I had made a number of notes con- 
cerning my findings of the administrative situation as it pertained 
to my own responsibility and I brought these matters to the attention 
of Mr. Warne and made a suggestion for the organization of a joint 
administrative service and presented an outline as to how my own 
office would operate, provided that the agreement was given to the 
establishment of a JAS. 

Mr. Mountatn. What was Mr. Warne’s response ? 

Mr. Dicxins. Mr. Warne questioned me at considerable length about 
some of my findings. I believe that I was perhaps a little too precipi- 
tous in some of my criticisms, or at least some of my comments were 
taken as criticisms, and Mr. Warne made it rather clear to me that 
he didn’t want anyone on his staff or assisting him who was to criti- 
cize, but he wanted help. I tried to make my position clear and did 
make it clear that in order to cure the patient, you have first got to 
diagnose the ill. 

Mr. Warne accepted that and at the termination of the meeting Mr. 
Warne agreed to giving the proposed JAS a 90-day trial. 

Mr. Mountarn. Do we understand that the JAS had not been in 
existence prior to this point? 

Mr. Dicxrns. That is correct. 

Mr. Mounrarn. And that you had proposed its establishment ? 

Mr. Dicxtns. That is correct. 

Mr. Mountatn. But you had responsibility for these operations you 
have been describing even in the absence of a JAS, 4s that correct ? 

Mr. Dicxrns. Only on an ad hoc basis, Mr. Mountain. The Em- 
bassy upon my arrival was performing certain administrative support 
functions. One was in the field of local procurement in Teheran. 
Another one was in the field of housing. We were given some support 
in the maintenance and repair of vehicles in the Embassy garage, 
and there were numerous activities to which we were lending some 
support. But it was on an informal basis and it was only to the extent 
that the Embassy felt they could do the task. 

Mr. Harpy. We are going to have to recess for about 20 minutes. 
I don’t think it will take any longer than that. So we will stand 
in recess. 

(A recess was taken.) 

Mr. Harpy. Go ahead, Mr. Mountain. 

Mr. Mountarn. Mr. Dickins, I believe you had been telling us 
at the time we recessed about your meeting with Mr. Warne and the 
proposal to set up and implement a joint administrative service. 
I am not sure we got from you what Mr. Warne’s response was to you. 
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Did he approve this recommendation on your part ? 
Mr. Dicxins. Yes. He approved it conditionally, that he would 
ive us 90 days to implement our proposals and to give evidence that 
it Was a Success. 

Mr. Mountatn. Was this the period that you had suggested or was 
this his idea as to how long it would take to do it? 

Mr. Dicxins. Well, as I recall, Mr. Warne asked me how long it 
would take to put this proposal into operation and make it a success, 
and arbitrarily I suggested that in 90 days it could be done. 

Mr. Mountarn. You told Mr. Warne that the program, in 90 
days, could be put into effect and its success or failure tested within 
that period. 

Mr. Dicxins. That is correct. 

Mr. Mountain. Did you make any conditions surrounding this 
proposal ? 

Mr. Dicxins. Yes. I had to point out that the Embassy adminis- 
trative staff as then constituted, was unable to undertake the job 
which the State Department had committed itself to perform, and 
that pending the assignment of additional State Department person- 
nel, it would be necessary for me to have additional personnel from 
elsewhere, and I suggested to Mr. Warne that the staff of the then 
executive office of the TCA Mission be assigned to me in order that 
they might be amalgamated with the Embassy personnel and thereby 
provide a basic staif to perform the job as I had outlined it to him. 

Mr. Mountain. In other words, you were going to combine the 
staff personnel available in the TCI headquarters with those of the 
Embassy to perform these functions on a joint basis? 

Mr. Dioxins. That is correct. The TCI personnel who were then 
performing administrative functions which were related to the func- 
tional outline of the JAS that I had presented to Mr. Warne. 

Mr. Mountain. Do you recall how many people you had by com- 
bining these two staffs ? 

Mr. Dicxrns. I don’t recall the exact total but I do recall that there 
were between 12 and 20 TCI American administrative personnel that 
I hoped to amalgamate with my own Embassy staff. 

Mr. Mounrarn. Did Mr. Warne agree to merge these personnel with 
yours ? 

Mr. Dickins. Yes, he did. 

Mr. Mounratn. Did you also ask for additional personnel to be fur- 
nished by the mission ? 

Mr. Dicxins. Yes, because of my lack of familiarity with the basic 
personnel problems which Mr. Warne had been facing for some pre- 
vious months, I was not aware that his efforts to obtain personnel were 
equally if not more difficult than the Embassy in this respect, and 
knowing that the State Department had made no commitments for 
additional personnel to staff up an administrative support group, I 
asked Mr. Warne if in addition to the 12 or 20 administrative per- 
sonnel that were already on his staff, would he also provide me the 
additional TCA personnel to staff up the additional positions which 
I couldn’t fill through the local amalgamation of the 2 groups. 

Mr. Warne stated that he could not do this, and outlined the prob- 
lems that he had been facing in previous months, and added that he 
would be doing a considerable amount for the Embassy by letting me 
have the administrative personnel already on board in Teheran and 
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that he didn’t feel that TCA should be committed for additional per- 
sonnel to perform a basic State Department Foreign Service function. 

(Mr. Meader enters the hearing.) 

Mr. Harpy. Now, do we understand that it was a basic State De- 
partment function to provide administrative services for the mission? 

Mr. Dicxrns. Yes, sir. As I understand it, the State Department 
had agreed with the TCA that administrative support for at least 
the administrative activities of the point 4 program in Iran would 
be provided by State Department personnel against which a reim- 
bursement agreement or some reimbursement arrangement would be 
made for the paying of their salaries and expenses. 

Mr. Harpy. All administrative support would have included proj- 
ect administration other than the technicians? 

Mr. Droxtns. I have never been quite clear on that, sir. I do know 
that the program support and the headquarters administrative sup- 
port were in effect a combined support concept in Iran in that we 
moved right into the support of the programs in the administrative 
sense, such as procurement, warehousing, and other functions which 
I previously described. 

r. Harpy. So you don’t know whether you were supposed to have 
provided administrative support for the specific programs? 

Mr. Dicxins. My superiors in the Embassy indicated that I was to 
provide support to Mr. Warne to the extent that he required it, but 
no line of demarcation had been drawn between the program and 
administrative support. 

Mr. Harpy. But still they wouldn’t give you anybody to do it? 

Mr. Dicx1ns. That is correct, sir. 

Mr. Mountain. How many people did you have under you who were 
Embassy personnel to be contributed to this joint administrative 
service ¢ 

Mr. Dicxins. Outside of the communications area, I had approxi- 
mately six. 

Mr. Mounrtarn. Did you 

Mr. Drcxtns. These were American personnel. 

Mr. Mountarn. Yes. Did you draw up, and was there subsequently 
issued, a general order establishing an Operations and Facilities 
Office ? 

Mr. Dicxins. Yes, I did. Mr. Warne signed that and it was issued 
as a notice to point 4 personnel. 

Mr. Mountarn. Did this Operations and Facilities Office carry out 
most of these functions we have been talking about? 

Mr. Dicxins. Yes. 

Mr. Mountarn. Did it have a staffing pattern which called for 27 
Americans and over 500 Iranian personnel ? 

Mr. Dricxrns. It did. 

Mr. Mountarn. Did you have those 27 Americans to begin with? 

Mr. Dicktns. I had approximately 27 American personnel when 
I started the JAS Operations and Facilities Office. Some vacancies, 
established vacancies, were not filled and, I believe, ultimately we rec- 
ommended a total of 837 Americans to do the job as the program grew. 

Now, of the personnel that I had to begin with, a number of these 
people had been assigned to Teheran to participate in various pro- 
grams and through the needs of the central administration in Mr. 
‘Warne’s office, it had been necessary apparently to assign these people 
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to perform administrative functions and to take them off of their 
program work. 

After I had been in operation for a short period of time, Mr. Warne 
felt it advisable to take some of these people away from my office and 
detail them to program activities, either in Teheran or in the field. 

Mr. Mountain. These were people that had been originally fur- 
nished to work this out in 90 days? 

Mr. Dicxrns. That is correct. Now, Mr. Warne’s reasons were in 
my opinion excellent for doing this. He had a program to operate. 
Emergencies arose which he had not foreseen when he made this com- 
mitment to me, and as a choice between the program and administra- 
tive support which was basically an Embassy responsibility, he had 
no other choice and so explained it this way to me. 

Mr. Harpy. When did you reach that decision ? 

Mr. Dickens. Sir? 

Mr. Harpy. When did you reach that decision that you have just 
expressed ? 

Mr. Dicxrns. I reached that decision at the time Mr. Warne ex- 
plained it to me.as his reasons why he had to take my people away 
from me, and I so made a record of that to Mr. Henderson at the time 
that I left Iran, which I think is in my report to him. 

Mr. Mountain. About how many people were withdrawn? 

Mr. Dicxtns. I think that about 40 percent of the people were with- 
drawn. 

Mr. Mounratn. That is 40 percent of the people originally fur- 
nished by the TCI Mission ? 

Mr. Dicx1ns. Yes. However, unfortunately the people that were 
taken were people who held the more responsible positions at the 
higher grades which hurt to an even greater extent than would be 
implied by the percentage. 

Mr. Mountatn. We understand your testimony that you have said 
you needed a certain increment of personnel in order to do this task 
within the 90-day period. You did not get this increment but you 
did proceed on the basis that you would have the people that you 
started with. 

Mr. Dicxrns. That is correct. 

Mr. Mountarn. And then in the course of the 90 days you lost ap- 
proximately 40 percent of the people, some of whom were key people, 
that you had. 

Mr. Dicxrs. That is correct. 
ze _ Mountain. How did you make out with your program after 

iat ¢ 

Mr. Dicxrns. Well, it meant that everyone had to work harder, and 
I reported to Mr. Warne on the 90th day as to the progress that we had 
made, what we hadn’t accomplished, and I believe that 

Mr. Harpy. Did you report in writing ? 

Mr. Dicxtns. No, sir. I did this verbally, and I believe that the 
report I gave to him did indicate substantial achievement. I did report 
to him, however, that I had not been able to carry out my promise, and 
that was to put the entire Joint Administrative Services, as far as it 
pertained to my responsibilities, in apple-pie order. 

Mr. Harpy. Did you explain to him the part that the loss of per- 
sonnel or lack of personnel played in your failure, if any ? 
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Mr. Dickins. Yes, sir. Mr. Warne asked me why I had not been 
able to report a complete success, and I told him that I felt that the 
fault was—the fault rested with his mission in that they had taken 
people from me which they had originally committed. And then I 
added, as I have said before, that I felt his reasons for doing so were 
understandable and that I had no quarrel with why he did it, but it was 
my reason for not being able to achieve the success I strived for. 

ei Hampy. Were you criticized for having failed in your under- 
taking ? 

Mr. Dicxrns. No, sir. Mr. Warne, as he stated to me in the same 
meeting, was apparently quite pleased with the work I had been able 
to accomplish and gave his blessings for the continuation of the JAS 
— ~" me that he would back me a hundred percent on anything that 

id. 

Mr. Harpy. In the course of this period of time, in what regard did 
you make any substantial improvement toward your initial objectives? 

Mr. Dicxtns. We put controls on the use of vehicles. We estab- 
lished first through fifth echelon maintenance and repair. We set up 
a screening process for the procurement of vehicles. in order to make 
certain that on a pool basis we didn’t order too many pieces of auto- 
motive equipment. We drew up a formal procurement procedure for 
both program procurement and administrative procurement. We 
devised forms, established offices, and consolidated all administrative 
personnel in one building so that we could have more cohesion in our 
operations. 

We started on a project to tie in all of our office buildings in terms 
of communications. We improved the messenger service which had 
been quite lax. We established scheduled transportation facilities 
between the various provincial offices and headquarters, and so on. 

Mr. Harpy. In short, you did put in some measures that accom- 
plished a considerable amount of efficiency in the field. Is that what 
you would say ? 

Mr. Dicxtns. Yes, sir. I can state that we began to show marked 
improvement in all of the six basic areas for which I was responsible. 

Mr. Harpy. Now, you indicated that you had drawn up procedures 
and developed some forms, but procedures and forms are never very 
much good if they aren’t used. Did you have the people use them 
and did you have the capability to see whether or not these procedures 
were being followed ? 

Mr. Dicxtns. Yes, sir. The procedures that we established in prin- 
ciple had inherent in their structure a system whereby we could actu- 
ally cross-check to see if procedures were being followed. 

As an example, if we ordered something, the order was placed in 
a procurement request. The procurement request had to have an obli- 
gation shown on the request. The next officer in line was unable to 
actually process the request unless an obligation was shown thereon. 

After the procurement action was taken, the procurement order 
did not go back to the files until a receiving report was attached there- 
to. The receiving report showed on its face the fact that the item, if 
it was nonexpendable, was picked up on the inventory, and so there- 
fore we had inherent in the procedure a series of cross-checks which 
would show a failure anywhere in the process. 

Mr. Harpy. Did you have anybody check to see whether it showed! 
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Mr. Dicxrns. Yes, sir. We established a warehousing and property 
management section which actually started doing just that. 

Mr. Harpy. Were you able to keep your records up to date? 

Mr. Dicks. Yes, sir, we were. 

Mr. Harpy. My goodness. You didn’t need any more people, then. 

Mr. Dicxtns. There were some things, Mr. Hardy, that we were 
not doing which we would have liked to do if we had had the people 
to do them. 

As an example, our provincial offices needed a great amount of ad- 
ministrative guidance and help. The provincial offices were operating 
motor pools of 50 to 75 vehicles. Every motor pool and every main- 
tenance garage was being operated in a different fashion. Determina- 
tion as to requirements for spare parts was being approached differ- 
ently in the various offices. If we had had people, we could have done 
these things. 

We tried to approach the basic fundamental thing as much as we 
could and hoped for the best in terms of assignment of additional per- 
sonnel to do the others. 

Mr. Harpy. Well, that is what worries me. This little “hope-for- 
the-best” business that you put in. I am trying to understand what 
you actually were able to accomplish. 

Now, had any of the equipment for the Karadj Dam started to 
arrive during your period over there? 

Mr. Dicxins. To the best of my knowledge I don’t think so, sir. 
I am not sure. 

Mr. Harpy. Did you establish any procedures or put in any controls 
over the management and recording of farm machinery and its use? 

Mr. Dicxrns. Yes, sir. We did two things. 

First, we set up an inventory control system, a property system, in 
which we recorded all equipment as it was received, its condition, 
and to where it was eventually assigned. 

Second 

Mr. Harpy. When did you do that? 

Mr. Dicxi1ns. This was in the latter part of 1953. 

Mr. Harpy. Now, in 1955, according to the GAO audit report: 

At the time of our field inspection, the Mission had substantial quantities of 
unused farm machinery in the various field locations, but available property 
records did not permit the necessary management decisions for transfer or other 
appropriate disposition of idle equipment. 

That was in 1955. That was 2 years after you set up your system. 

Mr. Dicktns. Yes, sir. Well, I was about to lead to the second 
point on what we did. 

The second thing we did was to take a physical inventory through- 
out the entire country. I went to Mr. Warne and over his signature 
we issued an instruction to every field office in Teheran that between 
two dates, a physical inventory was to be taken of the entire country’s 
equipment, and we had two reasons for doing this. 

First, and obviously, we wanted to find out what we had and to 
reconcile our inventory records with that. 

_ Secondly, there was already thinking developing in terms of estab- 

lishment of a master joint fund, at which time we would transfer a 
good portion of this equipment to the master joint fund program. So 
there was not only an urgency to get it done as it was needed but 
there was an urgency to get it done for this new program. 
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Mr. Harpy. You did that when ? 

Mr. Dicxtns. In the latter part of 1953. 

Mr. Harpy. Did you take an actual inventory ? 

Mr. Dicxrns. Yes, sir, an inventory, physical inventory, procedure 
was devised and sent out to each rerieeial office and we applied the 
same procedure within the Teheran area. 

The inventory was broken down for the first time into administra- 
tive equipment and into program equipment. 

Mr. Harpy. You had no knowledge, then, of what caused it to be 
necessary for the Mission Director to issue instructions for an inventory 
of all project equipment in July of 1955? 

Mr. Dicxrns. No, sir. I don’t have any reason to see why that 
should have been done, provided that the $25 million worth of equip- 
ment that we transferred over to the master joint fund was properly 
inventoried and kept in inventory and that any new equipment that 
was received was posted to the records. 

Mr. Harpy. Do you have reason to believe that the inventory you 
took in 1953 was accurate ? 

Mr. Dicxrns. I had some reason to believe it was not wholly accurate, 
not that those items that we found were improperly inventoried, but 
that we were not able to locate some of the equipment which we sus- 
pected existed or had existed. 

Mr. Harpy. Well, now, tell us how you went about making this 
inventory. 

Mr. Dicxrns. As I said, we issued instructions over Mr. Warne’s 
signature to all the field offices and to the divisions in Teheran, the 
various operating divisions, and to the Teheran regional team. My 
own office had a certain responsibility for making physical inventory 
of all administrative equipment. 

Mr. Harpy. Did you personally participate in it? 

Mr. Dicxrns. Only to the extent of reviewing the inventory reports 
as they were completed to find out the progress that was being made 
and to evaluate if there were any discrepancies in the procedure and 
the manner in which it was being done. 

Mr. Harpy. Now, these people that actually did make the inventory 
reported to you the procedures they were using in trying to locate the 
equipment out there? 

Mr. Dicxrns. That is right. 

Mr. Harpy. You had a responsibility for it, so you must have 
known how the operation was going. 

Mr. Dickrns. Some of my people actually went to the field and 
assisted the provincial 

Mr. Harpy. Describe how they did it. Did they have to take a 
flashlight and go around at night and locate a serial number on a 
vehicle ? 

Mr. DicxrNs. No, sir. When we sent people out to the field, they 
took with them a set of inventory records which we had assembled 
since I had arrived for that particular provincial office. They first 
reconciled those inventory records with those at the field posts. Then 
the field post was instructed to commence using one of our people as 
a sort of team leader to start an inventory of everything that was on 
the premises of the provincial office. 

Then, each of the program officers who was involved in one or more 
projects was asked for assistance in inventorying those pieces of equip- 
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ment which were out beyond the confines of the provincial office in that 
particular province of the country. 

The administrative personnel working with those program officers 
actually began to tour around the country in order to get the numbers 
off of the pieces of equipment. In some cases we found that there 
were no inventory numbers on them and inventory numbers were 
placed thereon at that time. 

That is the way it was done in a provincial office. 

Now, as far as Teheran was concerned, we actually made a physical 
check of every warehousing compound, of every oflice—— 

Mr. Harpy. It ought not to be too hard to count the vehicles in a 
warehouse or warehousing compound, but if they are not all there, 
then their location presents something of a problem. I had under- 
stood that a good bit of this equipment was not in a place where it 
could be readily accounted for, and I want to know how you went 
about locating it ? 

Mr. Dicxins. There was some equipment, particularly the agricul- 
tural equipment, where that was the case, and in those instances we 
had to check from one person to another to run down this equipment. 
We would go to a program officer and say, “Do you happen to know if 
there is anything within your area which is being used by an Iranian 
industry or being used by some particular bongah or area of your 
province,” and as soon as they said they had seen this or that in the 
way of an item, we sent a team out and actually inventoried it. 

Mr. Harpy. The only way anybody knew how to go look for it was 
because somebody remembered having seen a piece of equipment. 

Mr. Dicxins. In addition to that, we also checked with the divisions 
and regional offices for receipts in order to establish the location of 
this equipment for that purpose. 

Mr. Mountarn. Mr. Dickins, I believe you testified that the records 
were incomplete as you found them. 

Mr. Dicxtns. I said the records were not wholly accurate, yes. 

Mr. Mountarn. So, in order to make this inventory you had to go 
beyond those records and see if you could locate United States-owned 
equipment that could not be accounted for through the records? 

Mr. Dicxins. That is correct. 

Mr. Mounrarn. The question that I think the committee would 
like to have answered is, How could you tell American equipment 
en saw it, and how could you make sure it was United States 
owne 

Let’s take a jeep, forexample. How could you tell that a particular 
jeep that was not on your records was still United States property ? 

Mr. Dickins. Well, two situations might develop as a result of 
finding a jeep. 

First, we might have determined that this jeep had been lost and 
possibly written off the inventory, but we had the old inventory cards 
for surveyed equipment. 

Now, when we found a motor number which matched with one of 
these cards, the card was then reactivated. 

Now, for other equipment 

_Mr. Harpy. Just a minute. Let me understand that particular 
situation. If a jeep got lost, or if somebody had just “borrowed” it 
and failed to bring it back, do I understand that you just wrote it off ? 
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Mr. Dicxrns. No, sir. The fact was that when we took our initial 
inventory of vehicles, there were a number of vehicles which we could 
not locate. Various reports to us had led us to believe that these 
vehicles had either been transferred to a ministry or some other area, 
or had been destroyed by accident and were beyond salvage. 

Mr. Harpy. If her were destroyed by accident, wasn’t somebody 
supposed to report it? 

Mi . Dicxrns. That was one of the things we did. We instituted 
an accident report procedure, but before that, there were a few 
memorandums 1n the files but no formal procedure for that indicating 
the motor number of the vehicle, and so forth. 

Mr. Mountain. Well, didn’t you have to operate on the presump- 
tion that wherever you saw American-made equipment, it was poten- 
tially part of your inventory, even though it wasn’t recorded ? 

Mr. Dicxrins. That was the assumption we took, and it wasn’t too 
difficult, once the equipment was located, to trace it back to find out 
whether it was ours or not. 

Mr. Mountain. Then, the only way you could trace it back was by 
asking the present driver of it, see: where he got it and who 
owned it ? 

Mr. Dicxins. We had the help of the police on that, to some extent. 
The police would catch people from time to time with vehicles of 
ours. 

As an example, after the revolution in August of 1953, the entire 
motor pool of the Teheran provincial office was either destroyed by 
fire and mob action, or was stolen. We were missing some 12 vehicles. 
I don’t think we got the last vehicle back until some 6 or 7 months later. 

Mr. Mountain. Did you find it necessary to send one of your em- 
ployees up and down the streets of Teheran to look at motor vehicle 
numbers whenever he saw an American-made vehicle? 

Mr. Dicxtns. We would do something like that, which was an in- 
formal procedure whereby our transportation personnel were asked 
to report any vehicles on the street we suspected were ours. 

We were looking more toward the abuse of the use of vehicles than 
whether it was ours or not. We were satisfied by that time that 
we had all of the vehicles in Teheran on the inventory record. 

Mr. Mounta1n. When you got out in the field; and not with par- 
ticular reference to vehicles, but let’s take agricultural machinery, 
did you find your tracing process involved questioning the program 
people as to whether a particular piece of machinery was United 
States furnished? Is that the way you had to reconstruct your in- 
ventory ? 

Mr™Dicxins. In effect, yes, but in practical application that wasn’t 
necessary because almost any piece of equipment you found in those 
areas was identified almost immediately as American equipment. 

Mr. Mountarn. There was no question, then, at the time you were 
taking this inventory as to title having been passed ¢ 

Mr. Dicxtns. No. 

Mr. Mounrarn. So that anything you found that was American 
equipment 

Mr. Dicxtns. Let me correct that, Mr. Mountain. Of course, we 
had to in every instance establish whether there was any record of 
whether title had passed. Usually, if title had passed to a ministry, 
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the ministry official concerned would immediately speak up on that 
point. I can only remember two instances when that occurred. 

In other instances they pointed out that this was on loan to them 
by a provincial office director in the prosecution of a project. 

Mr. Harpy. Just one further question about this inventory. 

In 1958, you participated in the inventory of all of the automotive 
equipment ¢ 

Mr. Dicxins. Yes, sir. 

Mr. Harpy. And all the agricultural equipment? 

Mr. Dicxrns. All of the nonexpendable equipment in any program 
and project. 

Mr. Harpy. And you established a procedure for the management 
and control of that equipment ? 

Mr. Dicxins. I did. 

Mr. Harpy. And for continual and up-to-date information about 
its location ? 

Mr. Dicxtns. I did. Any time any equipment was moved, it was to 
be reported in accordance with the procedure as being moved, to 
where it was moved, and to whom it was assigned. 

Mr. Harpy. Well, the GAO report has this to say: 

Effective in July 1955 the mission director issued instructions to take a 
comprehensive inventory of all project equipment. This inventory is to serve 
as a basis on which the mission can establish an effective system of property 


control—in the past neglected and ineffectual—and which will allow for maxi- 
mum utilization of available equipment. 


The GAO report says that prior to 1955 this proposition had been 
neglected and ineffectual, the way I read it, and unless you can give me 
some contrary suggestion to the contrary, I would have to assume that 


one of two things would be true. Either the inventory which you 
caused to be taken in 1953'and the controls which you set up were not 
effectual or were not carried out. 

Mr. Dicktns. I can answer it this way, sir. 

Mr. Harpy. It is not a question unless you have some comments. 

Mr. Dicxins. I have some comments to make. 

Mr. Harpy. All right. 

Mr. Dickxtys. The procedures that we put into effect for inventory 
and control of equipment at the time I was there were effectual as 
evidenced by the fact that when we transferred to the Iranian Govern- 
ment the equipment to be assigned to the master joint fund, we felt 
that we had assigned every available item of equipment that was in 
Tran as was evidenced by three lists which were attachments to the 
agreement which was signed by, I believe, Mr. Warne and Dr. 
Shademan on that date. 

There was to my knowledge, with the exception of such equipment 
that was administratively felt desirable not to be transferred at that 
time, every piece of equipment that existed in Iran at that time, and 
with the further exception of those pieces of equipment which had 
arrived at the port and had not been delivered to our trucking head. 

Mr. Harpy. On the basis of your statement, then, the obvious con- 
clusion would be that subsequent to the time you left, after you had 
developed this program, nobody paid any more attention to it. 

Mr. Dicx1ns. Well, that is something that I cannot speak to. 

Mr. Harpy. Of course, and I am not suggesting that you do. But 
that is the only conclusion I can draw. 
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Mr. Gregory, you look like you are going to pop. Would you like 
to say something? 

Mr. Grecory. I would like to say, and I think it should go into the 
record here, that my instructions were based upon the fact that while 
the property had been brought into Iran and had been brought under 
control, it had not been traced back to its shipping documents and to 
the project agreement for which it had been purchased. 

Mr. Harpy. Do you take issue with the statement made by GAO 
in its report ? 

Mr. Greeory. It didn’t go far enough, sir. The exercise that we 
have now is called Exercise Search. 

Mr. Harpy. So you are still looking for it. 

Mr. Grecory. Weare trying to establish not only what went through 
the cards, but what was shipped, when it was received, and its final 
disposition, to trace it back to the expenditures of funds, Mr. Chair- 
man. 

Mr. Harpy. Well, now, in July 1955, to bring this right up to date, 
the Mission Director issued instructions for a comprehensive inven- 
tory. Has that inventory been completed ? 

Mr. Grecory. It has not. The date that was set for the completion 
of this work was first on October 30. 

Mr. Harpy. What year’? 

Mr. Gregory. 1955. It was again extended until about February 1 
and since I have been here, they have asked for an extension of it until 
July 31, of this year. It is a very long and arduous job to trace these 
many, many millions of dollars worth of property back to the shipping 
documents and financial documents and tie them in. 

The people have other work to do in connection with the property 
which is presently coming in. 

We are doing everything we can, and have been, to get this record 
just as soon as we can, Mr. Chairman. 

Mr. Harpy. Well, I will just have to make this observation here. I 
don’t recall whether my dates are right or the period of time is right, 
but somewhere in the back of my head I recall Mr. Dickins saying he 
only had 90 days to make his inventory. 

Mr. Dicxrns. No, sir. 

Mr. Harpy. You had a longer period of time, then ? 

Mr. Dicxins. We had started our inventory during the 90-day 
period but it was not completed until approximately the end of the 
year. 

Mr. Harpy. Well, were you on the post a year after you started it ? 

Mr. Dicxtns. Yes, sir. I was there for almost 15 months. 

Mr. Harpy. After you started the Joint Administrative Services? 

Mr. Dicxtns. Actually, I would say a year from that date 

Mr. Harpy. The 90-day period. 

Mr. Dicxrns. From the date it was formally constituted. I might 
add one thing that might throw some light on it and help you. 

Mr, Harpy. If you can help us, please, sir. It doesn’t look good. 

Mr. Dickrns. At the time we were taking an inventory, Mr. Chair- 
man, we were taking an inventory of those items that were in the 
country. The program had grown, as you know, from a rather modest 
one to one of very substantial size in the matter of a few years. 

As the program developed and project agreements were reached, 
orders for equipment were placed in Washington. There was a con- 
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siderable amount of lag time between the time that the equipment was 
actually received and the time that the orders were placed. 

Now, as I say, we inventoried only that equipment that we had in 
Tran and had a procedure established for picking up on our records 
anything that arrived in Iran subsequent to that date and during that 
yeriod. 

There were some millions of dollars worth of equipment on order at 
the time that this inventory was taken which had not reached the ports 
of Iran. 

Mr. Harpy. Now, Mr. Dickins, you have been in this business a right 
good little while, and although it has been some years since I was a 
warehouseman and an accountant, I do have a little fundamental 
knowledge of these things. If, as your testimony indicated, you took 
a comprehensive inventory and developed a procedure for accounting 
and recordkeeping of equipment as it came in, it ought not to have been 
necessary to undertake another complete inventory in 1955 if the one 
you made had been kept up to date. 

Now, it seems to me that that is axiomatic in anybody’s language, 
and either you did a poor job to start with and set up a poor record 
system for keeping it, or somebody neglected it and didn’t carry it out. 
It is just as simple as that in my book. 

Mr. Dicxrns. Not at all, sir. If I may interject another thought 
into this, it is not unusual to find, after taking an inventory at a given 
date, for another inventory to have to be taken because several items 
which were procured which are of relatively minor percentage of the 
overall inventory have shown up as not being properly inventoried. 
At that + seg it is the usual procedure to reinventory the entire pro- 
gram, An annual inventory is a usual procedure. 

Mr. Harpy. So it took 2 years in this case. 

Mr. Dicxtrns. I don’t have the slightest idea of how and when it 
developed. 

Mr. Harpy. We are going to let Mr. Gregory comment on this, and 
Mr. Warne, if they want to. Let me suggest, since that is not your 
baby, you had better leave it tothem. That is just a friendly sugges- 
tion. Actually you are undertaking to explain something you don’t 
know anything about at all. 

Mr. Dicxins. You stated in your opinion 

Mr. Harpy. I stated this, and I state it again. If an accurate in- 
ventory had been taken and an adequate system had been established 
for the maintenance of inventory control and for the management of 
the equipment, it should not be necessary to go through all of this 
arduous work that apparently is ahead of the mission now. It should 
not have been necessary for GAO to say that, in effect, this is the first 
time it has been done and to make the specific observation that in the 
past it had been neglected and ineffectual. 

_ Mr. Dicxrns. I think that the statement in that General Account- 
ing Office report is too broad. 

Mr. Harpy. Well, let me make another suggestion to you. In view 
of the fact that it is not in your bailiwick, maybe you had better leave 
it to Mr. Warne and Mr. Gregory to straighten out. 

Mr. Dicxrys. I think it is in my bailiwick because it states that in 
the « I take personal umbrage at that. 

Mr. Harpy. Go ahead, Mr. Mountain. I am through. 
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Mr. Mountarn. Mr. Dickins, as we understand the arrangement 
under which you worked, you had sole responsibility for the joint ad- 
ministrative services and the functions carried out thereunder. 

Mr. Dicxrns. Not the sole responsibility; no, sir. The areas of per- 
sonnel, security, and budget and fiscal were in the hands of three other 
officers. 

Mr. Mountain. Operations and facilities were yours; is that cor- 
rect ? 

Mr. Dicxrns. Yes. 

Mr. Mountain. To whom were you responsible for carrying out 
those functions ? 

Mr. Dicxrns. I was responsible to the chief of the joint administra- 
tive services, Mr. Laurence C. Frank. I was also directly responsible 
to Mr. Warne for the administrative support of the point 4 mission. 

Mr. Mountain. Mr. Frank was an Embassy—— 

Mr. Dicx1ns. Counselor of the Embassy, for administration. 

Mr. Mountarn. Then you had two bosses, 

Mr. Dicxrys. That is correct. 

Mr. Mountain. Did you find that you had any difficulty in satis- 
fying both? 

Mr. Dicxrns. It kept me busier that way because I had to keep each 
of my two bosses informed in order to keep the decks clear for any 
action that I found necessary to take. 

Mr. Mountatn. Well, isn’t it true that each of these gentleman 
wanted direct supervisory control over your activities? 

Mr. Dicxrns. They both insisted on that; yes. 

Mr. Mountain. Then you had Mr. Frank insisting on having direct 
supervisory control over your activities and Mr. Warne equally in- 
sistent upon direct supervisory control over your activities. 

Mr. Dicxrins. That is correct. However, in practice Mr. Frank 
told me that my only duties to him, as far as the TCA was concerned, 
would be to keep him informed and that I should carry out Mr. 
Warne’s directives as Mr. Warne requested that they be so carried out. 

Mr. Mountain. Was there anyone not under your control who 
carried out any of the functions for which you were responsible ? 

Mr. Drcxtns. Yes. In the field offices there were. The procedures 
and directives that emanated from my office to the field offices were 
carried out by the provincial administrative offices and those people 
were not directly under my supervision except in terms of technical 
supervision. 

Mr. Mountarn. I believe a new mission Controller, Mr. Charles 
White, arrived shortly before you took up your duties. 

Mr. Dicxins. I don’t remember exactly when he did arrive. 

Mr. Mountain. But in any event, did your duties have anything 
to do with his? 

Mr. Dicxrns. Yes. When Mr. White’s office assumed the respon- 
sibility for the control of certain funds, it was necessary for me to 
provide justification to Mr. White for certain major expenditures, 
and also Mr. White was involved in giving fiscal approval to a number 
of procurement requests that were forwarded to Washington. 

Mr. Mountain. Did they flow through your office ? i 
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Mr. Dicxins. They didn’t flow across my desk. They usually were 
worked out between the technicians and the procurement officer and 
then went directly to Mr. White. If the amount involved was sub- 
stantial, then they flowed across my office for countersignature. 

Mr. Mounta1n. While you were head of this particular section, was 
there any separate organization also performing functions of the 
joint administrative staff? Was a point 4 administrative staff 
reestablished ? 

Mr. Dicxrns. Yes. The original JAS concept was that there would 
be four principal functions in the JAS; security, ee budget 
and fiscal, and the functions performed by my office. Those four 
functions were conceived to give all of the administrative support to 
the point 4 mission that they would require. 

Mr. Whitaker arrived shortly after me and it was determined that 
the Embassy staff did not have sufficient personnel to carry out the 
fiscal recommendations of Mr. DeWilde, and when Mr. White arrived 
he established a fiscal control office which in effect was an adminis- 
trative split of the fiscal functions of the JAS. 

Mr. Harpy. Now, Mr. White in his new office actually took over 
some of the things that you had undertaken. 

Mr. Drcxt1ns. No. Some of the things in Mr. Whitaker’s office, 
the fiscal and budget office. 

Mr. Harpy. He didn’t help out on the JAS proposition ? 

Mr. Dickins. Mr. White? 

Mr. Harpy. Yes. 

Mr. Drcx1ns. No, sir; he did not. 

Mr. Mountain. You had that whole responsibility all to yourself ? 

Mr. Dicxtns. That is correct. 

Mr. Mountain. And that continued that way. 

Mr. Dickrns. That is correct. My responsibility did not diminish. 

Mr. Mountain. And they were not shared throughout your entire 
tour? 

Mr. Dickens. That is correct. 

Mr. Mounrarn. Did you have any part to play in the establish- 
ment of what has become known as the master joint fund? 

Mr. Dicxrns. Yes. 

Mr. Mountain. Can you tell us briefly how that fund originated 
and what it was? 

Mr. Dicxins. I don’t know all of the details as to how the concept 
of the master joint fund originated, but I was called in to assist in an 
advisory capacity and in the capacity of one who was called on to 
draw up certain administrative procedures by Mr. Warne and Mr. 
Gregory. 

The work of establishing the master joint fund was divided to some 
extent between Mr. Gregory and myself. He undertook the problem 
of writing the master joint fund agreement and I was asked to de- 
velop an administrative staffing pattern for the master joint fund 
and the various procedures that would be required to properly execute 
the administrative functions of such an organization. ' 

I did this through the medium of writing a number of procedures 
such as one on procurement, one on property management, and so 
forth. I believe you have copies of those. 


(9239—56 
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Mr. Mountarn. Well, the upshot of the establishment of the master 
joint fund, as far as your activities were concerned, was that the prop- 
erty which you had taken an inventory on was transferred to this 
fund. Is that correct? 

Mr. Dicxrns. That is correct. 

Mr. Mountatn. There was an agreement, a special agreement, was 
there not, to transfer property ? 

Mr. Dicxins. Yes, there was. 

Mr. Mountain. I'll hand you a document dated June 30, 1954, and 
ask you if this is an agreement to transfer property to the joint fund. 

Mr. Dicxins. Yes. That is an agreement, as I recall it, that author- 
ized the transfer of the property. 

Mr. Mountarn. This was the agreement I believe you referred to a 
little earlier when you said that there were supplementary lists of 
your inventory attached to it. 

Mr. Dicxrns. That is correct. 

Mr. Mounrarn. Mr. Chairman, I ask the permission to introduce 
this document into the record at this point. 

Mr. Harpy. No objection, if it has no classification. 

Mr. Mountain. No, sir; it does not. However, the supplementary 
lists of the inventory are not attached to it. 

(The document referred to follows:) 


JUNE 30, 1954. 
AGREEMENT 


Under the Agreement Outlining Functions of Iranian and United States Technical 
Agencies between The Codirectors of the Joint Fund for Technical and Eco- 
nomic Development and the Foreign Operations Administration of the United 
States of America 


AGREEMENT To TRANSFER PROPERTY 


This agreement entered into between Dr. Seyed Fakhredin Shademan and 
William E. Warne as Codirectors of the Joint Fund for Technical and Economic 
Development (hereinafter referred to as the “Joint Fund’) and the Foreign 
Operations Administration of the United States of America (hereinafter re- 
ferred to as the “Administration” ), by William E. Warne, its designated repre- 
sentative and Director of United States of America Operations Mission to Iran, 
witnesseth : that 

Whereas the Joint Fund was established by authority of the “Agreement Out- 
lining Functions of Iranian and United States Technical Agencies,” dated April 
21, 1954; and 

Whereas the operation of said Joint Fund requires the use of a variety of 
types of equipment, machinery, vehicles and supplies ; and 

Whereas the Administration has acquired such equipment, machinery, vehicles 
and supplies for use in the program of Technical and Special Economic Assist- 
ance to Iran as contemplated in the establishment of said Joint Fund. 

Now, therefore, it is mutually agreed that: 

1. Title to such equipment, machinery, vehicles, and supplies, as appear in the 
property lists hereto attached and made a part hereof as if fully set forth herein, 
is hereby transferred and assigned to the said Joint Fund for the purposes and 
under the terms outlined in said “Agreement Outlining Functions of Iranian and 
United States Technical Agencies,” dated April 21, 1954. The said Joint Fund 
hereby acknowledges receipt of the items included in the lists hereto attached. 

2. It is further understood and agreed that this agreement will act to transfer 
title to such other property as may be included in other supplemental lists to be 
furnished the Codirectors of the said Joint Fund, in writing by the Administra- 
tion, at such future times as may be required. The said Codirectors will ac 
knowledge receipt of the items included in such supplemental lists at the time 
of presentation. 
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Done in duplicate, in the English and Persian languages, at Teheran, this 30th 
day of June 1954. Both the English and Persian texts are valid. 

For the Foreign Operations Administration : 

WILLIAM E. WARNE, 
Director of U. 8S. Operations, Mission to Iran. 

For the Joint Fund for Technical and Economic Development : 

S. F. SHADEMAN, 
Codirector. 

WILLIAM E. WARNE, 
Codirector. 

Mr. Dicxrns. As I recall, I measured the supplementary lists in 
terms of thickness and I think they came to 734 inches. 

Mr. Harpy. Do you have every piece of equipment on a different 
sheet ? 

Mr. Dicxins. No,sir. It was lists of equipment on legal-size paper, 
and when we filled one page, we went to the next. 

Mr. Harpy. Do you recall how many items? 

Mr. Dicxins. I haven’t the slightest idea. But I do remember a 
price quotation of some 23 to 25 million dollars evaluation was placed 
on that equipment. 

Mr. Mountain. According to the terms of this agreement, title to 
such equipment—machinery, vehicles, and supplies—as appear in the 
property lists attached to it, was transferred and assigned to the 
master joint fund. Is that your understanding of how it worked ? 

Mr. Dicxins. Yes. 

Mr. Mountain. So this document actually transferred title from 
the United States to the joint fund of all the material you had been 
physically able to inventory. 

Mr. Dicxrins. That is correct. And on the list we took the United 
States Government inventory number and either assigned to them new 
blocks of numbers or kept the same numbers, but in every instance, 
as I remember, we preceded the number by MJ F 

Mr. Mounrarn. This master joint fund was an agency of the 
Iranian Government; was it not? 

Mr. Dicxrns. As I understand it, it was. 

Mr. Harpy. Did that have the effect of relieving any personnel in- 
volved in the administration of the joint fund of accountability to the 
United States ? 

Mr. Dicxins. Well, that is a technical question which I do not think 
I am qualified to answer, Mr. Hardy, on this ground, that the exact 
responsibilities of the two codirectors of the master joint fund were 
never spelled out to me. 

Mr. Harpy. Just a minute. 

Mr. Gregory, you were legal counsel at that time, I believe; were 
you not.? 

Mr. Grecory. No, I was not. I had left the mission about April 1, 
1954. This transfer occurred on July 1, 1954, 3 months later. 

Mr. Harpy. Did you draw up this agreement? 

Mr. Grecory. No, sir; I did not. 

Mr. Dicxins. Mr. Liggit drew that up, I believe. 

Mr. Mountain. Mr. Gregory, when did you say you left the 
mission 2 

Mr. Gregory. April 1, 1954. 

Mr. Mountain. You had worked, however, with Mr. Dickins, I 
believe his testimony is, developing this master joint fund. 
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Mr. Grecory. Developing the agreement for the master joint fund; 
this is correct, sir. 

Mr. Mountain. But this agreement was not one of the things you 
developed ? ; 

Mr. Grecory. That was not one of the things that I developed. I 
have never seen it before. 

Mr. Mountain. You have seen it since. 

Mr. Grecory. I have seen it since. 

Mr. Mounrarn. Is this consistent with the plan you had in mind 
when you developed the master joint fund ¢ 

Mr. Grecory. I must say, in my opinion, this particular document 
is not an effectual document to accomplish the purpose for which it 
was drawn. The titles to the property that was purchased under the 
individual joint funds are vested in the joint funds on the date of 
the expenditure of funds. This is not a transfer from the codirectors 
of the individual joint funds, and hence I do not think it is an effec- 
tual document to divest the individual joint funds of the joint fund 
property. This would not be true with regard to property that was 
bought out of fiscal year 1952 funds before joint funds were estab 
lished. 

The fiscal year 1952 program and project agreements provided that 
title of the property would be in the United States until the program 
was terminated, at which time it would be at the disposition of the 
respective Iranian agency. Hence, this particular document, not. be- 
ing signed by the codirectors of the individual joint funds, would not 
be an effectual document to divest the individual joint funds of the 
title to the property. 

That is a technical matter. 

Mr. Harpy. Your answer is that technically there is still account- 
ability to the United States for property that is held by this master 
joint fund. 

Mr. Greoory. There may be for some of the property, but that 
property which is owned by the United States that was bought under 
fiscal year 1952 funds would be ransferred to the master joint fund 
under this document. However, the property that belonged to the 
individual joint funds in agriculture and education, would not be 
transferred by this document. 

Mr. Harpy. I am more concerned with accountability than anything 
else. One of the objectives 

Mr. Greeory. Could I discuss accountability ¢ 

Mr. Harpy. Let me ask this one. Was one of the objectives of es- 
tablishing the master joint fund to relieve individual United States 
personnel of responsibility for accounting for this equipment ? 

Mr. Grecory. No. I would like to discuss accountability for a 
moment. 

First, you have title. Title under the 1952 program and _ project 
agreements remained with the mission. Title under the succeeding 
years vested in the joint funds by operation of the agreements them- 
selves. However, you-have a chain of what I propose to call respon- 
sible offices, which doesn’t follow the chain of title. 

The property in almost every respect was consigned to the Ameri- 
can Embassy at Teheran. The responsible officer picked up this prop- 
erty. He was the responsible officer of the American Embassy. He 
would have to get a receipt from the person to whom he delivered 
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that property. He would not be divested of accountability for the 
property until he had delivered it to an authorized person and received 
an appropriate receipt for the same. 

Mr, Harpy. What you are saying, though, is that no matter what 
happened to the property afterward, just so long as it had once been 
turned over, and he had received a receipt for it, there is no further 
accountability on his part. 

Mr. Greeory. I didn’t quite say that. 

Mr. Harpy. Well, if you didn’t, then clear it up for me. 

Mr. Grecory. And in the event that he assigns this property and 
takes a receipt from another American official, working for the 
United States mission, then that particular person carries the account- 
ability responsibility. 

When it is transferred officially to an Iranian agency and a receipt 
from that Iranian agency is received and title is transferred, then it 
goes to the Iranian Government and it becomes their property and 
American individuals as such are no longer responsible except for as- 
suring the end use of that particular equipment. 

Mr. Harpy. How do they assure the end use of that equipment? 

Mr. Grecory. We assured the end use of the equipment in these 
projects—I want to distinguish between project assistance and non- 
project assistance. In project assistance we assured the end use pri- 
marily because the technician who has participated in the planning 
of the project, in the requisitioning of the equipment, is working 
hand-in-hand with the branch of the Iranian Government that is 
associated in that project agreement. 

Mr. Harpy. Well, now, look at something with me for just a second. 
See if you and I understand each other, because we are going to take 
a look at this inventory Mr. Dickins has been talking about that he 
made back in 1953. There was a joint fund set up and this equip- 
ment was transferred. 

I understood from him that this property had a value of $25 mil- 
lion. So we are talking about $25 million worth of United States 
bought equipment designed for a technical assistance program that 
was considered to be so urgent at that time. 

We come along 2 years later and we find by the GAO’s investiga- 
tion that much of this equipment is scattered all over creation, so the 
Director of the mission has to institute new procedures and call for 
a new inventory. I am just wondering whether, under this joint 
fund agreement the purpose was to divest United States personnel 
of any accountability to the United States taxpayers and, if, in fact, 
the program that you have just outlined wouldn’t have, as one result, 
effective bypassing of any assurance of proper end use or accountabil- 
ity, either one. 

Mr, Grecory. I would like to say that in the master joint fund 
operation as it is now constituted, we have an efficient, effective con- 
troller’s office which does check on these matters. It is an efficient 
organization and was so regarded by the GAO investigators at the 
time that they were out there. 

I would like to add further on my plans that we are integrating 
- programs into the Iranian Government, There are three steps 
O it. 

One is physical integration, by which the employees actually work 
and are housed within the Iranian ministries themselves. 
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Two is fiscal integration by which the fiscal operation itself in 
local currency will be carried on by the Iranian Government out of 
their own contributions and counterpart funds. 

Three is property integration by which we are determining the 
title and accountability of all of the property, and we see that this 
is transferred to the Iranian Government agency where it will be 
operated and used under, first, the supervision and collaboration of 
American employees; secondly, the controller’s office of the United 
States operations mission will also perform end-use checks, and the 
master joint fund, which is a joint agency financed primarily with 
Iranian funds, will also perform similar checks. 

Mr. Harpy. Well, now, just a minute. I would like Mr. Martiny 
and Mr. Rabel to get for me a ruling from the Comptroller General's 
Office on the accountability of American personnel for the equipment 
that is transferred under these master joint funds. I am not talking 
exclusively about Iran, but we will just take that as an illustration. 

I want to know what the legal status of it is, whether or not, in 
fact, we do have reasonable checks to assure the proper end use of 
this equipment, or whether or not there is an ample opportunity for 
this equipment to be transferred just hypothetically. 1am not saying 
it ever has been done, but I want to know whether there is an oppor- 
tunity for there to be a hypothetical transfer which it would be im- 
possible for anybody to ever trace and ever determine whether it was 
properly used. 

Mr. Grecory. Could I say one more word on this point ? 

The present project agreements which are used throughout the 
world, so far as I know, by ICA provide for the vesting of title in 
the host country immediately. 

Mr. Harpy. All right. It may be perfectly legal and, if so, I am 
probably going to get beat again, but I sure am going to try to change 
it to provide some assurance that we can get some property end-use 
checks. 

Mr. Grecory. We intend to make proper end-use checks no matter 
what the legislation may be. 

Mr. Maritny. I want to be sure I understood what you want. 

You want a ruling of the Comptroller General as to the legality of 
the transfer of equipment from United States missions to a master 
joint fund. 

Mr. Harpy. No. You didn’t quite get it all. 

Mr. Martiny. Possibly if we could have the counsel for the com- 
mittee present a question to us so we will be absolutely sure what 
you want. 

Mr. Harpy. I think he can tell you what I want. If he can’t I can 
tell the Comptroller General. 

(The responses of the Comptroller General and of the general 
counsel of ICA appear in appendix X, p. 1189.) 

Mr. Warne. May I make this comment. As Mr. Gregory says, the 
project agreement form says that the title to this vests in the host 
country. 

Mr. Harpy. Is that required by the statutes ? 

Mr. Warne. I don’t know. 

Mr. Harpy. That is the thing I want to find out. 

Mr. Warne. Tam simply telling you what the method and procedure 
is, that it does do that at the present time. 
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Mr. Harpy. I got the impression from Mr. Gregory’s statement 
that it was not required by statute. Maybe I misunderstood it. 

Mr. Warne. I will leave that to Mr.Gregory. I don’t know whether 
it is or not. When you are working out there you don’t know some- 
times what is required by statute. 

Mr. Harpy. You say it is the practice to put that kind of an agree- 
ment in the project agreements ? 

Mr. Warne. It is put in the standard form, the standard agreement. 
You are not supposed to vary the standard form. You vary the 
description of the project but not the standard form. 

Mr. Harpy. What guaranties do we have of proper end use ? 

Mr. Warne. You have that through procedures. 

Mr. Harpy. So that is the way we are getting it. 

Mr. Warne. I presume that is the way it is gotten. I would like 
to say now 

Mr. Harpy. That is the reason you do not have any control over 
there, because we didn’t have people to carry out procedures. 

Mr. Warne. Why, of course. Of course, it is. I don’t know any- 
thing that is more true than that. If you have a problem 

Mr. Harpy. This, to me, seems to be the most loosely handled busi- 
ness that I have ever seen in my life. 

Mr. Warne. I would like the opportunity to speak to this point. 
Perhaps you want to do it later on in the hearing. 

Mr. Harpy. We will, and you will have plenty of opportunity. I 
wish you would make a note of it because I might forget it. 

Mr. Warne. I will not. 

Mr. Harpy. Honestly, I have never seen such laxity of handling 
public funds as this thing seems to present to me. 

Now, I want to get back to one other thing and then we are going 
to adjourn. 

Mr. Dickins, do you want to say something before I ask you another 
question ? 

Mr. Dickr1ns. Yes, sir. While I was in Iran, I was also told by Mr. 
Gregory and others in the TCA mission that his statement as he has 
Just given it to you is correct. However, I took it upon myself, with 
Mr. Warne’s approval, to establish these inventories because, as far as 
I was concerned, administrative control of this property, whether it 
was already transferred or not, was still in the hands of the United 
States Government. 

I had no receipt myself for its transfer and, therefore, I established 
these inventory controls over the property. 

Mr. Harpy. Well, now, suppose you had had receipts for its transfer, 
would you still have considered you had a responsibility for its control 

Mr. Dioxins. Only if I was directed by my superior to continue ad- 
ministrative supervision over it. 

Mr. Harpy. Do I understand that the only thing you were con- 
cerned with at the moment was trying to find some document to show 
the property had been transferred so you wouldn’t have continuing ad- 
ministrative responsibility for it ? 

Mr. Dicktns. Not at all, sir. I want you to bear in mind that I was 
the one who initiated the inventory controls over this property regard- 
less of the way the project agreements were written because I felt as 
long as the point 4 mission had administrative control, regardless of 
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whether technical property accountabiliy was still ours or not, that 
we should maintain these records. 

Mr. Harpy. Well, unless you have got something else to contribute 
to that, I have got one more qeustion. 

We were talking a while ago about the 90-day period for the estab- 
lishment of the JAS which you were going to set up. You had a num- 
ber of people that were assigned to you by Mr, Warne and a few from 
the Embassy, as I recall your testimony. Then I understood Mr. 
Warne took away some of the best people, the best qualified people in 
the group that were supposed to have made it possible for you to put 
this thing into effect. Is that right? 

Mr. Dicxins. That is correct. 

Mr. Harpy. So you wound up with an inadequate staff. Now, you 
had previously testified that the administrative support was the re- 
sponsibility of the Embassy. 

Mr. Dicxrns. That is correct, 

Mr. Harpy. So that if you had followed the line of technical re- 
sponsibility, you should have gotten these people from the Embassy 
to start with. 

Mr. Dicxrns. That is correct. 

Mr. Harpy. Now, whom did you go to in the Embassy and ask for 
these people to help you do this job? 

Mr. Dicxins. The problems at hand were so—— 

Mr. Harpy. Wait a minute. Did you go to anybody? 

Mr. Dicxrys. I did. 

Mr. Harpy. Who, first, and then you can explain. 

Mr. Dicxins. First I went to our personnel officer. 

Mr. Harpy. Who is that? 

Mr, Dicxrys. Mr, Armstrong. And I outlined the staffing re- 
quirements that I needed to perform my responsibilities in an ade- 
quate manner. Then jointly Mr, Armstrong and I brought the mat- 
ter to the attention of Mr. Frank. 

Mr. Harpy. What happened when you got to him? 

Mr. Dicxtns. It was agreed that a consolidated budget presenta- 
tion would be made to the Department of State indicating that we 
had now formally established a JAS and reminding the Department 
that the funds for the support of the various agencies to which the 
JAS was responsible should be forthcoming from the Department 
and we then presented our staffing requirements to the Department 
and our financial requirements for other things. 

Mr. Harpy. That was for the next year ? 

Mr. Dicxr1ns. That was for immediately, 

Mr. Harpy. Did you do it? 

Mr, Dickins. We sent that forward and the Department did not 
give us an answer for some months. 

Mr. Harpy. So, the regional bureau of the Department here in 
Washington was the place where that thing got buried; is that right! 

Mr. Dicxins. We were informed that there was some problem in 
connection with coming to an understanding between the various 
agencies here in Washington as to the amount that should be con- 
tributed by each agency in the form of a reimbursement for the sup- 
port of this JAS. 

Mr. Harpy. So, a complete breakdown of the proposition you were 
going to operate was due to Washington because they wouldn’t give 
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you the people to carry it out because they couldn’t agree. Is that 
your testimony ? 

" Mr. Dicxrns. As I understand it, the Department was not able to 
come forward with the funds and personnel because of delays in the 
reimbursement discussions. 

Mr. Harpy. You had agreed to take 90 days to get this into opera- 
tion, and for some months there was still disagreement at the Wash- 
ington level. That is your testimony ? 

Mr. Dicxrns. It divided itself into two parts. I think I should 
make this explanation. The 90-day period to which you were refer- 
ring was a period given to me during which time, with the local 
resources available, we would try and do the job that was required 
by these missions. During that same time it was further agreed that 
we would submit to Washington what we had done, inform them that 
it was a temporary arrangement pending the arrangement of people 
and money for a centralized JAS budget which was not at that time 
in existence. 

We made the submission. At the end of the 90 days the submission 
had not been acted on in Washington and we continued for the entire 
period of my assignment using personnel from FOA, United 
States 

Mr. Harpy. How many did you have? 

Mr. Dicxkrns. We finally grew to about 1,500 people in my office, 
of which a substantial part was paid for by the point 4 mission. 

Mr. Harpy. 1,500 people in your office? 

Mr. Dtcxrns. Not in my office directly, but within the framework 
ow my responsibilities. 

Mr. Harpy. What period of time was that? 

Mr. Dicks. That was toward the latter part of fiscal year 1954. 

Mr. Harpy. And that grew from your original nucleus of 37, I 
believe. 

Mr. Dicxins. Well, now, I am talking about local personnel now, 
sir, as opposed to the 37 Americans which we asked for. 

Mr. Harpy. Is that what you had at the end, 37 Americans? 

Mr. Dicxkins. No, sir. We never were able to better our position 
by better than some 20 people. 

Mr. Harpy. You got a lot of locals. 

Mr. Dicxins. Yes, sir. 

Mr. Harpy. I trust they had a high degree of competence? 

Mr. Dicxins. The competence of the locals was not all that you 
would expect because their background training 

Mr. Harpy. Let’s skip that one. 

Mr. Mraper. Did you ever get a reply to that request from State 
Department? They didn’t answer for several months. Did you ever 
get a reply? 

Mr. Dicxins. Yes. We received several interim replies indicating 
that Washington was working on it and at almost the end of the fiscal 
year, out of our original submission of a budget of $1,800,000, we re- 
ceived an amount of $100,000. 

Mr. Harpy. How many people would that employ ? 

_Mr. Dickrns. Well, the funds were actually—we didn’t need addi- 
tional local personnel as much as we needed things by that time; so 
we used it for that purpose. 1 
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Mr. Meaper. May I ask the staff, Do we have these documents he is 
referring to? 

Mr. ewes No, we do not. eh. 

Mr. Mraver. Can we get your original submission, your request 
sent to the State Department, and the various interim replies and the 
final indication of $100,000 so we can see how long this took? I am 
sometimes as much interested in the delays and redtape of doing busi- 
ness as the substance of the business that is done. 

Mr. Drextns. Yes. 

Mr. Meaper. An example of how efficiently things function. As 
I understand this testimony, it boils down to the fact that you didn’t 
have enough people. 

Mr. Dicxtns. That is correct. 

Mr. Meaper. Didn’t have enough people to control these activities. 
The procedures you say were fine, and this inventory, but you didn’t 
have enough people to do the job and while you were needing more 
people, you lost 40 percent of what you had. 

It looks like it might have taken the better part of a year to even 
get a decision out of Washington on something you regarded as an 
urgent matter. Is that substantially correct ? 

Mr. Dicxtns. Yes, sir; it is. 

Mr. Meraper. As a result, no one administered the good procedures 
you said you had established. 

Mr. Dicxtns. That is not correct, sir. As I explained earlier to the 
chairman, the procedures that we implemented were carried out by 
and large in a successful manner. The problem that we had was that 
the program continued to grow, and we had to spread ourselves thin- 
ner and thinner across the board. 

As a result of it, we could not attempt to do all of the things that 
we were held responsible for. 

Now, this inventory control we had set up a procedure earlier enough 
in the game where we were able to keep up with it, but in automotive 
inspection and maintenance, and so on, we could never quite catch up 
with it, because we didn’t have the people. So it was not a question of 
poor performance on procedures that were implemented. It was a 
question that there were certain functions we could not perform be- 
cause of our lack of personnel. 

Mr. Meaper. Well, that is the same thing except perhaps a matter 
of degree. 

Mr. Dicxtns. Yes, sir. I made in my report to Mr. Henderson, of 
which you have a copy—I said that we achieved almost everything we 
attempted to do, although in some instances because of lack of per- 
sonnel we couldn’t do it in as polished a manner as we would have 
otherwise liked to have done it. 

Mr. Meaper. Just so this expansion up to 1,500 is in proper perspec- 
tive, how many locals did you have when you had 37 Americans when 
you first got there? 

Mr. Dicxtns. We didn’t have 37 Americans. We never got beyond 
27. Thirty-seven was our projection on our budget which we submit- 
ted to Washington. 

Mr. Meraper. Then I misunderstood the situation. How many 
Americans did you have when you went to Iran ? 

Mr. Dicxtns. There were six in the Embassy, approximately. 

Mr. Mreaper. How many locals? 
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Mr. Dicxtns. In the Embassy, I don’t really recall. Probably 50 
to 75. The point 4 contributed between 12 and 20 Americans and 
several hundred Iranian employees. 

Mr. Meaprr. You don’t know how many hundreds? 

Mr. Dicxrns. No, sir; I don’t. As the program grew, we were 
obliged to take on more local employees. As one example of this, for 
every vehicle we put into operation in a program, we insisted that a 
chauffeur operate the vehicle who was trained by our office and who 
we felt was qualified to operate the vehicle. Those chauffeurs fell 
under our jurisdiction. The more cars we go, the more chauffeurs 
we got. 

Mr. Meaper. A lot of these 1,500 people were cauffeurs, then? 

Mr. Dicxins. Quite a few of them were. The additional expense 
ec — worth it in terms of preventive maintenance and care of the 
vehicles. 

Mr. Meaper. Do I understand the maximum number of Americans 
you obtained was 27, including both those from the Embassy and the 
mission 

Mr. Dicxrns. Yes, sir. As a guess, I believe that is the highest 
point we hit, but that only lasted a very short period of time. 

Mr. Mountarn. That was in the initial period, too; was it not? 

Mr. Dicxrins. Yes; before the program grew to the size it eventually 
did. 

wii Mountain. That was at the beginning of your 90-day trial 
period. 

Mr. Dicx1ns. Around the 90-day period when we hit this optimum 
peak, somewhere in that period. 

Mr. Mountain. I wonder whether you could clarify one point for 
us, Mr. Dickins. I believe you stated, and there have been other 
statements made here, that one of the pressing problems was shortage 
of personnel for carrying out the operations which were under your 
jurisdiction. 

Now, is it true that there were two ways you could get American 
personnel to carry this out? One would be to recruit them from Wash- 
ington to become a part of the Embassy staff, and for their services 
the Technical Cooperation Administration would pay on a reim- 
bursable basis. Is that one way it could be done? 

Mr. Dicks. In principle; yes. 

Mr. Mounta1n. Phat was the basis for your request through Mr. 
Frank for additional personnel. 

Mr. Dicxt1ns. That is correct. 

To give you a little background on this, we worked up a budget for 
the JAS and then had a reimbursement agreement signed by each 
of the various mission directors in Teheran indicating to Washington 
that all agencies concurred in this budget. 

Mr. Mounratrn. Yes. I think we understand that. 

There was another alternative, however; was there not? For that 
work which was being done on behalf of the mission, theoretically, 
and at least one time practically, they could have furnished American 
personnel who were on their payroll and who would have performed 
the same function, the only difference being that they would have 
been paying them out of their funds and not on a reimbursable ar- 
rangement. Is that correct ? 





336 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Dicxins. Yes, sir. Except that there was a divided comple- 
ment established for the point 4 mission. There was an administra- 
tive complement which, I believe, was approximately 25 people, in- 
cluding Mr. Warne and his immediate staff. Then there was a pro- 
gram complement. 

Now, Mr. Warne had more than enough to do for the 25 people that 
Washington gave him for his own administrative headquarters staff. 
The only source actually that we could get people from to help us, 
as you have just described, would be from the program. Now 

fy. Mounratn. I think you already testified that when you came 
on the scene, some of these program people had been detailed by Mr. 
Warne to administrative functions. 

Mr. Dicxtns. That is correct. But I am following through on your 
second alternative here and pointing out that to recruit these people 
in Washington and in the States to bring out there to fill these vacant 
program positions was a critical matter in itself, and to siphon off part 
of these people as they arrived and divert them to our uses, which for 
many cases they weren’t qualified, being technicians, would have been 
a useless gesture and it would have hurt the program. 

Mr. Mounrta1n. So the choice was made at the mission level to use 
these people, who had been detailed to administrative jobs though 
they were originally program people, back on the program and put 
the administrative oa wey on the State Department where the 
responsibility had been assumed. 

Mr. Dicxins. Mr. Warne permitted me to continue the use of these 
FOA people during the whole time I was there except for those 
technicians which he took back into his program. Some he left with 
me the entire period of time. 

Mr. Warne. I would like very much to explain what that situation 
was. I have gathered the impression that the committee does not like 
informal procedures or diversions, and I don’t either. The point is 
this, that the arrangement was made. It was decided on December 6, 
1951, as I remember it, that there would be a joint administrative 
service setup. It was actually implemented by fixed agreement dur- 
ing the period that Mr. DeWilde was out there in 1953, in February. 
It again was implemented further as Mr. Dickens has contended and 
presented here during his tour which followed. I think he came out 
actually to pick up the job that we agreed to while DeWilde was 
present. 

If I bring a man over to Iran on a project, recruited to advise the 
Tranian Government, for example, on procurement procedures, it cer- 
tainly is a diversion and also subjects me to criticism if I use him in- 
in conduct a procurement procedure of the mission. We were 
never authorized to use that man in that way. We were authorized 
only to staff a joint service. There were times when the situation 
was so critical that we did use program people in administration, but 
it was not considered by me to have been an appropriate procedure. 
Our efforts were from the earliest moment to staff up the Joint Ad- 
ministrative Services to the point where they would conduct the busi- 
ness as intended. I assured myself in every way it was practicable, 
that it was being done. No witness has been here and I don’t believe 
any shall appear who says that I didn’t support them completely 
in every effort to recruit personnel, to allot funds for the purpose, to 
enter into the necessary interagency agreements, and so on. 
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The fact is we didn’t get the people, and throughout the entire 
peried I was in Iran, up until the day I left, which was March 10, 
1955, we never had a complete complement in the administrative 
area. 

Now, there was no opportunity for me unilaterally to arrive at a 
conclusion, as Mr. Mountain’s question indicated a moment ago, that 
I could staff those administrative functions. No. That is not an al- 
ternative. It might have been'a theoretical alternative at the outset. 

Mr. Harpy. If you had the people available—— 

Mr. Warne. If I had the people available and if it hadn’t been de- 
termined by Washington and others from the very start that it would 
not be done that way. Do you see? I had no alternative. 

Mr. Harpy. Suppose you had technicians out there for whom you 
had no projects, would you use them for something else ? 

Mr. Warne. At times we did do that. 

Mr. Harpy. Did you devise projects to fit them ? 

Mr. Warne. Sometimes. And, Mr. Chairman, if it got down to the 
point of having an actual breakdown, I have pulled program people 
off the program and put them on the administrative work, but it was 
not at any time something that I felt I could justify. In other 
words, we were paying for it twice. 

Mr. Harpy. I wouldn’t think it would be too effective a use of 
manpower to take an agricultural engineer and put him in bookkeep- 
ing. 

Mr. Warne. Well, I have done it, and I didn’t do it because I wanted 
to, at any time. The point I was trying to make was this: Mr. 
Mountain indicated there were two alternatives. One was the Joint 
Administrative Services and the other was to do it with the Ameri- 
can personnel present. That second was never an alternative, not 
throughout the period I was there. 

Mr. Mountarn. Mr. Warne, would you clarify this one point, then ? 
I believe that if we have understood Mr. Dickins’ testimony cor- 
rectly, he had at the start of this time some 20 people from the TCT 
Mission, some of whom were program people. And I believe he has 
also testified that his understanding with you was that while you 
could not increase his staff permanently, you did undertake to loan 
him those people for the duration of his task, at least for the 90 
days, and his testimony also is that they were taken away. 

Mr. Warne. Well, I don’t remember the incident- when they were 
taken away, but the purpose was to staff up the Joint Administrative 
Services. That was the objective. 

Mr. Mountatn. With program people? 

Mr. Warne. No. No. In the proper way. 

Mr. Harpy. I might ask you, what help did you give Mr. Dickins 
in trying to get those people from the Embassy ? 

Mr. Warne. I don’t suppose I yelled about it more than every day, 
Mr. Chairman, and I did it effectively in ways that made itself heard, 
I can assure you. 

Mr. Harpy. I wonder if it was also probable that some of the 
people that were already performing this work in the unit that Mr. 
Dickins was to take over had been supplied by State as administrative 
people? I was just wondering whether some of the people in the unit 
that he took over were administrative people. 
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Mr. Warne. There were some administrative people on the Em- 
bassy’s payroll, I am sure, that were in Mr. Dickin’s group. I do not 
know how many. He said a moment ago, what? Six? 

Mr. Dick1ns. Approximately six Americans. 

Mr. Harpy. I am talking now about the group that he took over 
from the TCA Mission. 

Mr. Warne. The group he took over from the TCA Mission did in- 
clude a few whom we anticipated would be members of the Joint 
Administrative Services. 

Mr. Harpy. They had been recruited, then, by TCA for adminis- 
trative work. 

Mr. Warne. Some of them, but not for that particular job, nor- 
mally. For example, to go out to one of the regions. 

Mr. Harpy. I believe we have explored this about as far as we can 
do it tonight. 

Mr. Mountatn. Mr. Chairman, perhaps I misunderstood Mr. 
Warne but I am not sure he answered the question. I asked him 
whether or not he had promised Mr. Dickins the retention of those 
people he started with, including those program people who had been 
assigned to administrative duties. 

Mr. Warne. I don’t recall. I know I could not make an arrange- 
ment which would guarantee to keep program people there for ad- 
ministrative work. 

Mr. Mountain. Could not. 

Mr. Warne. I could not. I assume—I don’t know which ones these 
were. Maybe one of them was Peterson. As soon as the program re- 
quirement got so that I had to pull Peterson off, or when it was his 
time to come home, I was forbidden by regulations to recruit a man to 


take his place in administration. 
Mr. Harpy. Let’s adjourn until 10 o’clock tomorrow morning and 
we will meet in room 1435 over in the other ene 


(Whereupon, at 5:35 p. m., the hearing was a 


journed to recon- 
vene on Tuesday, June 12, 1956, at 10 a. m.) 
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TUESDAY, JUNE 12, 1956 


House or REPRESENTATIVES, 
SuBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10:05 a. m., in room 1485, New House 
Office Building, Representative Porter Hardy, Jr. (chairman of the 
subcommittee), presiding. 

Present: Representatives Porter Hardy, Jr. (chairman), George 
Meader, and B. Carroll Reece. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Mr. Dickins testified most of yesterday afternoon. I believe you 
were here most of the afternoon, weren’t you ? 

Mr. Dicxins. Just about. It seemed like all day. 

Mr. Harpy. I am afraid it wasn’t conducive to your rest, as you 


indicated a while ago. 


Mr. Mountain, will you proceed with the questions which you want 
to finish with Mr. Dickins. 

Mr. Mountarn. Mr. Dickins, I believe your tour of duty in Iran 
ended on July 22, 1954; is that correct ? 


FURTHER TESTIMONY OF RANDOLPH DICKINS, JR., CHIEF, 
MANAGEMENT STAFF FOR OPERATIONS, DEPARTMENT OF 
STATE 


Mr. Dickr1ns. That is the day I departed. 

Mr. Mounrarn. At that time, had you put into effect these various 
procedures that you described earlier to the committee, for such things 
as nee control, property management, and transportation con- 
trol ¢ 

Mr. Dicxins. Yes. I had put the procedures into effect under the 
JAS operation and prior to my departure, redrafted or wrote new 
procedures for the master joint fund operation. 

Mr. Mountain. The master joint fund operation was begun when? 

Mr. Dickx1ns. The actual establishment of a master joint fund ex- 
ecutive office which, in effect, replaced many of the functions hitherte 
performed by the JAS, took place, I believe, July 1, 1954. 

Mr. Mountain. July 1. It was not earlier than that? 
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Mr. Dicxrns. It was not earlier than that. During the time prior 
to that we were devoting our efforts to writing the new orders, getting 
them approved, establishing staffing patterns and other such activities. 

Mr. Mounrtarn. So the master joint fund was established just a 
few weeks before you departed, about 3 weeks; is that correct ? 

Mr. Dicxtns. Well, the master joint fund, I believe, was established 
by an agreement between the United States Government and the Iran- 
ian Government in April—some time in April of that year. 

However, the administrative side of its was not implemented until 
July 1. It took us that much time to prepare the necessary docu- 
mentation and assemble the available people and get organized. 

Mr. Mounrarn. And as of that date, as of July Ist, you had appro- 
priate procedures in effect, as far as you were concerned. 

Mr. Dicxtns. We had drawn appropriate procedures and they had 
been adopted for, I believe, almost all of the activities of the ad- 
ministrative operation for the master joint fund. 

Mr. Mountain. Now, this was nearly a year after your arrival 
there. Had it taken that long to get these procedures in effect ? 

Mr. Dicxtns. No, sir. As I stated earlier this morning, we had 
already drawn procedures and had those implemented for the Joint 
Administrative Services activities. However, when the concept of 
the master joint fund was first advanced and agreed upon, we then 
had to rewrite or revise the procedures we had been using in the JAS, 
which was a unilateral United States operation, in order that they 
might be used in the master joint fund which was an agency of the 
Government of Iran. 

Mr. Mountain. Referring specifically to the matter of property 
control and inventory, do we understand that you had in a sense 
licked that problem some time before the establishment of the master 
joint fund, and that your problem then was merely to transfer the 
procedures of inventory control, and so on, to the master joint fund? 

Mr. Dicxtns. Yes. In other words, we adapted our procedures 
previously established and implemented in the JAS for property con- 
trol to the master joint fund so that they could be continued with- 
out any break in the continuity. 

Mr. Mountarn. I think we would like to find out at what date you 
felt you had these procedures in order and the inventory problem 
licked under the Joint Administrative Services. 

Mr. Dicxrys. Unfortunately, I am not able to cite any specific date 
as to when we actually had the procedure implemented. I don’t have 
a copy of the OMI general order which set forth and implemented 
the procedure. It must have been prior to April of 1954 and subse- 
quent to August or September of 1953. It was between those dates 
because it was in this period that we instituted our physical inventory 
on a countrywide basis, based on the procedure which we had 


promulgated. 
Mr. Mounratn, Well, we have been talking about procedures, but 


what we are trying to determine is when you felt your records were 
in shape; when you had this inventory so that you knew what prop- 
erty you had. Do we understand that by April you felt you had 
this problem in hand so that your records were current? 

Mr. Dicxrns. Yes. To the best of my recollection, I would say that 
by April of 1954 we had our property records in such shape that we 
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could state what property we had and where it was located, and so 
forth. 

Mr. Hirpy. Now, on the operation of the master joint fund, where 
did you get your administrative personnel ¢ 

Mr. Dicxins. Well, actually, I did not participate in the actual 
master joint fund administrative activities other than to set them up. 
At the time I was preparing the various procedures and staffing pat- 
terns, it was determined that the American personnel would be pro- 
vided by FOA, Washington. 

Mr. Harpy. All right. There is a point I want to be sure I under- 
stand. Is it your testimony that the master joint fund was the means 
by which these satisfactory procedures were effectuated ? 

Mr. Dicxrns. Would you restate that? 

Mr. Harpy. I understood your testimony to be that the procedures 
which you adopted for keeping track of this equipment and correct- 
ing these other administrative deficiencies were put into effect through 
the use of the master joint fund. 

Mr. Dicxrns. No, sir. We had already placed into effect, when my 
office was established, standardized procedures for the control of and 
an inventory of nonexpendable property. 

Mr. Harpy. That was when you had your JAS operation. 

Mr. Dicxrns. That is correct, sir. 

Mr. Harpy. And then subsequently, you turned that activity over to 
the master joint fund. 

Mr. Drcxtns. That is correct. 

Mr. Harpy. Now, we explored yesterday the personnel picture of 
the Joint Administrative Services, but when you turned that responsi- 
bility over to the master joint fund, then the master joint fund became 
the implementing agency. 

Mr. Dicxrns. For the program property; yes, sir. 

Mr. Harpy. That is right. Now, the question of personnel for the 
master jont fund arises in this way. I understood your testimony to be 
that the American personnel of the master joint fund were furnished 
by FOA. 

Mr. Dickins. Yes, sir. 

Mr. Harpy. Prior to this time, under your JAS arrangement, the 
State Department had the responsibility for all the American per- 
sonnel ; didn’t it ? 

Mr. Dicxins. That is correct, sir. 

Mr. Harpy. So by using the device of the master joint fund, the 

responsibility for personnel went from the State Department to FOA. 
Is that right ? 
_, Mr. Dicxins. The master joint fund staffing pattern was estab- 
lished with the thought that personnel would be provided from the 
already existing FOA administrative staff in Teheran and such va- 
cancies which would still exist in addition to those positions filled 
would be provided from Washington, FOA headquarters. . 

Mr. Harpy. Well, I understood Mr. Warne’s testimony yesterday 
to be that very few administrative people were brought over by TCA 
and that he had used occasionally, but not deliberately, technicians in 
administrative capacities. 


Mr. Dioxins. That was correct, sir, during the period that the JAS 
was In existence. 


79239—56—— 23 
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Mr. Harpy. All right. But now, during that time, under the JAS, 
the State Department, the Embassy, actually had the responsibility 
for providing the personnel. 

Mr. Dicxins. Yes, sir. 

Mr. Harpy. They didn’t do it, but it was their responsibility, is 
that right ? 

Mr. Dicxtns. As I understand; the basic responsibility was with 
the State Department. 

Mr. Harpy. And that was the position, as I understood, that Mr. 
Warne was taking. He said that it wasn’t his responsibility to bring 
over administrative people because State was supposed to furnish 
them. 

Now, then, by use of the master joint fund all the responsibility for 
the recruitment and the financing of administrative personnel then 
became the responsibility of the project itself and is, therefore, TC A's 
or FOA’s responsibility. Is that right? 

Mr. Dickrns. Yes, sir, with one or two exceptions. United States 
salaries and certain other administrative support activities that the 
Embassy retained which were not transferred with the people. The 
payment of salaries, maintenance of personnel records, and a few 
other functions, plus the actual administrative support given to the 
FOA headquarters staff of the Iran mission. 

Mr. Harpy. Mr. Warne, I still do not understand it, and I would 
appreciate your help on it. 

Mr. Warne. I think you do understand it, except for this one point, 
which I am not sure has been made clear, Mr. Chairman, and that 
is the difference between program administration and administrative 
support of the American personnel of FOA in the field. 

The master joint fund took over the problem of program admin- 
istration which we never had been able to lick up to that time in any 
other way. 

But the administrative—or myself as Mission Director of the Amer- 
ican personnel, remained in the Embassy, do you see, but so far as 
the administrative support of the actual program operations, it be- 
came a part of the program responsibility and the joint fund admin 
istered program material, program personnel, and program services. 

Mr. Harpy. Well, now, on that basis, if all of the administrative 
support for all of your various programs was taken over by TCA, actu- 
ally there would be a minimum of administrative support required for 
the rest of the field operation, wouldn’t there ? 

Mr. Warne. Well, a minimum by comparison with the grand total 
of all, but certainly not minimal in the sense of being unimportant 
or minuscule. 

Mr. Harpy. I can tell you, if I were over there conducting one of 
these missions by myself, I think it would be pretty important to have 
some kind of support. 

Mr. Warne. Don’t you think I thought it was important ? 

Mr. Harpy. I think you did, and the size of your complement doesn | 
necessarily indicate the necessity for it, but it does have something to 
do with the amount that is required. 

Mr. Warne. I think Mr. Dickins said about 1,500 locals were trans- 
ferred over to the JAS when he took it over. That whole group wei! 
back into the program support function. 
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Mr. Harpy. I am merely trying to understand the distinction here 
in the light of our discussion yesterday of the responsibility of the 
Embassy to provide administrative support. Was it a responsibility 
of the Embassy to provide the total administrative support including 
the program administrative support ¢ 

Mr. Warne. There was no other administrative support. 

Mr. Harpy. Well, what is the usual practice? I am not talking 
about Iran exclusively now. I am trying to understand how this 
thing is supposed to function and relate the Iranian picture to it. 

Mr. Warne. Mr. Chairman, the usual practice is, I think now at 
least, though we were an area without precedent for much of our area 
operations in Iran—the usual practice now is to set up just exactly 
what we did, a bilateral administration. In Latin American they 
call them servicios. In Iran we called it the Public Health Coopera- 
tive or the joint fund, but they are bilateral administrations for pro- 
gram support and operations. 

Mr. Harpy. I have a definite reason for pursuing this matter in 
such detail. If the State Department, through the use of its funds 
allocated to the regional bureaus for the operations of overseas posts, 
furnished this administrative support, it would seem to me to make 
possible a more extensive use of TCA funds for direct technical assist- 
ance. However, if TCA pays its own administrative support costs 
from its program funds, this would have the effect of reducing the 
amount of funds which can be applied to technical assistance pro- 
grams. Is that correct ? 

Mr. Warne. I think you ought to keep in mind that the Joint Ad- 
luinistrative Services were not financed exclusively at any time out 
of State Department appropriations but were financed jointly by our 
program, the original TCA program, later the FOA program, as well 
as by the State Department. 

The theory was, and it is still held strongly by many, that a joint 
service is keyed to more efficient operation. 

Now, therefore, we did make available money to the State Depart- 
ment for positions in the Joint Administrative Services. Some of 
that money was not spent, but we made it available. 

_ Mr. Harpy. So then when State furnished administrative support, 
it was furnished on a reimbursable basis. 

Mr. Warne. Oh, yes, yes. 

_ Mr. Harpy. So there was no net difference in the percentage of 
funds available for direct technical assistance, whichever way it went. 
Is that essentially correct ? 

_ Mr. Warne. In theory, they thought it would be cheaper to do it 
jomtly. Now, I do not argue that point. Maybe it is, and maybe it 
isn t. 

Mr. Harpy. I do not know that it is too important. I was merely 
trying to get an understanding of how it did work; where the funds 
(lid come from, and who did have the responsibility for recruiting 
people. That is the only thing. 

Mr. Warne. Mr. Dickins described the making up of the Joint 
Administrative Services budget in which he carved out a hunk which 
Was to be paid by us and a hunk by USIS and part by the Embassy. 

Mr. Harpy. Now we are talking about two things. One is how the 
cost Is going to be borne, and I assume that was worked out by agree- 
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ment between the agencies who then had the responsibility for re- 
cruitment of personnel. 

Mr. Warne. The State Department. 

Mr. Harpy. All of it? 

Mr. Warne. Yes. 

Mr. Harpy. All right. That is clear. Thank you. 

Mr. Mountain. Mr. Dickins, how many Americans in the Joint 
Administrative Services would you say were used for program sup- 
port of TCA? You told us yesterday you had about 27 in your or- 
ganization, 27 Americans at the peak. What proportion of those 
were TCA program support people? 

Mr. Dickins. When I first arrived, I believe I estimated that ap- 
proximately 25 percent of the entire staff’s efforts were devoted to- 
ward program administrative support as opposed to administrative 
support on headquarters support. Toward the end, as the program 
mushroomed in size, I made another evaluation and came up with an 
estimate that approximately 80 percent of the staff’s time was being 
given to program activities. 

Mr. Mountain. Well, on the basis of your figure of 27, or if we 
rounded it out, at 24, that would mean approximately 18 or 19 people 
were involved in program support under the Joint Administrative 
Services program support of TCA. 

Mr. Dicxtns. To a greater or lesser extent based on the individual 
assignment. 

Mr. Mountain. Do you know how many Americans were involved 
in the master joint fund for similar duties? 

Mr. Dicxtns. I had submitted a staffing pattern for the master 
joint fund which was only in draft form at the time of my departure. 
I don’t recollect today exactly what figure that would be. 

The chart that you are referring to there, Mr. Mountain, is for 
the JAS and does not involve the master joint fund. That chart was 
developed at the beginning of my tour of duty in Iran and was based 
on program requirements at that time. By the time the master joint 
fund was being actively contemplated and staffing patterns were being 
drawn, the program had advanced in various directions and hac 
grown in toto and a new stafling pattern had to be developed based 
on current requirements. 

Mr. Mountarn. Well, can you tell us—— 

Mr. Dicxtns. The best estimate I can give you as to what was re- 
quired would be in the neighborhood of about between 35 and _ 50. 
That is the best I can offer. Maybe Mr. Warne or some of the other 
gentlemen here can recall a more accurate figure. 

Mr. Mountain. Well, using the figures of 35 to 50, that meant that 
TCA under the master joint fund then had to find 35 to 50 Americans 
as their responsibility. 

Mr. Dicxtins. Yes. I will give you an example of what I mean. 

In the JAS we had originally conceived that a maximum of 3 
officers would be required in the field of procurement, 1 for local 
procurement, 1 in the field of offshore procurement, and 1 who would 
generally administer the procurement program. 

As I remember, we developed a staffing pattern of 4 or 5 officers 


in the master joint fund because the procurement activities had grown 
to that extent. 
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Mr. Mountain. Can you tell us, Mr. Dickins, who was your next 
subordinate under you in the Joint Administrative Services ? 

Mr. Dicx1ns. Mr. Thomas Bertone. 

Mr. Mountarn. What was his title? 

Mr. Dicxrns. He was assistant operating facilities officer. 

Mr. Mountain. He operated directly under your supervision ? 

Mr. Dicxtns. Yes, he did. 

Mr. Mounrar1n. You left on July 22, 1954, after some 14 months on 
duty; is that correct? 

Mr. Dicx1ns. That is correct. 

Mr. Mountain. Was there any particular reason for your depar- 
ture? Was the job finished, or was your tour up, or 

Mr. Dicxr1ns. The job that I had had in the JAS was consider- 
ably larger than the one I would have assumed after the master joint 
fund was established, and the program support activities removed 
from the Embassy jurisdiction. 

The residual administrative support activities were nominal in 
nature and were inconsistent with my experience and I welcomed an- 
other assignment. 

Mr. Mountain. Who was your replacement? 

Mr. Dicx1ns. Mr. Vernon Merrill was my replacement in the Em- 
bassy. 

Mr. Mountarn. And he took over the functions which remained 
after the master joint fund had been set up; is that correct? 

Mr. Dicxins. That is correct. 

Mr. Mounratn. Was any officer proposed to perform duties simi- 
lar to yours under the master joint fund? 

Mr. Dickins. Yes. We had drawn a position description for an 
oflicer to be known as the executive officer of the master joint fund. 
and an officer was nominated from Mr. Warne’s staff to take that 
position. 

Mr. Mountain. Who was that? 

Mr. Dicxrns. Mr. Ashcanase, Abe Ashcanase. 

Mr. Mountarn. So that at the time the master joint fund was set 
up, your original duties had been divided. Mr. Ashcanase had 
those that were to be carried on by the master joint fund and Mr. 
Merrill had the residual. 

Mr. Dickins. With this exception, that Mr. Ashcanese would also 
assume duties for which I had never been responsible, such as in the 
field of security, personnel, and some fiscal work. 

Mr. Mountain. I don’t think I have any further questions. 

Mr. Harpy. Any questions, Mr. Reece? 

Mr. Reece. Yes. Since I was not here yesterday when you dis- 
cussed the inventory that appears to have been made, I would like to 
know what the nature—what was the nature of that inventory? In- 
ventory of what? How many? 

Mr. Dicxins. We took an inventory 

Mr. Reece. And the result. 

Mr. Dickins. Of all program and administrative equipment under 
the FOA jurisdiction. That involved inventory of the 10 regional 
offices in the field and in the headquarters area of Teheran. The in- 
ventory was taken on a physical basis with inspection teams actually 
going through all areas in order to actually tabulate what equipment 
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was there, the description of the equipment, the property numbers on 


the equipment, and so forth. : 
Mr. Reece. Now, the program—that phase of the inventory, what 


did that embrace? 

Mr. Dicxins. All of the program equipment including agricultural 
equipment, automotive equipment, and industrial equipment, any such 
equipment which was still a part—that was in our opinion, part of 
the FOA property inventory. 

If I may say, sir, I would like to offer 1 or 2 comments which might 
help give light to the way we took the inventory and the way it was 
perpetuated after my departure as expressed in the master joint fund 
policy order No. 4 which was drawn on June 23, 1954. 

I would like to read several excerpts from that. 

Mr. Harpy. That took place after you left. 

Mr. Dicxtns. That was the master joint fund order which I pre- 
pared for the master joint fund but was based on the policy order 


which was used by the JAS. 
Mr. Harpy. It was not in effect the time you were in Teheran? 
Mr. Dicxrns. Yes, sir. The procedures here were in effect in the 
form of an FOA general order during the time I was in Iran, and 
then we merely revised it so that it would be adaptable to the master 
joint fund after I left. 


Nonexpendable property is generally property not normally consumed in usage 
and of sufficient value (more than rials 1,000) to justify the maintenance of 
property accountability records. 

(a) Stock and issue records (form IUS-Pr. 2.) 

(1) Stock and issue records, IUS—Pr. 2, shall be maintained on all nonex- 
pendable property in the master joint fund compound and the property account- 
ing section prior to the issuance and numbering of these items. These records 
shall be filed alphabetically by nomenclature. They will indicate stock level 
increases, based on acquisitions through purchase orders and procurement requi- 
sitions and stock level decreases through requisitions for withdrawal and survey 
reports. Each increase or decrease in stock levels for any carded item will also 
show the number of the action document involved. 

(b) Property record cards (form IUS—Pr. 1.) ° 

(1) Property record cards, form IUS—Pr. 1, will be maintained in the property 
accounting section of the property management branch and will be used to record 
all nonexpendable property belonging to and issued for use for the master joint 
fund activities. 

Under no circumstances will the provincial office change or assign another 
property number to a property that has been assigned a number by the property 
iwmanagement branch in Teheran. 


The cards that were issued included these items: 


(a) Description of property ; 

(0) Assigned number; 

(c) Reference to acquisition document ; 

(d) Cost; 

(e) Location (or change of location, when appropriated) ; 

(f) Serial numbers of all equipment. 

Transfers of property. 

(a) Transfers of master joint fund nonexpendable property from one pro- 
vincial office to another, or from offices in Teheran to a provincial office, must 
be approved in advance by the property management officer and will be recorded 
on transfer of property from IUS—Pr. 5. These forms will be forwarded to the 
property accounting section of the property management branch, where the 
property records will be adjusted accordingly. All offices involved in such 
moves should be certain that the property record card for the items trans- 
ferred is forwarded to the office to which the property has been consigned. 
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Inventories and warehousing. 
(1) Physical inventory of nonnexpendable property will be conducted at least 
once a year as of December 31 or when directed by the executive officer of the 
master joint fund. Discrepancies between physical inventories and property 
record cards should be reported on the inventory record card and subsequent 
to review, if missing property cannot be reconciled with the records, a report 
of survey will be prepared on Form IUS-—Pr. 4 for action by the property 
survey board. 

I think, Mr. Chairman, that perhaps these few excerpts from this 
master joint fund policy order No. 4 will indicate the way we ap- 
proached this problem during the time I was there and the way we 
set it up for the master joint fund following my departure. 

Mr. Harpy. Although that order was issued subsequent to your 
departure, it is your testimony that it is in substance the same order 
which you developed ? 

Mr. Dickens. This order was prepared by myself and my staff on 
June 23, 1954, and was signed into effect by Dr. Shademan and Mr. 
Warne who were the codirectors of the master joint fund, and was in 
effect prior to my departure. 

Mr. Rerece. You feel then, the inventory embraced all the physical 
property 

Mr. Dickens. All that we could locate in the area. 

Mr. Reece. In the area. But what was your impression? Did you 
feel that you had located substantially all 

Mr. Dickens. With the great size and variety of property involved 
and the difficulties of getting over a country that was as large as Iran, 
si’, We were not certain that we had found everything, but we were 
certain that we had located and inventoried the greatest bulk of it, 
and there were relatively few discrepancies. 

Mr. Reece. Now, I was intending, Mr. Chairman, to make inquiries 
as to why the joint fund was set up. The subject of the joint fund was 
more or less new to me, but I believe that Mr. Warne testified upon that 
in his colloquy with the chairman a while ago. 

Unless Mr. Warne has something else to add on it 

Mr. Warne. I think the record might be a good deal better if we 
put into the record right now some of the documents that actually 
organized the joint fund and explained in themselves why it was being 
established. 

Mr. Reece. I think something like that would be helpful. It 
seemed a rather unusual procedure. 

Mr. Harpy. I, too, think it might be a good idea for us to have some 
of the documents that provide the basis for the establishment of the 
joint fund. I think, though, with the permission of the committee, 
that we should review these, before we decide which ones to include, 
with Mr. Warne or some of his people so we won’t get unnecessary 
material in the record. 

Mr. Warne. I will be glad to do that right now. 

Mr. Reece. Are they comprehensive, bulky ? 

Mr. Harpy. I believe that in the interest of time, Mr. Warne; if 
you would be agreeable to going over these documents with members 
of the staff, they can work out with you the ones that are pertinent. 
We can put them in at this point in the record. 

7 Mr. Reece. That is what I was going to suggest. Put them in at 
this time. 
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Mr. Warne. That is fine. I will be glad to do that. 
(The documents referred to follow :) 


JOINT FuND For TECHNICAL AND ECONOMIC DEVELOPMENT—IRAN 
MASTER JOINT FUND POLICY ORDER NO. 4, JUNE 23, 1954 


Subject: Establishment of policies and procedures for the management, control, 
movement and disposition of all expendable and nonexpendable property owned 
by the Joint Fund for Technical and Economic Development. 


I. PURPOSE AND AUTHORITY 


Article III, Section A, Paragraph 6 of the agreement between the Iran-U. §, 
Joint Commission for Social and Economic Development and the United States 
Operations Mission to Iran, dated April 21, 1954, provides that the Co-Directors 
of the Joint Fund for Technical and Economic Development will maintain con- 
trol of the records for all property belonging to the Master Joint Fund and 
be responsible for its end use. It is the purpose of this order to establish poli- 
cies and procedures governing the control, records and use of all of the property 
belonging to the Master Joint Fund pursuant to this agreement. 


II. EFFECTIVE DATE 
July 1, 1954. 
III. GENERAL 


On behalf of the Co-Directors of the Master Joint Fund, the Executive Officer 
will be responsible for all property belonging to the Master Joint Fund. Ac- 
countability is placed with the property Management Officer and to such per- 
sonnel to whom he may assign the Master Joint Fund property. As may he 
prescribed by the Executive Officer, the Property Management Officer will be 
responsible for devising and improving procedures for the maintenance of 
property records, movement, disposal, reports and other controls. Custodial 
responsibility shall be inherent in each officer and employee who has in his 
temporary or permanent custody Master Joint Fund property. 


IV. PROCEDURES 
A. Procurement 

1. The Property Management Branch shall be responsible for keeping tle 
Procurement Branch and end-users informed of stock levels of all such goods 
and material in the form of property that is placed under the jurisdiction of 
the Property Management Officer. The Property Management Officer shall see 
that requisitions for expendable supplies are submitted periodically to the Pro- 
curement Branch, in order that minimum stock levels for these items may be 
maintained. 

2. Requisitions for procurement, regardless of where they may be initiated, 
unless for special program equipment and automotive spare parts, shall be 
routed to the Property Management Branch in the first instance, in order to de- 
termine whether all or part of the items desired are in stock. 


B. The Movement and Packing of Goods and Materials 


1. It is the responsibility of the Property Management Office to see that all 
goods and materials consigned to the Master Joint Fund from outside of Iran 
and to specific offices within Iran are moved as efficiently and rapidly as possible 
and at a minimum cost. The Property Management Branch shall further take 
all necessary precautions to be assured that all goods and materials belonging 
to the Master Joint Fund are properly stored when not in use and that they are 
properly protected and packed when in movement between two geographical 
points. 

2. In order to establish reliable procedures for the responsibilities listed in 1 
above, the Property Management Officer, together with the Procurement Office, 
will negotiate appropriate contracts with qualified Iranian concerns and shall 
keep these contracts under review to see that they are adhered to and to alter 
them as changes in the program and other procedures may require. 
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1. Receipt of Goods and Materials Obtained Through Offshore Procurement.— 
a. Bills of Lading: 

(1) Bills of lading in triplicate, covering shipments of goods and mate- 
rials obtained through offshore procurement, will be received by the Pro- 
curement Branch. One copy will be retained by this branch and filed with 
related purchase documents and two copies will be forwarded to the Cus- 
toms Section of the Property Management Branch. 

(2) The Customs Section will record in a register all bills of lading as 
received and prepare a letter for the signature of the Executive Officer to the 
Ministry of National Economy requesting import permits and free entry 
into Iran of the items listed on the bills of lading. 

b. Entry Permits and Customs Clearances: 

(1) On receipt of copies of the original entry permit issued by the Minis- 
try of National Economy, the Customs Section will give a letter against ap- 
propriate receipt to the designated carrier with instructions for forward- 
ing the shipments on arival at the ports of entry, together with the entry 
permits and copies of the bills of lading involved. 

(2) Customs clearance documents will be forwarded by the Customs Sec- 
tion to that section’s representative in the port of entry, as indicated on the 
the bills of lading. 

. Clearance at the Port of Entry: 

(1) The designated carrier will act as forwarding agent for the Master 
Joint Fund and, with the assistance of the Customs Section’s representative 
in the port, will clear through customs all shipments consigned to the Mas- 
ter Joint Fund and will arrange for the transportation of the goods and 
materials involved to the Master Joint Fund Compound in Tehran, unless 
specifically instructed to route them to other destinations. 

. Receipt of Shipments in the Master Joint Fund Compound: 

(1) Shipment upon arrival at the Master Joint Fund Compound will be 
verified as to weight and number of crates or items and numbers stenciled 
on the containers against the carrier’s waybills which will be signed and 
used as an interim acknowledgment of receipt of the shipment. A copy of 
this waybill will be retained by the Compound to indicate that the shipment 
has been received and that a thorough inspection must be made prior to the 
preparation of a receiving report. 

(2) As soon as possible after receiving the Compound’s copy of the way- 
bill, the Compound Supervisor will cause to be made a complete inspection 
of the shipment as to the packing lists, purchase orders, identification num- 
bers, bills of lading, project number, name of steamer, measurements, 
ete. After verification, a receiving report (OMI 48) will be prepared and 
signed in six copies acknowledging receipt of shipments and will be dis- 
tributed as follows: 

2 to the carrier 

1 to the ordering office 

1 to the Warehouse files 

1 to the Customs Section 

1 to the Property Accounting Section 

The carrier will retain one for his files and submit the other copy with his 
invoice, which will be submitted to the Customs Section for verification with 
the bill of lading. 

The receiving report, in the event of damages, shortages, ete., should in- 
(licate the extent of same in sufficient detail that adjustment in payment and 
claims ean be made. 

(3) Shipments damaged in transit between ports of embarkation and de- 
barkation will be reported immediately to the Offshore Procurement Office 
for settlement. Damages occurring to shipments between the port of de- 


barkation and their destination in Iran will be determined and adjusted 
locally. 


2. Receipt of Goods and Materials Obtained Through Local Procurement.— 
a. Items procured locally will be delivered in the first instance to the Master 
Joint Fund Compound for inspection as to quality, quantity, and specifications. 
Purchase orders, samples, and other supporting documents will be used in con- 
ducting these inspections, and if the delivered items are not in accordance with 
Specifications, they will be rejected. 
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b. The Compound will be provided by the Procurement Branch with five copies 
of the purchase order, all of which will be endorsed to the effect that the ship- 
ment meets specifications and has been received in good order. These copies will 
be distributed as follows: 

1 to the supplier 

2to the Procurement Branch 

1to the Property Accounting Section 

1 to the Master Joint Fund Compound files 

One of the two copies received in Procurement will be attached to the dealer's 
certified invoice and forwarded to the Fiscal Branch for vouchering and pay- 
ment. 

ce. In the event that suppliers or representatives of ordering offices consider 
that decisions of the Receiving Officer in the Master Joint Fund Compound, as 
indicated in the endorsement on the five copies of the purchase order, are in 
error, the matter will be brought to the attention of the Property Management 
Officer for review and decision. 


D. Property Accounting and Records 


1. Nonexpendable Property Controls.—Nonexpendable property is generally 
property not normally consumed in usage and of sufficient value (more than 
Rls. 1,000) to justify the maintenance of property accountability records. 

(a) Stock and issue records (Form IUS-Pr. 2): 

(1) Stock and issue records, IUS—Pr. 2, shall be maintained on all nonexpend- 
able property in the Master Joint Fund Compound and the Property Accounting 
Section prior to the issuance and numbering of these items. These records shall 
be filed alphabetically by nomenclature. They will indicate stock level increases 
based on acquisition through purchase orders and procurement requisitions and 
stock level decreases through requisitions for withdrawal and survey report. 
Each increase or decrease in stock levels for any carded item will also show the 
number of the action document involved. 

(b) Property Record Cards (Form IUS-Pr. 1): 

(1) Property Record Cards, Form IUS-Pr. 1, will be maintained in the Prop- 
erty Accounting Section of the Property Management Branch and will be used to 
record all nonexpendable property belonging to and issued for use of the Master 
Joint Fund activities. 

(c) Property identification and numbering: 

(1) Nonexpendable property when issued to Provincial Offices and Tehran 
Headquarters from the Master Joint Fund Compound will be numbered and 
recorded individually on separate Property Record Cards, IUS-—Pr. 1, which will 
be prepared in duplicate, one copy of which will be filed alphabetically by nomen- 
clature under separate headings for each Provincial Office and Tehran Head- 
quarters, and the second copy forwarded to the Receiving Office, together with 
a copy of the delivery order or requisition, as the case may apply, for that office's 
records. Property Record Cards will reflect : 

(a) Description of property 

(b) Assigned number 

Reference to acquisition document 

(d) Cost 

(e) Location (or change of location, when appropriate) 

(f) Serial numbers of office machines, vehicles, etc. Items purchased 
locally in the Provincial Offices will be assigned property numbers from 
blocks of numbers provided by the Property Management Branch on Form 
IUS-Pr. and one copy shall be forwarded to the Accounting Section of the 
Property Management Branch. The second copy shall be retained by the 
Provincial Office and filed by nomenclature of the items involved. 

Under no circumstances will the Provincial Office change or assign another 
property number to property that has been assigned a number by the Prop- 
erty Management Branch in Tehran. 

2. Expendable Property Controls.— 

a. Stock and issue records, Form IUS—Pr. 2, will be maintained in the Prop- 
erty Accounting Section of the Property Management Branch and in the Provin- 
cial Offices for the recording of all expendable property retained in stock for 
issue. These cards will reflect a record of all stock items acquired and issue 
and will provide a record of usage for replenishment and budgetary purposes. 

b. Stock and issue records, Form IUS-Pr. 2, shall be filed alphabetically by 
nomenclature. They will indicate stock level increases based on acquisitions 
through purchase orders and procurement requistions, and stock level decreases 
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through requisitions for withdrawal and survey reports, and the increases and 
decreases shall be noted together with the number of the action document on 
the stock and issue card. 

ce. A duplicate set of stock and issue records, Form IUS-Pr. 2, will also be 
maintained in the Stock Control Unit of the Warehouse and will be used to record 
all stock items required and issued. Items deducted from these records must be 
supported by an approved requisition or other official withdrawal documents and 
copies of such documents will be filed in the Warehouse in support of all issuances 
reflected on stock and issue record cards. 


EF. Issuance and Deliveries 


Master Joint Fund nonexpendable property will be issued from stock or 
from deliveries received in the Master Joint Fund Compound or Provincial 
Office Compound as a result of procurement action. The issuances will be 
made against requisitions or release orders, depending upon the type of equip- 
ment, i. @., program or administrative, to the field and Tehran Headquarters. 

1. Deliveries to Provincial Ofices——When properly prepared Release Orders 
are received by the Property Management Office authorizing the release of goods 
and materials from the Master Joint Fund Compound, the following procedure 
for the preparation of Delivery Orders (Form TCI-47) shall be followed: 

a. The Delivery Order will be prepared in the Property Management Office 
and signed by the Property Management Officer. All manifold copies of the 
Delivery Order will be immediately forwarded to the Compound where addi- 
tional information will be included on the document, such as information on 
weights, Measurements, property numbers, etc. Upon completion, all copies 
of the Delivery Order will be signed by the carrier and the following distribu- 
tion effected : 

(1) The original and three copies shall be given to the carrier, two of 
which he will retain for his records and purposes of billing. The third 
copy will be retained by the consignee and the original returned by the 
consignee to the Property Management Officer subsequent to receipt. 

(2) One copy will be forwarded to the Provincial Office under separate 
cover to serve as advance notice of shipment. 

(3) One copy will be retained in the Master Joint Fund Compound. 

(4) One copy will be forwarded to the Property Management Office for 
filing. 

2. Deliveries in Tehran.— 

a. The Warehouse copy of the purchase order will be signed by the consignee 
or a responsible agent thereof and returned to the Warehouse numerical file 
where it will serve the purpose of a receipt. The Property Accounting Section 
Will issue to the Administrative Services Branch a copy of the Property Record 
Card with the property number included at the time the delivery is made. 

b. Items in warehouse stock will be receipted for by the consignee or a 
responsible agent thereof on a copy of the requisition for the supplies and 
material. A Property Record Card will be issued to the Administrative Serv- 
ae Branch at the time the delivery is made, as for items delivered under “a” 
above, 


I’. Property Transfers, Loans and Disposition 

1. Transfers of Property.— 

a. Transfers of Master Joint Fund nonexpendable property from one Provin- 
cial Office to another, or from offices in Tehran to a Provincial Office, must be 
approved in advance by the Property Management Officer and will be recorded 
on Transfer of Property Form IUS-Pr. 5. These forms will be forwarded to the 
Property Accounting Section of the Property Management Branch, where the 
property records will be adjusted accordingly. All offices involved in such 
moves should be certain that the Property Record Card for the items transferred 
is forwarded to the office to which the property has been consigned. 

b. Nonexpendable property owned by the Master Joint Fund will not be trans- 
ferred to any other government agency without the prior approval of the Execu- 
live Officer for Master Joint Fund Operations. When approval is granted for 
such transfers, the transfer will be effected by the preparation of annexes to 
the basic program agreement involved and shall indicate the items, the condition, 
the placement value and such other information as may be required. These an- 
nhexes shall be signed by the Co-Directors of the Master Joint Fund. 

2. Property on Loan.— 

a. Nonexpendable property will be issued on a temporary basis on the approval 
of the property Management Officer and a temporary receipt for the property, 
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Form IUS-Pr. 6, will be prepared in triplicate. One copy will be filed in the 
Compound’s temporary receipt file and the original will be filed in the Property 
Accounting Section of the Property Management Branch. The third copy will 
be given to the consignee. 

b. Nonexpendable property issued on indefinite loan will be issued on the 
approval of the Executive Office on Memorandum Receipt. Individuals or agen- 
cies to whom nonexpendable property has been issued on Memorandum Receipt 
will be held responsible for safeguarding the property and will be held liable 
for the cost of property which is damaged, lost, or destroyed as the result of their 
negligence. 

3. Surplus Property—When property becomes surplus to Provincial Office or 
Tehran Headquarters needs, it will be reported to the Property Management 
Officer as soon as possible, together with a recommendation as to its disposition. 
No action to dispose of surplus property will be taken by Provincial Directors or 
the Administrative Services Officer until instructions for disposal are received 
from the Property Management Officer. 


G. Property Survey Reports and Property Survey Board 

1. Survey Report, Form IUS-Pr. 4, shall be prepared to report any damaged 
or unserviceable property and forwarded to the Executive Officer of the Master 
Joint Fund for review and submission to the Survey Board, when appropriate. 
Such property will not be removed from the property records until authority is 
given by the Co-Directors through the Property Survey Board or the Executive 
Officer of the Master Joint Fund. 

2. The Co-Directors shall appoint a Property Survey Board which shall deter- 
mine, in the event of loss, damage, or destruction of Master Joint Fund Property, 
the responsibility and recommend to the Co-Directors appropriate action to be 
taken. The membership of this Board shall consist of a president, two members, 
a Property Survey secretary and sufficient alternate members to insure consist- 
ent and efficient operation. The Property Accounting Officer shall not sit as a 
member of the Board, but shall act in an advisory capacity. No member shall 
sit for a period of longer than one year. 


H. Inventories and Warehousing 

1. Physical inventories of nonexpendable property will be conducted at least 
once a year as of December 31 or when directed by the Executive Officer of the 
Master Joint Fund. Discrepancies between physical inventories and property 
record cards should be reported on the inventory reports and subsequent to re- 
view, if mission property cannot be reconciled with the records, a report of sur- 
vey will be prepared on Form IUS-Pr. 4 for action by the Property Survey Board. 

2. Inventories of expendable stock item will be taken as directed by the Execu- 
tive Officer of the Master Joint Fund at least once a year as of December 31. The 
chiefs of the Warehouse Section in Tehran Headquarters and in the Provincial 
Offices will take inventories of expendable stock in their warehouses when, in 
their judgment, inventories are desirable. 

3. Provincial Offices should estimate requirements for a three-month period 
and submit requisitions to the Property Management Officer sufficiently in ad- 
vance of needs to enable orderly and efficient issuance of stock items. 

4. Offices located in Tehran will submit weekly requisitions for expendable 
items three days in advance of requirements. Offices will not stock administra- 
tive supplies in excess of normal weekly requirements. 

5. Warehouse stock items should be sufficient for the requirements of the 
Master Joint Fund for a six-month period. When stock levels become low for 
expendable items, the Chief of the Master Joint Fund Compound will prepare 
procurement requisitions for the replenishment of stock and submit them to the 
Property Management Officer for review and approval and forward them to the 
Procurement Branch. 


I. Liability and Accountability 

1. Officers or employees having custody of Master Joint Fund Property shall 
be required to pay for any loss, damage, or destruction of this property due to 
waste, neglect, or improper usage whether or not they have formally acknow!- 
edged their responsibility therefor. 

2. When an accountable officer is transferred, relieved of duty, or is termi- 
nated, accountability for the property charged to him will be transferred to 
his successor or other designated officers. Transfer of accountability may be 
accomplished by the accountable officer and his successor by the taking of a joint 
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physical inventory. If satisfied that the property records are correct, the suc- 
ceeding accountable officer will certify to that effect and a copy forwarded to 
the Property Management Officer. 

Approved : 

S. F. SHADEMAN, 
Co-Director, Joint Fund for Technical and Economic Development—Iran. 

Approved : 
W. E. WARNE, 
Co-Director, Joint Fund for Technical and Economic Development—Iran. 


—_ 


UNITED STATES TECHNICAL COOPERATION FOR IRAN, 
Tehran, Iran, September 12, 1953. 


GENERAL ORDER No. 72 


Subject: Organization and Functions of the Operations and Facilities Office. 
Purpose: This General Order is to supplement General Order No. 65, subject: 

TCI Organization Chart, Revision 6, dated August 1, 1953. The pur- 

pose of this General Order is to outline the organization and functions of 

the recently created Operations and Facilities Office, which is organizationalty 
part of the Joint Administrative Services, responsible for serving TCI, the 

Embassy. USIA and the MAAG. This document should serve as a guide for 

TCI personnel located in Tehran and the regions as to what services this 

office performs, and where and to whom they may apply when such services are 

required. 

Provisions: The Operations and Facilities Office, as indicated on the attached 
chart, will consist of seven sections, i. e., Transportation, Field Transportation 
Supervisor, Communications, Buildings and Equipment, Procurement and Sup- 
ply, Property Receipt and Shipping, and Miscellaneous Services. 

The Office of the Operations and Facilities Officer will be staffed by the Oper- 
ations and Facilities Officer, Mr. Randolph Dickins, Jr., the Assistant Opera- 
tions and Facilities Officer, Mr. Thomas A. Bertone, one secretary and one 
typist. 

Subject to the general supervision of the Office of the Country Director and 
the Director of Joint Administrative Services, the Operations and Facilities 
Officer will have complete responsibility for the planning, establishment, evalua- 
tion in Tehran and shall advise and service the regional offices to the extent 
consistent with overall TCI administrative policy. He shall be responsible for 
developing projects to improve efficiency of operations, effecting economies and, 
through a general knowledge of the program activities, will consult with the 
County Director to the extent necessary in solving administrative, management, 
and service problems. He shall advise the TCI comptroller on the preparation 
of the budget for all TCI operations and facilities. 

The Assistant Operations and Facilities Officer will be responsible for the 
overall supervision of the office in the absence of the Operations and Facilities 
Officer. He shall assist the Operations and Facilities Officer in the responsi- 
bilities outlined above for the latter, and will act as an expediter and follow- 
up on incompleted projects and assignments. 

2. The Transportation Section, under the supervision of the Transportation 
Officer, Mr. Henry Pierce, shall be responsible for the operation, maintenance, 
and repair of TCI program vehicles assigned to Tehran on a permanent or 
temporary basis. The section will consist of four units, i. e., the Garage Unit, 
a Pools Unit, Spare Parts and Stock Control Unit, and Records and Reports 

nit. 

The Garage Unit shall be responsible for vehicle inspection, servicing, and 
all repairs on vehicles assigned to Tehran and fourth and fifth echelon main- 
tenance for vehicles assigned to the field. 

The Motor Pools Unit shall be responsible for the operation of four motor pools 
located in TCI Headquarters, Shah Reza building, the Lalezar building, and the 
Embassy, Each motor pool under the supervision of a dispatcher shall be re- 
sponsible for first and second echelon maintenance of the vehicles assigned 
thereto; submission of trip reports ; and appropriate duty schedules for drivers. 

The Spare Parts and Stock Control Unit shall be responsible for the stocking 
and issuance of all spare parts required by the repair facilities in Tehran and 
the maintenance of the necessa ry records therefor. 
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The Records and Reports Unit shall be responsible for compiling and main- 
taining all automotive records, fuel consumption records, and reports required 
by the Budget and Fiscal Office, and Washington. 

3. The Field Transportation Supervisor, Mr. Ralph V. Hopkins, assisted by his 
Iranian counterpart, Mr. Ziaollah Afshar, will be responsible to the Operations 
and Facilities Officer for the (1) development of uniform procedures for the 
maintenance and repair of all vehicles assigned to each regional office; (2) the 
evaluation and training of Iranian mechanics so that maximum results will be 
obtained, both as to efficiency and economy; (3) the establishment of effective 
motor pool operations and dispatching procedures for regional offices; (4) the in- 
spection of and recommendations for the installation of existing and proposed 
garage facilities, including services required, equipment, etc., in order that these 
facilities will efficiently and economically meet the requirements of the regional 
office. (Regional offices will be standardized along uniform lines in this respect) ; 
(5) to inspect all vehicles in the regions in order to determine whether maxi- 
mum end use is being obtained and whether the assigned vehicles are receiving 
proper treatment during operation and that preventative maintenance is being 
rigidly adhered to; (6) determining, based on regional and headquarters re- 
quirements, the proper stock levels of automotive spare parts to be maintained 
both in the regional offices and in the central warehouse compound in Tehran. 

In order to carry out the above outlined responsibilities, the Field Trans- 
portation Supervisor and his Assistant will spend approximately 60-75% of their 
time visiting the regional offices making inspections and appropriate recom- 
mendations. 

4. The Communications Section, under the supervision of the Communications 
Officer, Mr. James B. Harnett, shall be responsible for receiving, distributing, 
filing, and dispatching all classified and unclassified communications for TCI, 
the Embassy, and USIA. This section shall also be responsible for the efficient 
operation of the telephone switchboards, located in TCI, Embassy, and USIA 
office buildings. This section will consist of four units, i. e., the Records Unit, 
Code and Message Unit, Pouch and Mail Distribution Unit, and the Telephone 
and Directory Unit. 

The Records Unit, with file rooms located in the TCI Headquarters and the 
Embassy, shall be responsible for the recording, filing, and routing, based on sub- 
ject content regulations, of all incoming and outgoing communications and docu- 
ments. Appropriate control for the return of all basic documents and proper 
security precautions shall be maintained by this unit. 

The Code and Message Unit shall be responsible for the handling of all incom- 
ing and outgoing telegrams consistent with Department of State and Post policies 
and procedures. Top Secret control regulations, telegraph files, and reports 
on cable traffic and operations are the responsibility of this unit. 

The Pouch, Mail, and Distribution Unit shall be responsible for the efficient 
operation of the Embassy and TCI pouch rooms and the four distribution centers 
located in TCI Headquarters, the Shah Reza building, the Lalezar building, and 
the Embassy. Each distribution center will have sufficient messengers assigned 
thereto in order that all classified and unclassified material may be distributed 
on a rapid and efficient basis. 

The Telephone and Directory Unit shall be responsible for the operation of 
the telephone switchboards at TCI Headquarters, the Shah Reza building, the 
Lalezar building, and the Embassy. The telephone supervisor is responsible for 
the continuous operation of these switchboards, consistent with the require- 
ments of the various offices they service, and shall establish appropriate operator 
schedules therefor. Under direction of the Communications Officer, this unit 
shall prepare a master telephone directory, which shall be issued on a currently 
periodic basis, reflecting all changes in personnel and office locations. 

5. The Building and Equipment Section, under the supervision of the Buildings 
Officer, Mr. John Hermann, shall be responsible for the maintenance and repair 
of all U. S. Government-owned, and all leased TCI, Embassy, USIA, and MAAG 
property in Tehran. This section is also responsible for all issued nonexpend- 
able equipment and the inventories therefor. The Section is composed of seven 
units, i. e., the Building and Property Repair Unit, Equipment and Supply Unit, 
Space Control Unit, Inventory and Records Unit, Typewriter Repair Unit, Build- 
ing Custodial Unit, and the Telephone Repair Unit. 

The Building and Property Repair Unit, staffed by electricians, plumbers. 
carpenters, and general maintenance personnel, shall be responsible for effective 
minor repairs to all buildings and equipment owned and leased by the Depatt- 
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ment of State, FOA, and USIA in the Tehran area. Office furniture and equip- 
ment, where practicable, shall be repaired and reconditioned by this unit. 

The Equipment and Supply Unit shall be responsible for the distribution of 
equipment ‘to offices, Government-owned and leased residences in Tehran, from 
stocks on hand in order to meet office and building requirements. When equip- 
ment is no longer required, the property will be returned to central storage for 
reissuance in the future. When requests for equipment are submitted, they 
shall be reviewed by this unit and, if stocks are not on hand and the justification 
is adequate, a request for procurement would be submitted to the Procurement 
and Supply Section. 

The Space Control Unit shall be responsible for maintaining up-to-date space 
control charts indicating office and building occupancy and space that is avail- 
able for additional personnel or functional needs. The Building Officer shall 
utilize his information in the allocation of space to the various offices and divi- 
sions of the Embassy and TCI, based on requests directed to his section. The 
Space Control Unit will initiate the action necessary to have newly allocated 
space furnished and readied for use. 

The Inventory and Records Unit shall be responsible for property account- 
ability for maintaining inventory cards, and records for all issued nonexpendable 
property for TCI (including the Tehran Regional Team), the Embassy, USIA, 
and the MAAG, in Tehran. Based on current regulations, this unit will prepare 
annual inventory reports and maintain appropriate records on surveyed and 
damaged property. 

The Typewriter Repair Unit, located in the Lalezar building, shall be respon- 
sible for the repair and maintenance of typewriters and other labor-saving de- 
vices. Maintenance schedules shall be established and, as required, the personnel 
from this unit will visit the regional offices in order to effect field repairs and 
routine maintenance. 

The Buildings Custodial Unit shall be responsible for the day-to-day operation 
for cleanliness, security, and reception control of TCI and Embassy buildings 
and property. The Chief Building Custodian shall have under his supervision 
the Building Supervisors, Receptionists, Gatemen, Night Watchmen, Cleaners, and 
Gardeners. 

The Telephone Repair Unit shall be responsible for the maintenance and 
repair of the various switchboards located in the TCI, Embassy, USIA, and MAAG 
buildings. This unit shall also be responsible for the supervision of routine 
surveys of telephone lines and of telephone instruments based on program and 
office requirements. Complaints concerning broken equipment or inability to 
make connections shall be reported immediately to the Chief Telephone Operator 
in the building concerned. He shall in turn report the matter immediately to the 
Telephone Repair Supervisor. 

6. The Procurement and Supply Section, under the supervision of the Procure- 
ment and Supply Officer, Mr. Richard L. Braida, shall be responsible for the 
procurement, subsequent to obligation of funds, of all program equipment charge- 
able to TCI projects; administrative equipment chargeable to Program Opera- 
tions or Administration and expendable supplies for the entire TCI program, 
the Embassy and USIA. This will normally include purchases, offshore pur- 
chases and requisitioned from the United States. This section is comprised of 
two units, i. e., the Procurement Unit and the Supply Unit. 

The Procurement Unit, consistent with applicable regulations and local admin- 
istrative procedures, shall be responsible for obtaining required equipment and 
supplies expeditiously and economically with the limitations of the various admin- 
istrative and project budgets. The staff of this unit shall include specification 
analysts, purchasing clerks, correspondence and records clerks, offshore procure- 
ment specialists, and the Office of Small Business. 

The Supply Unit shall be responsible for the operation and maintenance of 
supply rooms located in the Embassy and in the various TCI buildings in Teheran. 
Supplies will be issued locally to requesting offices against supply request slips 
on a periodic basis. Supplies will be issued to the field from a central supply 
depot on quarterly requests submitted by the regions to this unit. This unit 
shall also be responsible for the preparation and submission to the Procure nent 
Unit of lists of supplies to be requisitioned periodically from the United States 
based on rate of expenditure and estimated future requirements for TCI, the 
Imbassy, and USIA. 
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7. The Property Receiving and Shipping Section, under the supervision of the 
Property officer, Mr. Ernest Diggs, shall be responsible for the receiving of 
incoming materials purchased in the United States, abroad, or locally and shall 
further be responsible for the issuance and shipping of this material to the 
regions, the Consulates, TCI headquarters, the Embassy, and USIA, as requested, 
by responsible officer. 

The Receiving and Shipping Unit shall be responsible for receiving, inspecting, 
and recording all of the incoming material from the United States, offshore 
countries, and Iran. When requests for delivery to divisions, offices, regions, or 
Consulates are received, the material will be appropriately packed and shipped 
through designated transportation companies. TCI regional offices shall initiate 
all requests for the issuance of materials through the Technical Division 
concerned. 

The Warehouse Unit shall be responsible for warehousing all TCI property 
upon its receipt in Teheran and prior to its issuance to a division, office, or 
activity. The warehousing shall be appropriately laid out in such a manner 
that all equipment on hand may be properly protected, segregated as required, 
and easily located for inventory and issuance purposes. 

The Customs and Personal Effects Unit shall be responsible for the clearance 
of all incoming and outgoing materials to and from Iran, including program 
and project equipment, supplies, and personal effects. This unit shall maintain 
a direct liaison with the ports and the customs authorities within the limitations 
prescribed by the Operations and Facilities Officer. 

8. The Miscellaneous Services Section, under the supervision of the Adminis- 
trative Services Officer, Miss Ursula Wallace, shall be responsible for providing 
a variety of miscellaneous services required for efficient operation of the TCI, 
the Embassy, USIA and the MAAG, which do not specifically fall within the 
category of services rendered by any of the sections described above. The func- 
tions of this section have been purposely oversimplified through division into 
nine units in order to provide specific guidance to TCI, Embassy, USIA, and 
MAAG personnel requiring any of the various services rendered by this section. 

The Reproduction Unit shall be responsible for the mimeographing of all sten- 
cils originating in TCI Headquarters, technical divisions, the Embassy and the 
Joint Administrative Services. Each stencil received for reproduction shall be 
appropriately approved on the prescribed mimeograph request form and records 
of all stencils and paper consumption shall be maintained and reported on a 
monthly basis. 

The Translation Unit shall be responsible for preparing translations of docu- 
ments, incoming and outgoing communications, and such other official requests 
for translations as may be submitted to this unit. 

The Typist Unit shall be responsible for preparing in the final form all docu- 
ments, which, due to length and volume, are beyond the capabilities of typists and 
clerk-stenographers assigned to specific offices, divisions, and activities in Teheran. 
As required and not to exceed a total of three at one time, typists from this 
unit may be loaned on a temporary basis to offices in which regularly assigned 
typists or clerk-stenographers are absent due to illness, leave, or termination. 

The Contracts Unit shall be responsible for the research and preparation of all 
TCI, Embassy, and USIA contracts, except those involving Joint Funds projects 
or technical program activities and contracts for procurement. The greater part 
of the work of this unit shall be in connection with the preparation of amend- 
ments, renewals, and the termination of property leases for the Teheran area, 
the Consulates and TCI regional offices. Records shall be maintained of all 
contracts and the Department of State, FOA, and USIA, as the circumstances 
require, shall be kept informed of any changes or new contracts as required by 
current regulations on this subject. 

The Library Unit shall be responsible for the maintenance of a small reference 
library in the Library Room directly behind the Receptionist in the Embassy 
Chancery, and of a technical reference library in the Shah Reza building. The 
Embassy Library shall be supervised by the Chancery Receptionist, who shall 
maintain appropriate records of books on hand and those on loan. A loan of 
books from the Library shall take place during scheduled hours of each work 
day. The Library shall be open for general reference during the working hours 
of the Embassy and the Shah Reza building. 
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The Housing Unit has been established in order to provide a personal] service 
to all American personnel in the Teheran area, who are seeking places to live 
other than hotels. This unit shall be responsible for providing each person 
seeking a place to live with an up-to-date list of available houses and apartments 
and an adequate description thereof. Employees of this unit shall accompany 
the applicant on an inspection of the property and assist in their negotiations for 
the leasing thereof, consistent with existing directives. This unit shall provide 
standard lease forms and will undertake to protect the would-be occupant as tu 
termination, clauses, rental price, and such other items which each specific 
case may require. 

The Auto Tags and Insurance Unit shall be responsible for assisting all 
American TCI, Embassy, USIA and MAAG employees as well as the Transpor- 
tation Section, in obtaining appropriate automobile tags for private and Gov- 
ernment-owned vehicles. Advice will be given by this unit regarding the ap- 
propriate transfer of tags and titles when the vehicles are sold. The Third 
Party Insurance, which is now mandatory in Iran, shall be obtained on all 
American-owned and United States Government vehicles, with the help of this 
unit. 

The Fuel, Water and Insect Control Unit shall be responsible for providing 
for the delivery of fuel oil and water to the various American homes located 
within the Tehran area, upon request. Homes will also be supplied with DDT 
by employees of this unit upon request. 

The Publications Procurement Unit shall be responsible for the procurement 
of commercial and Government publications requested and required by the Em- 
bassy and TCI headquarters, technical divisions and the regional offices. 

WILLIAM E. WARNE, 
Director of U. 8. of America Operations Mission to Tran. 
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Mr. Harpy. Thank you, Mr. Dickins. 

Mr. Mountain, whom do we have next. 

Mr. Mountain. We would like to call Mr. Merrill as our next wit- 
ness. 

Mr. Harpy. Mr. Merrill, will you be sworn? 

Do you solemnly swear that the testimony you are about to give 
to this subcommittee will be the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. Merrit. I do. 


TESTIMONY OF VERNON L. MERRILL, CHIEF, POST MANAGEMENT 
BRANCH, OFFICE OF GREEK, TURKISH, AND IRANIAN AFFAIRS, 
OFFICE OF THE ASSISTANT SECRETARY FOR NEAR EASTERN, 
SOUTH ASIAN, AND AFRICAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Mountain. Mr. Merrill, will you give us a brief biographical 
statement for the record, please. 

Mr. Merritz. I joined the Government service in 1941 with the 
Corps of Engineers and was assigned overseas duties in Venezuela, 
Aruba, and Trinidad. 

In 1944, in Trinidad, I joined the Navy, became an officer, served 
until 1946, 

In 1946 I continued with the Navy as an administrative officer until 
1952 when I became employed with the State Department and assigned 
as administrative officer at Tel Aviv. 

After 26 months in Tel Aviv, I was transferred to Teheran where 

served from September 1, 1954, unti\ June 20, 1955. 

Mr. Mountain. Would you repeat those dates you served in Iran? 

Mr. Merrityi. September 1, 1954, until June 20, 1955. 

Mr. Mountain. Mr. Merrill, had you previously gone to Iran prior 
to being assigned there? 

Mr. Merruw. Yes. I had made one visit there. I believe it was 
August 4 to August 11. 

Mr. Mountain. What was the purpose of that visit? 

Mr. Merriw. I think the purpose was called administrative consul- 
tation. 

Mr. Harpy. Did you have any written instructions on that assign- 
ment ? 

Mr. Merriti. No, sir. Verbal, sir. 

Mr. Harpy. By whom were they given ? 

Mr. Merritt. By Mr. Charles Manning in Tel Aviv. Mr. Manning 
was on a tour of the area. He had hoped to get to Teheran but due to 
some pressing reason was called back to Washington, and he asked me 
if I would object to going to Teheran for a quick look-see at the admin- 
istrative difficulties then being experienced. 

Mr. Harpy. Well, now, administrative difficulties. Do I understand 
then that your purpose was to try to help correct some of the adminis- 
trative problems that had been encountered in Teheran ? 

Mr. Merrity. My first visit to Teheran was merely to observe and 
report. 

Mr. Harpy. Was it a part of your assignment to try to determine the 
nature of the administrative difficulties that were being encountered in 
Teheran ? 
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Mr. Merrit. No. It was more to try to get a look at what personnel 
would be needed to staff especially the general services section to meet 
the requirements under this new revised master joint fund establish- 
ment and what remained for the Embassy to do. 

Mr. Harpy. Was it indicated to you before you made this trip that 
there might be some need for more competent personnel in Teheran ? 

Mr. Merri. Yes, sir. 

Mr. Harpy. Was it indicated with respect to the personnel on duty 
in Teheran that there was reason to suppose there might be some mal- 
feasance ? 

Mr. Merrity. No, sir. That was not—— 

Mr. Harpy. Purely a matter of incompetence? 

Mr. Merritt. No. Primarily—— 

Mr. Harpy. Lack of personnel. 

Mr. Merri. A lack of personnel. The Department was con- 
cerned with its inability to furnish this needed personnel in Teheran. 

Mr. Harpy. So your purpose was to look at the administrative pic- 
ture and determine the type of personnel needed in order that the 
Department might seek to provide the personnel necessary to put that 
administration on a sound basis. Is that correct? 

Mr. Merri. That is correct. 

Mr. Harpy. So that at the time you left to have this conference, I 
believe you called it, there was no indication of any difficulty except 
that which was caused by a lack of personnel. 

Mr. Merritu. That is true, sir. 

Mr. Reece. May I ask an interjecting question, which I believe the 
chairman cleared up. As I recall, Mr. Merrill answered “Yes,” in 
response to the chairman’s question that there was recognized a need 
for more competent personnel. That would indicate that the per- 
sonnel, or at least some of the personnel was incompetent and since 
that came into the record, if it stood unanswered, I though there ought 
to be some statement about what personnel was incompetent. But I 
believe the final question of the chairman did resolve the answer that 
he was sent there to see about additional personnel and not due to 
the incompetence of the personnel. 

Mr. Harpy. I think that is accurate except that I got the impres- 
sion that his purpose was to determine as to numbers and also as to 
qualifications of the personnel that might be required to bring about 
a sound 

Mr. Merri. Mr. Chairman, I think the word “type” might be 
better suited. What type of people would be needed to fulfill the 
Department’s responsibilities. . 

Mr. Harpy. Would you include in the word “type” consideration of 
qualifications ? 

Mr. Merrity. Yes, sir. ae : 

Mr. Harpy. Obviously there wouldn’t be much point in sending 
a stenographer over to do an accountant’s job. 

Mr. Merritt. That is right. 

Mr. Harpy. I am not thinking in terms of anything right now ex- 
cept capabilities of the personnel. You can include in that “type,” 
because I suppose in this kind of an assignment personalities have 
played a considerable part. I don’t know, but I would assume that 
they did, which might also be a part of your word “type.” 

Mr. Merritt. Yes, sir. 
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Mr. Harpy. Go ahead. 

Mr. Mountain. You mentioned Mr. Manning’s name. Would you 
tell us what Mr. Manning’s title was? 

Mr. Merritt. He was Deputy Executive Director of the Bureau 
of Near Eastern, African, and South Asian Affairs. 

Mr. Mounrarn. In the Department of State? 

Mr. Merritn. In the Department of State. 

Mr. Mountain. He was then the second in rank administrative of- 
ficer for the Department of State for this area ? 

Mr. Merritxy. That is right. 

Mr. Harpy. Was he in Tel Aviv? 

Mr. Merrit. Yes, sir. 

Mr. Harpy. He was not assigned to Tel Aviv? 

Mr. Merritu. No, sir. He was making a tour of the Near East 
countries at that time. 

Mr. Harpy. And it was in Tel Aviv that he issued these instruc- 
tions to you to go to Teheran ? 

Mr. Merritt. He commented that he would like for me to go to 
Teheran for this purpose, and upon his return to Washington, which 
was immediately, [ received orders by telegram ordering me to Teheran 
for 10 days’ consultation. 

Mr. Harpy. Did those orders set forth specific activities which you 
should pursue ? 

Mr. Merritu. No, sir. It merely stated I had been there for ad- 
ministrative consultation. 

Mr. Harpy. Do we have a copy of that telegram ? 

Mr. Mountarn. No, sir. 

Mr. Harpy. I would like to have a copy, if I may. 

Mr. Mounrarn. Did you fix for us the date of this 10-day consulta- 
tion trip, or can you 

Mr. Merri. [ believe I arrived in Iran—— 

Mr. Harpy. Can you find that telegram for us? 

Mr. Cameron. I will try to find it but may I take a look at it be- 
fore we put the telegram in the record ? 

Mr. Harpy. That is the usual procedure. We will abide by our 
usual understanding on all these items we request. 

(The document requested follows :) 


{ Unclassified ] 


DEPARTMENT OF STATE, 
July 19, 1954. 
Sent To: Amembassy TEL AVIV WIROM 28. 
Repeat To: Amembassy TEHRAN (via pouch). 

Detail Vernon Merrill ten days Tehran for consultation with Administrative 
Staff to arrive about August 1. T. O. 5-0348 July 16, 1954; Appropriation 
1950113; Allotment 5A-5014; Obligation 114. 

DULLES 
(C. F. Pick). 

Drafted by: NEA/EX: G.Rose/vn. 

Telegraphic transmission and classification approved by: C. F. Pick, Jr. 

Clearances : PER :PO—Miss Brooks (phone). Mr. Peach. 


Mr. Mountain. We would like to fix the date of your 10 days. 

Mr. Merritt. It didn’t materialize to be 10 days. I think I was in 
Teheran 1 week. Due to plane schedules 

Mr. Mountain. What week was that? 

Mr. Merriti, From the 4th of August to the 11th of August. 





362 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Mounrarn. Then you were there after Mr. Dickins’ departure ? 

Mr. Merrity, Yes, sir. I had never met Mr. Dickins until I re- 
turned to Washington. 

Mr. Mountarn. Were you told by Mr. Manning that you had a pend- 
ing assignment there, permanently ? 

Mr. Merrity. No, sir. He mentioned that I was a possible candi- 
date as an assistant administrative officer in Teheran, but it was not 
until I was in Teheran for several days that I was notified that I 
had been immediately assigned and ordered for immediate trans- 
fer from Tel Aviv to Teheran, as assistant administrative officer in 
Teheran. 

Mr. Mountain. Then, when you first were sent there, Mr. Dickins 
had departed and there was no person filling that particular slot in 
the Embassy staff. Is that correct? 

Mr. Merrity. That is correct. 

Mr. Mountarn. Were any of the problems that were being faced 
by the mission in Iran made known to you before your departure ? 

Mr. Merritu. Yes, sir. I had several talks with Mr. Bertone. 

Mr. Mountain. I mean before your departure from Tel Aviv. 

Mr. Merri. No, sir. I had no specified problems to inquire 
into. 

Mr. Mountain. You were to go out there and look the situation 
over in general, with no particular problems brought to your atten- 
thon 

Mr. Merriti. You see, the plan was I was to go and make observa- 
tions. I was already in receipt of home leave orders after 26 months 
in Tel Aviv, and I had fully intended to return to Tel Aviv and return 
to Washington for my 2 months’ home leave. I fully intended to go 
to Teheran, come back to Tel Aviv, go to Washington and then pos- 
sibly be assigned to Teheran. It was with the idea that in going to 
Teheran, I could make some observations and talk the matter over 
when I arrived in Washington. 

Mr. Mountain. But the nature of the observations were not made to 
you, the nature of things you were to observe on. 

Mr. Merritt. No,sir. Just general observations. 

Mr. Harpy. You say Mr. Dickins had already gone? 

Mr. Merry. Yes, sir. 

Mr. Harpy. Who was performing the duties that Mr. Dickins had 
hitherto been performing when you got there ? 

Mr. Merritt. Mr. Bertone was alone at the office trying to perform 
these duties. 

Mr. Mountain. And you held your discussions with Mr. Bertone 
about those areas that Mr. Dickins had had charge of, is that correct ’ 

Mr. Merrit. Yes. 

Mr. Mountarn. Did you make any report of your findings to Mr. 
Manning? 

Mr. Merry. Yes, sir. 

Mr. Mountain. Was it in writing? 

Mr. Merritw. Yes, sir. 

Mr. Harpy. Do we have a copy of it? 

Mr. Mounratn. I don’t believe we have a copy of that. 

Mr. Harpy. May we have a copy of that ? 

Mr. Cameron. [f that is the report I have in mind, Mr. Merrill, I 
think the report has been shown to Mr. Woods in the State Depart- 
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ment and it is a classified report, and as I understand it, Mr. Woods, 
you at least informally agreed that the report ought not to be put in 
the record. 

Mr. Woops. It was the chairman’s decision. 

Mr. Cameron. I only know of these conversations. 

Mr. Woops. To discuss it, I will have to go off the record. 

( Diseussion off the record.) 

Mr. Harpy. I recall the discussion of the report. We may have 
to explore some aspects of it a little later. 

Ge ahead, Mr. Mountain. We will give some consideration to that 
later on. 

Mr. Mountain. Did you examine the relationship of the Embassy 
tothe TCA mission as far as program support went ? 

Mr. Merriuu. Yes, sir. 

Mr. Mounra1n. What was the status of that as you found it? For 
example, was there a clear-cut arrangement as to who was to do what ¢ 

Mr. Merritt. Now, are you talking about my official 1-week visit, 
or when I later was assigned ? 

Mr. Mountarn. Well, we can proceed either way. Shortly after 
you made this report to Mr. Manning, you were assigned to Teheran 
indefinitely, were you not ? 

Mr. Merriuu. Yes, sir. 

Mr. Mountatn. What was your title ? 

Mr. Merritt. Assistant administrative officer. 

Mr. Mountain. And you were assistant to whom 4 

Mr. Merritt. Mr. Robert Whitaker. 

Mr. Mountain. This is for the Embassy side of the operations ‘ 

Mr. Merritt. That is right, sir. 

Mr. Mounrarn. What was Mr. Whitaker’s relationship to Mr. 
Frank, whose name has been mentioned earlier in other sessions ? 

Mr. Merritt. He took over as Mr. Frank’s replacement. 

Mr. Mountain. Mr. Whitaker was the top administrative officer at 
the Embassy and you were his assistant 

Mr. Merriwy. That is right, sir. 

Mr. Mountain. Will you tell us, then, what sort of a situation you 
encountered when you undertook these duties as far as the division of 
the duties between the Embassy and the mission was concerned ? 

Mr. Merrit. It was one of the first things I wanted to ascertain, 
exactly the responsibilities that the Embassy had in working together 
with the master joint fund in providing the necessary administrative 
support. It was determined through a series of conferences the exact 
duties that the Embassy was to perform and we set about doing those. 

Mr. Mountain. Did you find when you got there the inventory con- 
trol procedures to which Mr. Dickins has referred? Did you find 
them in effect when you got there / 

Mr. Merritt. You must understand that in replacing Mr. Dickins 

I did not assume any responsibilities as far as the master joint fund 
was concerned. The program support that Mr. Warne has described 
was entirely the responsibility of the master joint fund and not of the 
“mbassy. 

Mr. Mountarn. I believe you just stated, however, that there were 
no clear-cut lines of authority at both the Embassy and TCI. 

Mr. Merri. I think there were. There were a few areas where 
exactly how we were to implement this administration was not clear, 





364 UNITED STATES AID OPERATIONS IN IRAN 


but through a series of conferences we were able to iron out what the 
Embassy was to do and what the master joint fund was to do. 

One of those areas was transportation from the port. In the divi- 
sion of personnel, fortunately or unfortunately, the Embassy ac- 
quired the entire local staff which did the clearing work for importa- 
tion of the goods. 

Now, it takes experienced personnel to know how to manage clear- 
ance of these items. It was rather an involved procedure. We had 
two of the local employees that were well versed in this operation. 
The master joint fund had none. There would be an area of confusion 
if we both tried to do similar work. So it was agreed that the Embassy 
would take over the clearance work, at least for the time being, of all 
importations for the United States Government coming to Iran. ‘That 
included all program equipment as well as all Embassy personnel. 
Normally, the Embassy’s responsibility was definitely that we should 
handle all personal shipments such as household effects, clearing them 
through customs, helping them to get housing, and that sort of thing. 
The area program equipment and so forth, was realized to be part of 
the master joint fund operation but it was agreed that we would handle 
for the master joint fund, in a joint setup, the clearance and trans- 
portation from Khorramshahr to Teheran of all United States Gov- 
ernment equipment. 

Mr. Mowunrarn. So that all United States Government equipment 
that came from the port was sent to Teheran. 

Mr. Merrini. Yes. 

Mr. Mountarn. From which point it was distributed to wherever 
it was supposed to go. 

Mr. Merrityi. That was the basic practice. At times there were 
some deviations. 

I want to point out that in setting up this joint operation, it was a 
joint operation with the master joint fund and that they contributed 
at the port 14 local employees. We contributed the American super- 
visor. The MJF paid for the rent of the office down in Khorramshahr 
and for the supplies and equipment. Our contribution was American 
supervision. 

Together we cleared, obtained all the clearance papers necessary, 
forwarded them to the port with the bills of lading, and took pos- 
session of them at the port and made distribution back to Teheran 
normally. 

Mr. Mountarn. The normal process was for everything to go to 
Teheran but there were some times when they went directly to the 
project site, is that correct? 

Mr. Merrity. That is correct. 

Mr. Mountarn. And the State Department assumed responsibility 
for this clearance, arrival at the port, clearance through customs and 
transportation to Teheran ? 

Mr. Merrity. That is right. 

Mr. Mountain. Did you have any responsibility beyond Teheran ? 

Mr. Merrit. No, sir. 

Mr. Mounrarn. At that point the responsibility was transferred to 
the mission ? 

Mr. Merritt, When we turned it over to the master joint fund at 
the warehouse and obtained the receipt, our responsibility stopped. 
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Mr. Mountain. What procedures were in effect for clearance at the 
port before you instituted this arrangement ! 

Mr. Merritz. Iam sorry. I wasn’t there. I don’t know. 

Mr. Harpy. Well, you had to institute some procedures to carry out 
this function. Was there anything in existence before you got there ? 
You took over something, I presume. 

Mr. Merritt. I can’t testify as to what was prior to my arrival. 

Mr. Harpy. Well, didn’t you have something that you had to work 
with before you got your new procedures into effect ? 

Mr. Merri. Well, I am sorry, I can’t say what was in effect prior, 
but I wanted to make sure that we had a very definite control and I 
called it cargo control operation, and I established a new complete 
cargo control accountability record. 

Mr. Harpy. How long did it take you to get that operating? 

Mr. Merriti. About a month, sir. 

Mr. Harpy. And nothing came in during that intervening month? 

Mr. Merriwz. There were some shipments coming up but being 
handled by the Irani Transport Co. The man’s name was Morris 
Nathan. 

Mr. Harpy. Well, you had about a month there in which you were 
on the job and you had not gotten your new procedures into effect. 

Mr. Merritt. At the same time, Mr. Nathan had received bills 
of lading and clearance certificates so that he was able to get out of 
the port and transport to Teheran various shiploads of equipment. 

Mr. Harpy. Did you provide him with those? 

Mr. Merrit. I provided him with some in trying to keep the 
movement going. Although I realized at the time I wanted a more 
secure, definite control. 

Mr. Harpy. Now, then, tell us what there was about that system that 
you found there and operated for 1 month that was wrong. 

Mr. Merriu. I can’t say there was anything wrong with it except 
that I wanted a more definite, positive control. 

One, I wanted to put in an American at the port. I wanted to 
supervise my own clearing. And I wanted to have positive receipts 
for each step of the way to Teheran. 

Mr. Harpy. You said that you signed some of the documents for a 
Mr. Nathan. 

Mr. Merritt. Morris Nathan. 

Mr. Harpy. Who signed the others that he had used that month? 

Mr. Merrivu. Mr. Bertone had signed some. 

Mr. Harpy. Mr. Bertone was a subordinate of yours tor that period 
of time? 

Mr. Merritu. No, sir. Mr. Bertone was in Teheran but a few hours 
after I arrived. 

Mr. Harpy. Well, Mr. Nathan, then, already had some clearance 
papers that had been signed by Mr. Bertone. 

Mr. Merrit. Yes, sir. 

Mr. Harpy. You didn’t pick those up? 

Mr. Merritu. No, sir. Those were already in process. It takes 
some time—it took sometimes as long as a month for a contractor to 
get the papers, forward them to the port, have his agent there, locate 
the material, put them on the truck and pick them up. 
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Mr. Harpy. Did you see any of these papers that Mr. Bertone had 
prepared prior to his departure? 

Mr. Merrirx. Yes, sir. 

Mr. Harpy. Did you observe that he signed some of them in blank? 

Mr. Merritu. Yes, sir. 

Mr. Harpy. That would be one item of operation that you found 
that, I take it from your testimony, you would not have approved of. 

Mr. Merritz. That is right, sir. 

Mr. Harpy. Do you understand now what I am trying to determine 
about what you found ? 

Mr. Merritu. Yes, sir. 

Mr. Harpy. Did you find some other similar situations that didn’t 
meet your concept of good business operations? 

Mr. Merriuu. I imagine so. 

Mr. Harpy. Did you find evidence that customs was even accepting 
Mr. Bertone’s word without requiring that he sign clearance papers? 

Mr. Merritu. No. I didn’t find that, sir. 

Mr. Harpy. Did you find that Morris Nathan’s company’s operation 
was a satisfactory arrangement ? 

Mr. Merriuy. No, sir. 

Mr. Harpy. What was unsatisfactory about that arrangement? 

Mr. Merritt. Mr. Nathan had, in his possession, quite a few bills 
of lading and clearance papers. Some of these Seaanents papers 
were signed in blank. His operation was based on hauling steel on the 
bottom part of the truck which he contracted with other people and he 
would haul Embassy cargo on the top, overloading the truck and, 
thereby, gaining more profit from his operation. 

Well, the delivery schedule was dependent upon whether he could 
obtain other cargo, like steel, to put on the bottom of the truck before 
he would load our things. There were instances, I found, where he had 
taken some of our goods out of port and held them for several weeks 
before forwarding them to Teheran. 

Another item, was that Mr. Nathan actually, I don’t believe owned 
any trucks. He was a subcontractor, and the price of trucks fluctu- 
ated according to the season, according to the need. It was like, 
almost like, a stock market. The price per ton from Khorramshahr to 
Teheran fluctuates daily. 

Mr. Harpy. Well, there was no contract with Mr. Nathan on the 
charges he would make ? 

Mr. Merritt. Yes; there was. There was a fixed amount. 

Mr. Harpy. But still the price was fluctuating ¢ 

Mr. Merrit. Well, it would be advantageous to him to wait until 
the prices went down before he brought our goods out of port. 

Mr. Harpy. Because he had to hire the trucks; he didn’t own any 
trucks of his own / 

Mr. Merrity. That is right. 

Mr. Harpy. Let’s return a moment to the question of these papers 
that were signed in blank by Mr. Bertone. 

What did you do about those? Did you pick those up or did you 
have authority to pick those up ? 

Mr. Merritt. Yes, sir; I found them with two other transportation 
companies. 

r. Harpy. They had been turned over to the other companies by 
Bertone or by Nathan ? 
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Mr. Merritxi. By Bertone. Nathan had some. By chance, I learned 
that another company had some and I asked to see them. You have to 
sign two papers; one is a declaration, the other is a clearance paper. 
When a man came in and asked for a signature for a declaration, it was 
a green piece of paper and I asked, “Where is your clearance paper ?” 
He said, “I already have some of those which Mr. Bertone signed.” I 
said, “Let me take a look.” I saw them and took them away from him. 

Mr. Harpy. That was a contractor that didn’t even have a contract 
for the transportation of these articles ? 

Mr. Merritt. That is right, sir. 

Mr. Harpy. Do you know whether you got them all ? 

Mr. Merritx. No, sir. 

Mr. Harpy. And I understand that Mr. Bertone was not there at 
the time you found these papers? 

Mr. Merrity. That is right. 

Mr. Harpy. Did you make any inquiry to determine how long that 
practice had been going on ? 

Mr. Merriuy. Yes, sir; I found it had been a practice to sign the 
blanks and turn them over to the transportation people. 

That was an additional factor why I felt an American should be at 
the port to supervise the clearance process. 

Mr. Harpy. Where had Mr. Bertone gone at that time? 

Mr. Merrity. To India, sir. 

Mr. Harpy. Did you advise the Embassy of what had been found ? 

Mr. Merrit. Yes, sir. 

Mr. Harpy. And do you know whether any step was taken to deter- 
mine whether or not Mr. Bertone was continuing such a practice in 
India; if he had authority to continue such a practice / 

Mr. Merriui. [ don’t know, sir. 

Mr. Harpy. You did advise the Embassy ? 

Mr. Merrity. Yes, sir. 

Mr. Harpy. Returning to this question of transportation, the opera- 
tion of these trucks; the way I understand it, Nathan had the con- 
tract for transporting all of this material to Teheran? Was it an 
overall contract ? 

Mr. Merriny. He had a contract with the Embassy for transport- 
ing all of the goods consigned to the Embassy. I understand there 
was another contract with the master joint fund. 

Now, whether he held a contract with the master joint fund, I don’t 
know, but when it was agreed that the Embassy would undertake the 
responsibility of clearing the goods, and delivering them to Teheran 
or the place designated, we fell back on our contract with Nathan 
to effect delivery. 

Mr. Harpy. Did you institute at some time during your service over 
there a system of sealing the trucks that were hauling this material ? 

Mr. Merritt. No, sir; it would almost be impossible. We instituted 
the practice of cargo control sheets. When the trucks were loaded 
with certain cases placed on them, a detailed inventory was taken 
and signed. A copy of that inventory accompanied the truck, a 
copy was sent by air to Teheran. There were seven copies of this 
cargo waybill. The control was developed from each ship coming 
into port. We had a complete manifest of what was on that ship and 
we had arranged with the Iranian authorities to go to the port, meet 
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the ship, take all United States cargo off of it, and keep it as a definite 
control, item by item, until it was turned over to the proper consignee. 

Mr. Harpy. Did you find that assured delivery of your full ship- 
ment? 

Mr. Merri. Yes, sir; I can say that we didn’t lose one item. There 
was some pilferage at the dock of commissary supplies, foodstuffs, but 
outside of that there were no losses. 

Mr. Harpy. Did you at times find it was necessary to put employees 
to riding the trucks? 

Mr. Merritt. There were perhaps on 2 or 3 occasions—we put local 
employees, although we couldn’t put absolute trust in them. We sent 
them up with the cargo, but on the whole, we found that the shipment 
leaving Khorramshahr arrived promptly without loss in Teheran. 
It is about 426 miles—we would get a wire that truck number such 
and such left and they would give us a brief description of what was 
on the way and with waybill numbers such and such. We would meet 
that truck. It was to report in at our compound where we inventoried 
the items, removed Embassy, USIS, and MAAG items, and sent the 
truck over to the point 4 compound to deliver the project material 
to point 4. 

Mr. Harpy. How often did you find the trucks were short ? 

Mr. Merritt. We didn’t find the trucks short, only on commissary 
goods. 

Mr. Harpy. They were short on commissary goods? 

Mr. Merritt. But the pilferage was very slight. Our cargo control, 
I felt, was very effective. 

Mr. Harpy. Well, that was after you got your manifest arrangement 
into operation ? 

Mr. Merritt. Yes, sir. 

Mr. Harpy. Did you have trouble before that ? 

Mr. Merritx. Not to my knowledge. 

Mr. Harpy. Speaking of commissary items, did these sometimes in- 
clude items that were readily salable to the Iranian public? 

Mr. Merri. The items that you mean—you mean the Iranian 
public would buy ? 

Mr. Harpy. To be specific, did you at any time have knowledge of 
an auction sale being held by a truckdriver ? 

Mr. Merrritxu. No, sir. 

Mr. Harpy. That clears that one up. 

Go ahead. 

Mr. Mounratn. Did you examine the condition of the docks and the 
dock compound when you first arrived ? 

Mr. Merrit. I would say it was the last part of September that I 
went to Khorramshahr and examined our proposed master joint fund- 
Embassy operation at the ports. 

Mr. Mountatn. How did you find the condition of the port insofar 
as United States equipment was concerned? Did you find United 
States equipment on the docks ? 

Mr. Merritt. Yes; I met a ship that day that was there and went 
aboard and helped iron out the first—that was the first ship we were 
meeting and sohioes over the entire cargo. Our two plans were this. 
We were not to let any more United States goods go into the ports. 
By getting a special arrangement with the Iranian Government, we 
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could meet the ships, take our cargo off and run it right through 
customs and out. Prior to that, unfortunately, it had not been so 
arranged. The cargo would go through a normal customs channel 
and the process was quite antiquated, and due to the limited warehouse 
space and so on, some of our cargo had become lost in port. 

We started an operation that our 14 people plus the 1 American, 
spent all of their free time combing the port looking for United States 
cargo, and as they found it, they would wire to us what it was. We 
would get the necessary clearance. Later we were able to get an auto- 
matic letter of guaranty accepted by the customs where, when we found 
it, we could take it out, put it on the truck and send it to Teheran. 

Mr. Mountain. Did you find much material as a result of this 
search ? 

Mr. Merretiu. I don’t know what you would call much. It would 
be difficult for me to estimate how much we found. 

Mr. Mountain. Well, let me ask you about a particular example. 

Did you at any time go to the port to check up on some tires ? 

Mr. Merritx. During one of my visits at the port I did find a con- 
siderable number of tires. I was able later to determine that they be- 
longed to the point 4 projects and we took delivery of them and 
brought them to Teheran. 

Mr. Mountarn. Can you describe for us what the circumstances 
were that led you to search for those tires ? 

Mr. Merritu. Well, the tires were piled right near the entrance of 
the port and we observed them, not realizing that they belonged to us. 

Mr. Mountain. Who was the “we” ? 

Mr. Merritt. Mr. Ashcanase. 

Mr. Mountain. That was the gentleman who had charge of the 
master joint fund operations that were similar to yours. 

Mr. Merritt, Mr. Vermeulen, who was our representative at the 
port, an American, and I had knowledge that we were in need of tires 
in Teheran. With the possibility that those tires might be ours and 
had been offloaded without our receiving notice of them, we scanned 
through the procurement and were able to determine that those tires 
had been ordered and were our tires. 

Mr. Mounrarn. Was there any suggestion before you made that 
determination that you ought to buy those tires, that the need was so 
great that you should see if you could arrange to purchase them ? 

Mr. Merrity. Well, the thought occurred to us to alleviate the tire 
situation that maybe they belonged to a commercial outfit and we 
might locate the owner and buy them. 

Mr. Harpy. I take it, then, that you were short on tires. 

Mr. Merrity. Yes, sir. 

Mr. Harpy. Did you have some vehicles that were inoperative 
because of the lack of tires? 

Mr. Merrit. I don’t know. 

Mr. Mountatn. How many tires were involved / 

Mr. Merriwy. Thirty-six hundred. 

Mr. Mountatrn. How long had they been there ? 

Mr. Merriii. I don’t know. 

Mr. Mountain. Do you have any estimate as to how long they had 
been there ? 


Mr. Merritt. No. I think we can find out for you. 





370 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Mountain. When you determined that these were actually 
United States tires, didn’t you also determine when they arrived / 

Mr. Merriti. I am sure we did, but my memory-—— 

Mr. Mountain. You don’t know whether they were put there the 
day before, or a week, or 6 months? 

Mr. Merriti. I know they had been there some time, but I wouldn’t 
hazard a guess. 

Mr. Mountain. But you finally did determine they were United 
States tires and got them cleared through customs. 

Mr. Merriz. We did that within a week. 

Mr. Mountain. Did you have other instances of this sort where 
there was United States equipment that you couldn’t determine the 
ownership of immediately ? 

Mr. Merritx. I don’t recall—usually the process was that going 
through the port area we located what we thought was United States 
property. We would take it into the customs shop and trace it back 
to their ship manifests and if the ship manifest showed that it was 
consigned to the United States Embassy or the point 4 mission, they 
would let us take possession of it. 

Mr. Meaper. May I ask a question here, Mr. Chairman ? 

Mr. Merrill, this story about the tires intrigues me. Were the tires 
labeled in any fashion as United States property or point 4 property / 

Mr. Merriti. No, sir. They were all piled up in one big pile. 
Some of them were two tires together or—— 

Mr. Mraper. You say that you and Mr. Vermeulen and Mr. Ashcan- 
ase noticed these tires, saying, we need tires. You thought you would 
tind out who the owner was and it turned out to be you. 

How long had Mr. Vermeulen been in charge of the port ‘ 

Mr. Merritt. Approximately 3 weeks. 

Mr. Meaper. Well, now, what did he know about the tires? Wasn't 
he on the job there to catch United States property when it came in/ 

Mr. Merrity. There was nothing to identify those tires. They were 
just plain tires. I mean, normally if they were in crates with a pro- 
curement number on them or a project number as things usually came 
in, it would be quick to identify. But those tires came over uncrated 
and what ships brought them in—the customs people took them and 
took them off the ships and piled them in this yard. 

Mr. Meaper. Wasn’t there any record of when they came in, even 
if they didn’t have a project number on? Wasn’t Mr. Vermeulen sup 
posed to watch out for United States property coming in off a ship! 

Mr. Merrityi. We initiated that procedure at the time Mr. Vermeu- 
len went there and on that very day we took over the first ship that 
came in by meeting it and making arrangements with the captain of 
the ship to unload our cargo in our two trucks that we had alongside. 
And those would come out directly out of the port. 

Mr. Meaper. Well, it bothers me that it is possible for 3,600 tires 
belonging to the United States Government to come in and have a 
man there who is supposed to be looking after United States property 
and he isn’t 

Mr. Merritt. He wasn’t there when they arrived. 

Mr. Meaper. In other words, they had come in at least 3 weeks 
before you found them sitting on the dock, then. 

Mr. Mereiui. Yes; that is true. At least 3 weeks. 
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Mr. Mraper. Did you make any report of this incident ¢ 

Mr. Merriny. Yes, sir. 

Mr. Meaper. Do we have a copy of it? 

Mr. Merruw. There was no formal report to Washington. 

Mr. Meaper. I mean, didn’t you make any memorandum about 
finding these tires? 

Mr. Merritt. Verbally, I think, I informed everyone concerned. 

Mr. Harpy. Didn’t you make a written report on it ¢ 

Mr. Merritt. Not to my knowledge. 

Mr. Meaper. It seems to me as though you had plenty of knowledge 
of the inadequacy of procedures prior to your arrival because if these 
tires were able to come in and there were no procedures which required 
Mr. Vermeulen, our port representative, to identify United States 
property as it arrived at the port, that was one deficiency which was 
u pretty serious one, wasn’t it? 

Mr. Merrit. It would be very difficult for me to try to paint for 
you the picture of the operation of the customs and the handling of 
eoods in Khorramshahr. I believe it hasn’t been too greatly improved. 
You are fighting practices that have been there for many years. 

Mr. WaRNE. Might I add just one word on this? It is my recollec- 
tion that in the late summer of 1954—and this is when this was—the 
worst flood in all recorded history occurred and isolated Khorram- 
shahr for a period of several weeks. Isn’t that right? 

This occurred during that period. At least the finding of the tires 
was after that period. I am not attempting to say that the flood had 
anything to do with it or didn’t, but it was a fact that if you recall 
the emergency at Baghdad when the Tigris and the Euphrates came 
up, and in all histor y ‘back to biblic ‘al times they had never seen waters 
so high. Khorramshahr was in the main line of the flood. 

Mr. Meaper. Did the flood interrupt transportation / 

Mr. Warne. It not only interrupted transportation, but it made it 
impossible to get there. Even with a boat you could barely make it 
from Abadan. 

Mr. Dicxtns. Khorramshahr was an island. 

Mr. Warne. It isn’t an island, but it was an island at that time. 
The railroad was out for many months and not even trucks could get 
through for many weeks. We had to send special health units down 
there and ferry soon up from Abadan to protect the health of people 
in Khorramshahr, and we vaccinated thousands there. 

This was just a little unusual situation. 

Mr. Merriwz. I believe the flood was quite a contributing factor 
to this whole backup of material getting into port. 

Mr. Reece. Were these tires unloaded before you had assigned the 
harbor representative to be at Khorramshahr ? 

Mr. Merriuyn. Yes, sir. 

Mr. Reece. Actually, you didn’t have a representative present when 
this boat was unloaded 

Mr. Merrit. No, sir. You must bear in mind the things in the 
port—it is not like you have here where things come to customs and 
you get notified. Over there, the material comes in and they wait for 
you to claim your material. 

_ Mr. Harpy. I wonder if we can fix the date of the flood. When was 
it over and when did we find these tires? I got the impression before 
that maybe we found the tires before the flood. 
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Mr. Warne. I don’t know with reference to the time of it. 

Mr. Harpy. Another thing I would be interested in. I understood, 
Mr. Merrill, that at the time that these tires were located, there was 
some consideration being given to buying them because the tires were 
needed. Had there been any determination as to what the Embassy 
would have been willing to pay for those tires? 

Mr. Merrit. No, sir. I think the tires were on a scheduled replace- 
ment plan. I have understood Mr. Dickins is the one that ordered 
the tires. 

Mr. Harpy. Maybe Mr. Dickins can tell us. What was the value 
of those tires ? 

Mr. Dicktns. We made two orders for tires, Mr. Chairman, and 
the total value of the tires, including transportation costs, was, I be- 
lieve, $280,000. 

Now, this was only one of the shipments. I don’t know whether it 
was the larger one or the smaller one. I might point out, even the 
heaviest tires out there average only 7,500 miles for the life of the 
tire because of the road conditions. 

Mr. Harpy. Did these tires arrive while you were there ? 

Mr. Dicxrns. I am not sure. We placed the order in the late spring 
of 1954, and with the lag time for procurement, I am almost certain 
the tires weren’t there, having lost touch with procurement during the 
last part of my stay. 

Mr. Harpy. You placed two orders. Do you remember the total 
number of tires in your orders? 

Mr. Dickt1ns. I don’t, except the total amount was $280,000 ap- 
proximately. 

Mr. Harpy. And neither of the shipments of tires arrived while 
you were there. 

Mr. Dicxins. No, sir, not to my knowledge. 

Mr. Meaper. When did you leave, Mr. Dickins ? 

Mr. Dicxins. I departed Teheran on July 22, 1954, but I had given 
up my responsibilities toward the latter part of June of that same 
year. 

7 Mr. Meaper. Had the flood occurred before you left? 

Mr. Dicxins. No, sir; it had not. 

Mr. Meraper. Do you know if the flood had occurred before you 
found these tires? 

Mr. Merri. Yes. Prior—— 

Mr. Mountain. How much prior, Mr. Merrill? 

Mr. Merrmu. I think we can determine that. 

Mr. Mountarn. Wasn’t it nearly a year before ? 

Mr. Dicxins. I can add to that, sir, there were two floods to my 
knowledge. 

Mr. Mounrarn. What about the big one that Mr. Warne was refer- 
ring to, the biggest one of all times? 

Mr. Dicxtns. There was one flood in, I believe, November of 1953, 
in which the Prime Minister issued instructions that nothing but fuel 
oil would be moved on the railroads, and all the roads were blocked 
for something like 3 or 4 weeks. 

Mr. Harpy. I wonder if we can be specific now. I think we have 
had a lot of speculation here. You have talked about a value of 
$280,000 on two lots of tires. I think maybe we ought to try to find 
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out what happened to the other lot and the value of this one. I don’t 
know how much effort it will take to dig this up, but it seems to me 
that we ought to stop speculating on it and try to find out what did 
happen. 

(The information requested follows :) 


INTERNATIONAL COOPERATION ADMINISTRATION 


Control : 11357 
Received : June 19, 1956, 11: 47 a. m. 
From: Teheran 
No. TOICA 1466, June 19 
Priority 
From Stoops to Gregory. 
Reference: ICATO 1497: 
Shipping costs included in letters of credit and not known for GSA contracts. 
GSA procurement under PA 4380—-900—00—-858-4112 and letter of credit procure- 
ment under PA 430—257900—3712-—4293. 


Arrived— 

Name of ship and Procurement Quan- Dollar mo 
carrier tity value 

Port Tehran 


Steel Voyager, Isthmian | GS contract 2847_, 2, 500 34,700.00 | Aug. 24,1954 Oct. 25, 1954. 
Steamship Co, 
Letter of credit 172 4, 689. 50 Oct. 28, 1954. 
Carl Fisser, American |-.-..do_.-.. 872 | 26,376.78 Nov. 12 through Dee. 15, 
Mideast Line. | 1954. 
Knute Bakke, Con- | GS contract 3130. 60 3, 501.00 | Sept. 6, 1954 | Dec. 4, 1954. 
cordia Line. 








Iran’s ports were partially blocked by flood during the months May through 
July 1954. However, OMI port engineer moved all United States Government 
cargo out of the ports at this time in the course of his activities in assisting 
Government port officials in clearing ports during flood period. 

Above shipments arrived after flood crisis. Delay in shipping Tehran was 
due to insufficient documentation on part of shippers. Corrective action since 
taken. Mission now receiving adequate documentation. Above tires were 
shipped Tehran as soon as necessary documents were received. 

SToopPs. 

Mr. Reece. May I ask one question ? 

Mr. Harpy. Sure. 

Mr. Reece. The suggestion has been made that consideration was 
given to the mission buying these tires. Had anyone suggested to the 
mission that they wished to sell the tires or made any movement that 
indicated that anyone was asserting ownership of the tires? 

Mr. Merriiu. No, sir; they were laying in port, were ready for us 
to pick up. . 

Mr. Reece. It seems to me that would come to an important consid- 
eration and if the committee has any information indicating that 
anyone—indicating an assertion of ownership or right to sell the tires 
to them, it would be important for us to have it. 

Mr. Merritz. I think that one of the problems involved was that 
our knowledge of what was coming in was dependent upon the bills of 
lading reaching our office. 

_ Mr. Harpy. Now, on that point, Mr. Merrill, Mr. Dickins has testi- 

hed that he made an inventory and put procedures into effect so that 

= Baap keep an inventory control. He just testified that he ordered 
iese tires. 


79239—_56——25 
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It would certainly seem to me that you shouldn’t have had to wait 
until a bill of lading arrived before you knew the tires were due to 
come in. Were you not in possession of a copy of the order that he 
had placed for these tires? 

Mr. Merritt. Not until I went back to Teheran and got the pro- 
curement section of the master joint fund to dig out the order for me. 

Mr. Harpy. So there was no record of it except in the copy of the 
order. 

Mr. Merritt. That is right. 

Mr. Harpy. There was no bookkeeping system by which you could 
tell what had been ordered without just digging through the files? 

Mr. Merriwz. That is right, sir. 

My knowledge of what was coming into port was based upon re- 
ceipt of bills of lading and, also, when the ships first came in we went 
out on the ship and got a copy of the manifest. We already had built 
our own manifest with the bills of lading on hand. Invariably, there 
were a few pieces aboard for which we had no bills of lading and we 
would give Sahteps of guaranty in order that we could take the com- 
plete United States cargo off. 

Mr. Mounratn. I believe you stated you were not able to determine 
in advance what was coming in. You had to wait for the bill of 
lading to-—— 

Mr. Merritt. Once I received a bill of lading, we put it on schedule 
for coming in. 

Mr. Mounrarn. When you took over your duties, did you not have 
the files with an inventory, purchase orders, requisitions, or other 
documents turned over to you? 

Mr. Merri. No, sir. 

Mr. Mountain. Why not? Were there no such files? 

Mr. Merrizy. I was in the transportation business. I wasn’t in- 
volved in the accountability of this mission property except that I was 
to take it from the ship and deliver it to the proper consignee in 
Teheran. 

Mr. Mounraun. Is it your testimony that you had no responsibility 
for finding out what was coming in? All you had responsibility for 
was, once it got there, to deliver it; is that correct ? 

Mr. Merrixy. That is right. 

Mr. Mountain. Who had responsibility for finding out what was 
coming in and alerting you so you could get the property transported ’ 
Did anyone? 

Mr. Merritt. I am not sure whose responsibility that was, sir. 

Mr. Mountatn. How did you know enough to go to the port and 
look for a bill of lading? 

a Merritt. All bills of lading we hoped were being directed to our 
office. 

Mr. Mountary. And only when that piece of paper arrived in your 
office, did you have any idea that you had a task of transportation 

Mr. Merritt. That is right, sir. 

I got the receipt of the bill of lading, then processed the clearances 
required, sent those to Khorramshahr and they were ready by the time 
the ship came in, 

Mr. Harpy. You had no shipping notices from the shipper or TCA, 
Washington ? 

Mr. Merritt. No, sir; I used bills of lading. 
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Mr. Harpy. Did you ever get copies of bills of lading that would 
indicate when they were shipped ? , 

Mr. Merrix. Oh, yes; the bills of lading would give all that infor- 
mation. ; ; 

Mr. Harpy. They would be sent to you by TCA in Washington, or 
by whom ¢ 

“Mr. Merritt. Howard Fyfe in New York sent me most of them. By 

chance, at times, they would go astray. It depended on procure- 
ment here in Washington. If it was done by Government procure- 
ment, we had the pipeline direct to our office for bills of lading. 

Mr. Harby. You didn’t have to wait for the arrival notices to come 
through customs? Customs didn’t send you any ¢ 

Mr. Merritz. That is right. 

Mr. Mountain. How could you determine how much transportation 

f is . 
you needed? How could you find out the scope of the transportation ? 

Mr. Merriwy. We built up a page-by-page inventory of everything 
aboard that ship and we treated each ship separately. 

Mr. Mountartn. You could only do that when you got a bill of 
lading. You did not have advance notice from the master joint fund 
or even the Embassy that they had ordered such-and-such and that 
you were, therefore, to expect it and eventually a bill of lading would 
arive at your desk and you would have to have the trucks to do the job? 

Mr. Merritz. The bills of lading were our basis for operation. 

Mr. Mountarn. Is this the system Mr. Dickins left for you? 

Mr. Merritt. I didn’t receive any system from Mr. Dickins. 

Mr. Mountarn. Is it your testimony that you had to start anew to 
build up your transportation system ? 

Mr. Merrity. Once it was determined, after I arrived, that the 
Embassy would transport these items, I started and built the system 
up from scratch. 

Mr. Reece. Mr. Chairman, if it is permissible, could I ask Mr. 
Dickins what system he used when he was there to tell when the ship- 
ments were coming or had come in? 

Mr, Dicxins. During the time that I was there we had a transpor- 
tation contract in existence which provided for the movement of goods 
for all activities serviced by the JAS through, at first, 2 companies 
and then eventually only 1. We used the same system as Mr. Merrill 
is talking about in that when we received the bill of lading from the 
United States dispatch agent in New York, it indicated the weight 
and contents of the shipment. It also indicated the ship and based 
on shipping schedules we were able to anticipate and issue transporta- 
tion requests to the trucking firm to move the goods from the port to 
the truck shed in Teheran. 

Now, when the master joint fund was established it was originally 
determined that the master joint fund would do its own importation 
of MJF goods and, therefore, the old JAS contract was rewritten and 
assigned to the master joint fund rather than the JAS. 

About this time we determined that perhaps for at least a 3-to 
6-month period it would be better if that mission handled the importa- 
tion of goods until the master joint fund could get their own problems 
of administration straightened out. At this point Mr. Ashcanase 
agreed to work out with Mr. Whitaker in the Embassy an arrange- 
ment whereby the Embassy on a temporary basis would handle the 
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importation of these goods so that there would be no gap in continuity 
of the flow of the material from the port. 

This resulted, as Mr. Merrill has said, in the continuation of the old 
JAS contract between the Embassy and the transportation company, 
or at least a renewal of that contract. 

Mr. Resce. As I understand, one difference with which the mission 
there was faced, and that with which an importer in the States is 
faced, the port authorities there took no responsibility in notifying 
your office when a shipment came in, whereas here, when a shipment 
comes in, whether it be by boat or rail or otherwise, the receiver does 
usually, I presume always, receive a notice. I can see where that makes 
a considerable difference. 

Mr. Dicxins. That is correct. 

Mr. Harpy. I want to just return for one second to this tire thing. 

There has been some testimony indicating that tires were needed by 
the mission or the Embassy, or both; I presume primarily the mission: 
and as a consequence, consideration was being given to the possibility 
of purchasing this particular shipment of tires that had been observed. 

Now, when did that consideration originate ? 

Mr. Meaper. Mr. Merrill hasn’t testified to that. 

Mr. Harpy. I understood 

Mr. Merritt. I don’t think there was ever any consideration of buy- 
ing that whole shipment of tires. It was that a few tires were needed 
and the tires that were needed were the same size as those lying there 

in that pile, and it was the thought that we could pass this information 
on to the procurement people in case we found out who they belonged 
to. They could buy them from them. 
Mr. Harpy. Do I understand, then, that nobody in procurement had 
suggested that efforts be made to procure those tires? 
Mr. Merriww. I don’t think procurement was aware that those tires 
were in the port, sir. 
Mr. Harpy. Well, now, you said that a few tires were needed. Do 
I take it, then, that they were not all needed ? 
Mr. Merritt. I am sure they were all needed but not at that time. 
Mr. Harpy. I see. Now, I want to inquire about another matter. 
We talked a while ago about commissary items. Did it at any time 
come to your attention that Mr. Bertone was alleged to have sold 
Government property to a local merchant? 
Mr. Merri. Yes, sir. 
Mr. Harpy. What did you do about it? Did you report that to 
anybody ? 
Mr. Merriiu. Yes, sir. 
Mr. Harpy. To whom did you report it? 
Mr. Merrivw. Mr. Whitaker. 
Mr. Harpy. Who was he? 
Mr. Merrit. He was my superior. He was the administrative 
officer of the Embassy. 
Mr. Harpy. What did he do about it? 
Mr. Merritt. I think he reported it to Mr. Ennis, the security 
officer. 
Mr. Harpy. What happened then? 
Mr. Merri. I think Mr. Ennis made a survey and reported back 
that the items involved were not clearly identifiable as being Embassy 


property. 
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Mr. Harpy. Did you subsequently report it to Mr. Henderson ? 

Mr. MerriL. Yes, sir. 

Mr. Harpy. What happened then ? 

Mr. Merritt. Mr. Henderson called in another officer of the Em- 
bassy and after getting Mr. Ennis’ story, and in the absence of Mr, 
Ennis, asked this other officer to make a separate and independent 
investigation. 

Mr. Harpy. What was the value of this property alleged to have 
been sold? 

Mr. Merritx. I do not know. 

Mr. Mreaper. What kind of property was it? 

Mr. Merritt. Paper, pencils, carbon papers, office supplies. 

Mr. Harpy. Did the local police get into the matter ? 

Mr. Merritt. I understand that a certain—I don’t know how much 
of this is classified, Mr. Chairman. 

Mr. Harpy. I don’t think we have gotten beyond the terms of our 
agreement on this. I don’t want to get beyond those. 

Mr. Saccro. I think that is a matter of-—— 

Mr. Dicxins. He (referring to Mr. Cameron) is already consulting 
up here. 

Mr. Harpy. All right. We will suspend further inquiry on that 
for the moment. We may have to pursue it later. 

Mr. Reece. If it is not out of line, Mr. Chairman, was this property 
of very considerable value or comparatively small value in quantity ? 

Mr. Merritt. I would say it was probably $300 or $400. That is 
my estimate. 

Mr. Harpy. This, however, was the same individual who had signed 
the clearance papers in blank. 

Mr. Merrityi. Yes, sir. 

Mr. Reece. There is one question that I wished to ask earlier on 
that signing the clearance papers in blank. What was your impres- 
sion about that method of procedure when you came in? Did you 
feel that it was—I am sure you did not feel that it was good procedure. 
Did you feel it was careless procedure or meaningful procedure? 

Mr. Merrity. It was a practice that had been going on. I could 
not read into it any deliberate attempt to defraud or to be misused. 
I saw in it the possibility that an unscrupulous person could use the 
blank certifications not to the Embassy’s or point 4’s benefit. 

Mr. Harpy. Certainly, it made it possible for people to misuse and 
misappropriate property of the United States Government; is that 
right? 

Mr. Merrizi. Mr. Chairman, I don’t follow you on that one. 

Mr. Harpy. The individual who had the blank clearance was dis- 
honest—— 

Mr. Merritu. He could use it for his own importation of something 
and have it sent to the American Embassy, with these blanks. . 

Mr. Harpy. He could not obtain United States property with those 
blanks? . 

Mr. Merriti. He used them in the normal clearance of goods in the 
ports. 

Mr. Harpy. Was it possible for him to take those blanks and obtain 
possession of United States property ? 

Mr. Merriwx. I don’t think so, because he also was issued a bill of 
lading and that was definitely, I am sure, a part of the record. The 
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clearance papers went along with the Government bill of lading which 
had to all be surrendered to obtain the goods. 

Mr. Meaper. Let me ask, Mr. Merrill, could he use one of these clear- 
ance documents to obtain something that was subject to customs duty 
and thereby avoid the duty by representing that it was United States 
preety ? 

Mr. Merritu. Yes, sir. 

Mr. Meaper. Do you know whether that was done? 

Mr. Merri. No, sir. 

Mr. Harpy. In the case of the tires that we talked about, might he 
not have taken one of those blank clearance papers and filled it in to 
cover those tires and gotten possession of them? 

Mr. Merritx. No, sir. 

‘Mr. Harpy. He would have had to prodvce a bill of lading? 

Mr. Merrit. A bill of lading and signed declaration. 

Mr. Harpy. Did you find a bili of lading on those tires ? 

Mr. Merritt. No, sir. I had to send back to the procurement area 
in Washington and obtain a duplicate bill of lading. 

Mr. Harpy. So you had to have a duplicate before those tires were 
released to you? 

Mr. Merritz. No; I gave a letter of guarantee. 

Mr. Meaper. What became of the original bill of lading? 

Mr. Merriiu. I don’t know. 

Mr. Mraper. Did that occur in any other cases besides these tires? 

Mr. Merritu. There were constantly a few items coming in on ships 
for which we had no bills of lading. We had arranged with the 
customs and with the Iranian authorities that we could give letters of 
guarantee so we could take possession of all incoming items and trans- 
port them to wherever they were assigned. 

Mr. Meaper. How could it come about that you didn’t get the bills 
of lading? 

Mr. Merri. If it was procured through normal Government 
channels, we received the bill of lading, but sometimes procurement 
was for different items and perhaps the tires may have been procured 
where the shipping company, say Goodyear, would send the bill of 
lading directly to Teheran and it got lost in the mails some place. Or, 
rather than by air, it came by ship, which would take us 3 months to 
get the bill of lading. That ha pened. 

Mr. Harpy. If that bill of lading got lost and somebody else found 
it, if the trucking companies who had the blank clearance papers had 
somehow been able to come into possession of the bill of lading, he 
could have gone off with the tires; is that right? 

Mr. Merritt. There was one missing item. That was a declaration. 

Mr. Harpy. Didn’t I understand you to testify earlier that some 
of these were signed in blank? Some of both had been signed in blank; 
isn’t that right ? 

Mr. Merriny. Yes, sir. 

The Cuarrman. So, with those, he would have been able to come 
into possession of the bill of lading? 

Mr. Merrity. The bill of lading had to be signed, too. There had 
to be a signature. 

Mr. Harpy. I take it that if people as unscrupulous as some folks 
are occasionally, that wouldn’t be too difficult. Maybe they could get 
them signed in blank, too. 
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Mr. Merri. There are quite a few “ifs” in that. 

Mr. Harpy. That is true, but some of those “ifs” have been hanging 
around. 

One other thing. This Morris Nathan had a contract for hauling 
Embassy and mission imports. Was he an American citizen or Iranian 
citizen ? 

Mr. Meretiy. I think he was an Iraqui citizen. 

Mr. Harpy. Anyway, he was not an Iranian. 

Mr. MerriwL. Whether he had taken out Iranian citizenship, I don’t 
know. 

Mr. Harpy. Did you subsequently cancel his contract? 

Mr. Merry. It expired on December 31 and I did not renew it. 

Mr. Harpy. Did you use him up until that time? 

Mr. Merriu. Yes, sir. 

Mr. Harpy. Did you make some determination as to his honesty? 

Mr. Merritt. Yes, sir. I felt that he was not to be trusted. 

Mr. Harpy. Did you reach your conclusion regarding his trust- 
worthiness because, among other reasons, you found out that he had 
somehow gotten control of some point 4 trucks? 

Mr. Merry. Sometime after I had canceled his contract, anony- 
mous information came to me—I forget whether it was verbal—I think 
it was a phone call—telling me that if I would go to a certain garage 
in downtown Teheran, I would find under canvas two trucks, and I 
sent some people down. They told me that they belonged to Morris 
Nathan, 

I called him in and asked him why he hadn’t delivered those trucks, 
and he said nobody had ever asked him to. 

So, I said, well I am asking you right now, and he drove them into 
the compound and delivered the trucks. 

Mr. Harpy. Did you eran how long he had had them? 

Mr. Merrity. About a year, sir. 

Mr. Harpy. — what happened to the bill of lading on those? 

Mr. Merritxz. I don’t know, sir. 

Mr. Harpy. Did you have to surrender a bill of lading to get them? 

Mr. Merritt. No; he had already brought them to Teheran. 

Mr. Harpy. He had gotten the bill of lading from somebody, then. 

Mr. Merrity. Evidently. 

Mr. Harpy. Now, then, did exactly the same thing happen with 
the trucks that I inquired about with respect to the tires. Is that what 
happened, because Nathan had the trucks? 

Mr. Merritz. No comments. I still don’t think anyone could get 
those tires out of the port without authority. 

Mr. Harpy. Well, he got the trucks, didn’t he? 

Mr. Merriwz. I don’t know the circumstances. I never did learn 
how he got those trucks. 

Mr. Harpy. But by your testimony, he would have to have a bill 
of lading in order to get them? 

Mr. Merritt. He just failed to deliver them until a year later. 

Mr. Harpy. Just one other question. Did those trucks appear on 
the inventory that Mr. Dickins had established before he left? 

Mr. Merritt. I had nothing to do with that inventory, sir. 

Mr. Harpy. Didn’t you ever see that inventory ? 

Mr. Merrit. No, sir. I was in the transportation business. 
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Mr. Harpy. Well, now, the trucks were one of the items that Mr. 
Dickins inventoried ? 

Mr. Merriuz. I doubt if he inventoried those two. 

Mr. Dicxtys. I don’t think they were in Iran when we inventoried. 

Mr. Mounrarn. You testified you were in the transportation busi- 
ness. It was your responsibility to get equipment transported to 
Teheran. These trucks that Mr. Nathan had were already in Tehe- 
ran. Where did your responsibility come in? 

Mr. Merriww. Those had arrived before I did. 

Mr. Mounrarn. But you discovered them only 6 or 7 months after 
you arrived. 

Mr. Merritt. That is about so. 

Mr. Mounrarn. This contract with Nathan was canceled about 
December 1954, and you had been on the job 6 months or so, roughly 
4 or 5 months, and it was after the cancellation of the contract that 
you discovered the trucks. There was no problem of transport in- 
volved and I wondered why, if your responsibilities were limited only 
to transportation, you had any responsibility for those trucks. 

Mr. Merritt. I didn’t have any responsibility for those trucks ex- 
cept when I learned they existed, I certainly led them on their way to 
where they were supposed to go. 

Mr. Mountain. It was really somebody else’s responsibility that you 
were taking care of them ? 

Mr. Merrit. Yes, sir. 

Mr. Mountain. Whose responsibility was it ? 

Mr. Merriwy. I don’t know. 

Mr. Meaper. Mr. Merrill, had the trucks been used ? 

Mr. Merrity. No, sir. They had been put on blocks and covered 
with a canvas. 

Mr. Reece. Well cared for. 

Mr. Harpy. How did you find out they were point 4 trucks? 

Mr. Merritt. Nathan admitted that they were. 

Mr. Harpy. Did you verify that ? 

Mr. Merriti. No, sir. 

Mr. Harpy. You just took an honest man’s word for it ? 

[ Laughter. | 

Mr. Meaper. What kind of trucks were they ? 

Mr. Merritt. I think they were panel trucks. 

Mr. Harpy. They were the kind of vehicles that people used for per- 
sonal transportation ? 

Mr. Merrit. No, sir; I think these were flat body trucks used for 
project work. 

Mr. Harpy. Well, then, they weren’t panel trucks? 

Mr. Merriiu. What I call a stake panel truck. 
am MovunraIn. Did they have a United States emblem painted on 
them ¢ 

Mr. Merritu. I don’t know; I didn’t ever actually see those trucks. 

Mr. Mounratry. In picking up your material from the port, did 
you identify what project it went to or what program it was for? 

Mr. Merritz, Not normally. 

Mr. Mounratn. Did the material arrive in such shape that you 
could determine that? 
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Mr. Merritu. Yes, sir. Every case was marked either with the proj- 
ect number or the procurement number, and often both. 

Mr. Mountarn. Would you have a project number, for example, 
for the Karadj Dam? 

Mr. Merriwxy. I was furnished it. 

Mr. Mountain. Were you given any special instructions about 
equipment for the Karadj Dam? 

Mr. Merriiu. Yes, sir. 

Mr. Mountatn. What were those instructions, and who gave them 
to you? 

Mr. Merriiu. I have been able to obtain the letters concerning the 
Karadj Dam equipment, the authority for turning it over. I just 
received that today. I could read those letters for you. 

Mr. Mountain. I think we could have those later. But could you 
tell us where you got your instructions relative to the Karadj Dam 
property ? 

Mr. Merrutx. I think it would be clearer if I read the letters. They 
are not too long. 

The first is from Mr. Warne to His Excellency, Mr. Kalil Taleghani. 


Reference is made to our emergency aid project agreement No. 17 between 
the Ministry of Roads, the Ministry of Finance, the Seven Year Plan Organiza- 
tion and the Iran-American Joint Fund for Emergency and Special Economic 
Assistance which provides for certain Karadj River access highway improve- 
ments required in connection with the Karadj Dam project and particularly 
provides for the use on this emergency aid project of certain construction equip- 
ment which has been ordered and purchased for the joint fund for emergency and 
special economic assistance and under project funds agreement Nos. 7 and 8 and 
project agreement No. 26. 

Mr. Workinger has advised me of his discussions with you re proposed terms 
and conditions in making this construction equipment available to the Karadj 
Dam Authority for this emergency aid project, as reported in Mr. Workinger’s 
memo of May 27 to me, a copy of which was sent to you. 

The necessary agreement with the Karadj Dam Authority in this connection 
is now being prepared by our legal counselor and will be available for discus- 
sion and negotiation with you in a few days. Meanwhile, however, the initial 
shipment of some of the equipment has arrived in Iran and is being cleared 
through customs at Ahwaz. It seems desirable, therefore, pending negotiations 
of the agreement now being prepared, that the Karadj Dam Authority take cus- 
tody of the equipment which has arrived and arrange for its immediate utiliza- 
tion on emergency aid project No. 17, the terms and conditions of such use to be 
mutually agreed upon subs@équently in the overall agreement which has been 
recommended. 

Accordingly, this letter is an interim authorization for delivery to the Karadj 
Dam Authority of the construction equipment in question at the point in Iran 
at which customs clearance is offered by USOM/Iran, which is the consignee 
of the shipments. 

Copy of this letter, the USOM/Iran representative detailed to receive ship- 
ments and arrange custom clearances at Khorramshahr Bandar Shahpour, or 
Ahwaz, as the case may be, and to accept your receipt therefor. If you wish to 
delegate authority to an agent such as Morrison-Knudsen International to 
accept custody on your behalf, this will be satisfactory to us upon receipt from 
you of written notice to this effect. 

It should be understood that the terms and conditions of the agreement which 
is to be executed with the Karadj Dam Authority for the use of the construction 
equipment in question will be retroactive to equipment the custody of which you 
accept under this interim authorization. 

(Signed) WARNE. 


Mr. Mountain. What is the date of that, please? 
Mr. Merrini. June 17, 1954. 
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This is a letter from Taleghani to Mr. Warne: 


Your letter of June 17, 1954, has been received with many thanks. 

We wish to inform you that arrangements have been made for the appoint- 
ment of Messers. Morrison-Knudsen Co. ag our agents in taking delivery of the 
equipment. 

We attach herewith a copy of the Karadj Dam Authority letter addressed to 
the USOM/Iran, KhouZistan Region, for your further information. 


Attachment to the above, a letter dated June 14, Taleghani to 
USOM/Iran, Khouzistan Region. 


We have been notified by the firm of Morrison-Knudsen International Co. that 
some of the equipment purchased for the Karadj Dam construction by FOA 
will arrive soon at Khorramshahr. In order to expedite transfer of this equip- 
ment to the job site, it is hereby requested that the above equipment be delivered 
to Morrison-Knudsen Co., our agent, after custom clearance at Khorramshabr. 


And then a next letter, December 5, 1954, from Mr. Barry, vice 
president of MKI, to Vernon Merrill, assistant administrative officer, 
American Embassy: 


We herewith wish to call your attention to the fact that we have appointed 
the American Eastern Co. as our authorized agent for the clearance and trans- 
port of goods, supplies, and equipment arriving in Iran for the Karadj Dam 
project. 

Your cooperation is especially requested in transmitting this information 
to your representatives in Khorramshahr as we understand that the Steel 
Voyager is about to dock with the supplies and equipment consigned to this 
project under purchase authorities Nos. 1494, 1499, 4942, and 4944. 


This additional letter was another request from Morrison-Knudsen 
asking us to coordinate more closely in turning over this equipment to 
their representative in Khorramshahr. 

Mr. Mounrtarn. I hope we are going to have copies supplied to us 
of these documents. 

Mr. Merriy. I can make copies for you. We just received this 
today. 

(The documents referred to follow :) 


LETTER DATED NOVEMBER 9, 1954, TO GENERAL ADMINISTRATION OF CUSTOMS, 
TEHERAN, FRoM KHALIL TALEGHANI, DrrEcTOR KDA 


Continuation of letter No. 1148 dated 27.7.33 (September 19, 1954) as requested 
by Morrison-Knudsen International Co., Inc., the Government agent at the 
Karadj Dam construction project, I have the honor to introduce Messrs. Ameri- 
can Eastern as sole agent for Morrison-Knudsen for clearance of goods belonging 
to this authority arriving by land, sea, and air. 

It is requested to instruct the officials concerned to afford assistance to the 
said company in performing their duty. 


LETTER DATED JANUARY 12, 1955, From Mr. BArry, MORRISON-KNUDSEN INTER- 
NATIONAL, TO VERNON L.. MERRILL 


Pursuant to our letters of December 5, 1954, we again wish to invite your at- 
tention to the fact that the American Eastern Co. is the sole agent of the Mor- 
rison-Knudsen Co. and the Karadj Dam Authority for the clearance and trans- 
port of all equipment, materials, and supplies consigned to the Karaj Dam 
project. Moreover, the Karadj Dam Authority thus notified the respective Gov- 
ernment agencies of this appointment approximately 3 months ago. 

Despite our above-mentioned letter to you, however, it was noted that the 
shipping documents for several trucks and some drill steel (to which reference 
was made in the foregoing letter by purchase authority number) were turned 
over to another outfit creating both confusion and unnecessary delay. 
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We now, repeat now, have information that 5 Euclid trucks (bill of lading 
No. 540) and hoist spare parts (bill of lading No. 504) are arriving in Khorram- 
shahr on the Concordia Fonn sometime later this month. May we therefore ask 
you again to instruct your representatives both here and in Khorramshahr to 
transmit all shipping documents pertaining to the foregoing as well as future 
consignments to the American Eastern Co. and otherwise extend their full 
cooperation in exnediting the clearance thereof. 

Mr. Mountatn. In substance, what that says is, instead of having 
stuff go to Teheran according to your normal processes, that in the 
interests of expediting the Karadj, Dam project, the material will be 
shipped directly to Karadj Dam to be picked up on behalf of the 
Karadj Dam Authority first by Morrison-Knudsen as agents of the 
Karadi Dam Authority and they in turn delegated it to the American 
Eastern Co. as their transportation agent. Is that right ? 

Mr. Merrivy. That is correct. 

Mr. Mountain. Did this mean that you did not have to carry out the 
normal clearance procedures through the port? 

Mr. Merritt. No. We did carry out the normal clearance proce- 
dures, brought the goods outside the port and turned it over to the 
American Eastern C o., for which we received our usual signed receipts 
in detail. 

Mr. Mounra1n. Is this the way it started, or is this the way it wound 
up? Isthat the system you used at the beginning of this arrangement ? 

Mr. Merritt. Yes, sir. As far as I am concerned, the first bit of 
material we turned over to Morrison-Knudsen, first it was their own 
representatives and later American Eastern Co. We received our full 
signed receipts for every item turned over 

Mr. Mountain. Well, did they initially want to pick up this stuff 
themselves without your clearance ? 

Mr. Merrmu. No. I think they were aware of customs require- 
ments. What they wanted to do was to take shipside delivery but 
they were fully aware that we had to clear. 

Mr. Mounrarn. Wasn’t the reason that they became fully aware of 
that because they found they would have to pay customs duties on 
taking shipside delivery ? 

Mr. Merritt. No. The customs people are rather touchy about the 
number of people they have inside the port yard, and they ‘felt having 
given us permission to go with our trucks inside and receive shipside 
delivery, they didn’t want Morrison-Knudsen to also be inside, and 
they requested that we turn over whatever we wanted to turn over 
outside the port area. 

Mr. Mountain. Did you have any responsibility for recordkeeping 
in connection with the material delivered to Morrison-Knudsen ? 

Mr. Merri. We made sure we received detailed receipts on every 
piece of equipment that we turned over to Morrison-Knudsen or their 
representatives at Khorramshahr. 

Mr. Mountain. So, as the stuff was delivered to the American East- 
ern Co., you knew exactly what material had been delivered to the 
Karadj Dam Authority through this process. 

Mr. Mrerritz. Yes, sir. We : had, also, this master control book in 
Teheran where we plotted our bills of lading and Morrison-Knudsen 
would come to our office and observe the ships coming in and whether 
there was cargo on them for them. 
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Mr. Mountain. What did you do with the records on this 
equipment ? 

Mr. Merritt. We maintained those records in both Khorramshahr 
and Teheran. 

Mr. Mountatn. Then there was in Teheran a record of what was 
delivered to the Karadj Dam Authority ? 

Mr. Merritt. There was a full and identifiable 

Mr. Mountarn. I believe we had testimony earlier which indicates 
that they did not know sometime later what material was available at 
the Karaj Dam Authority and they had to go out and make a physical 
count to try to find it. I don’t know whether that is correct or not. 

Mr. Merritt. I have received notice from Teheran to the effect that 
they reconciled their procurement purchase orders with delivery and 
actually by inventory, which you referred to, and have a complete 
certification that all equipment purchased is accounted for. 

Mr. Mountarn. Of course, none of this was in your field, in any 
event, because you are only responsible for transportation. 

Mr. Merrity. That is right, sir, but I have received that information. 

Now, I can tell you this, that in Teheran, before the goods were actu- 
ally turned over to Morrison-Knudsen, we had a detailed inventory 
actually of all items that would be consigned to them. I think it is 
possible that the GAO accounting group out there failed to inspect 
our office when they were looking for records on this. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Harpy. On the record. The committee will adjourn now to 
reconvene at 2 o’clock in room 304, over in the other building. It isa 
little more adequate. 

(Whereupon, at 12:25 p. m., the subcommittee recessed to reconvene 
at 2 p.m., this same day.) 


AFTERNOON SESSION 


(The hearing reconvened at 2:15 p. m., in room 304, Old House 
Office Building.) 

Mr. Harpy. The committee will come to order. 

Mr. Reece. In reference to these tires about which there has been a 
question raised, and in connection with which, no doubt, the procedure 
was loosely handled, no tires were lost, as I understand it. 

Mr. Merrity. No tires, to my knowledge. 

Mr. Reece. Then, this question has arisen, in connection with this 
whole discussion—and I do not know whether you or Mr. Warne or 
who would be in the best position to answer it: 

Recognizing the conditions at the port there and, of course, many 
other places where our missions operate, was any considerable percent- 
age of supplies or equipment lost or stolen ? 
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FURTHER TESTIMONY OF VERNON L. MERRILL, CHIEF, POST 
MANAGEMENT BRANCH, OFFICE OF GREEK, TURKISH, AND 
IRANIAN AFFAIRS, OFFICE OF THE ASSISTANT SECRETARY FOR 
NEAR EASTERN, SOUTH ASIAN, AND AFRICAN AFFAIRS, DE- 
PARTMENT OF STATE 


Mr. Merrity. I don’t know of any equipment, supplies that were 
actually stolen, except those that I was asked about this morning. 

Mr. Reece. Occasionally we have a truck stolen over here. 

Mr. Merrinu. Yes. 

Mr. Reece. From time to time. Of course, unfortunately. We 
have spent considerable time on this and I was wondering if no con- 
siderable amount of supplies or equipment were either lost or stole nN, 
although it is well worth going into it, so far as getting a basis for 
tightening up on proc edure which I think has been done, which I think 
is very good. 

T am a little at a loss to see the overall importance of it. 

Mr. Harpy. I might say to the gentleman, I think that his question 
and his observation are pertinent if he wishes to disregard entirely 
the observations contained in the GAO report concerning the overall 
picture with respect to equipment and machinery and other items 
which were unaccounted for. Whether they were lost, strayed, stolen, 
misplaced, or why they were unaccounted for, I do not know, but the 
major question that is involved in these things, insofar as I am con- 
cerned, is the accountability of somebody for United States equip- 
ment. 

And, in my judgment, where accountability is either nonexistent or 
doubtful, the amounts involved are considerable. 

Mr. Reece. I am in agreement with the chairman where the ac- 
countability is in it, the procedures are not sufficient to keep reasonable 
account of the property and equipment that they ought to be tied up. 
So we are not in disagreement on that. 

But so far I had not—I had not observed from the testimony where 
any considerable amount of material had been lost. 

Mr. Harpy. Is not the gentleman concerned when it is indicated 
and testified to that records are nonexistent over a period of consid- 
erable time ? 

Mr. Reece. Yes; I think so. 

(Discussion off the record.) 

Mr. Harpy. Back on the record. 

Did you finish the question that you wanted to bring out ? 

Mr. Reece. Yes; I did. Thank you. 

Mr. Harpy. All right. Now go ahead. 

Mr. Mounrarn. Mr. Merrill, I believe you had testified at the con- 
clusion of this morning’s session that you had received notice from 
Teheran to the effect that they reconciled procurement orders with 
delivery actually by inventory and have a complete certification that 
all equipment purchased is accounted for. 

Will you tell us when you got this certification ? 

Mr. Merrit. It is in that telegram that you have in front of you. 

Mr. Mounrarn. This is a very recent document, is it not? 

Mr. Merritt. I received that today, sir. 
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Mr. Mountarn. You received it today ? 

Mr. Merritz. Yes, sir. 

Mr. Mountatn. That is a cable from the mission, is that correct? 

Mr. Merrity. That is from the mission ; yes, sir. 

Mr. Mounrta1n. There is a statement in there that these things 
that you say have taken place, have occurred. 

Mr. Merriwz. In my inquiry to the post I was anxious to find out 
where the receipts were that were signed by the Morrison-Knudsen 
people, the representatives for them, and I was curious as to the where- 
abouts of those receipts, since I had been queried by your staff on this. 
And my-inquiry to Teheran was answered in effect that all major 
property—let me repeat this, the mission has on file receipts signed by 
Morrison-Knudsen representatives and these receipts have been recon- 
ciled with the purchase documents and have been further checked by 
mission representatives by actual inspection and inventory. 

And this telegram certifies that all items are accounted for. 

Mr. Mounrarn. So that we are limited only to the Morrison-Knud- 
sen equipment ? 

Mr. Merritz. That is correct—only to the Morrison-Knudsen 


rt 
r. Mountain. This is not a certificate that the property has been 
reconciled with the records throughout the range of the program ? 

Mr. Merritt. No. I have nothing on that. 

Mr. Mountain. Does it indicate what period of time it covered? Is 
it from the beginning of the Morrison-Knudsen activities over there? 

Mr. Merritt. I think that is inferred. 

Mr. Mountain. Well, thank you. I think that clears that point up. 

Mr. Merrill, I am not sure that in our record this morning, and we 
do not have the transcript in front of us to help us, it is entirely clear 
just what kind of a situation confronted you when you first took over 
the task of handling the program equipment so far as transportation 
and receipts at the docks and so forth are concerned. 

Isn’t it a fact that when you got there that you found a very great 
deal of equipment on the docks that had been unaccounted for, in 
addition to these tires, and that you had to spend a considerable amount 
of time running it down and finding out what it was and who it be- 
longed to? 5 

Mr. Merrity. We were concerned that, perhaps, there were other 
items in the port that might belong to the United States Government. 
I instructed Mtr. Vermeulen to make a thorough search of the whole 
dock area, both at Khorramshahr and at Bandar Shahpur and to re- 
trieve all cases that were consigned or marked for the United States 
Government to Iran. 

Mr. Mountain. How long did it take to complete this? 

Mr. Merriti. We felt that we were—had completed that searching 
operation within 6 months. 

Mr. Mountain. In other words, the situation at the dock was such 
that it took you 6 months to find out exactly where it stood ? 

Mr. Merritt. You must bear in mind that our primary concern was 
to meet each ship. We had only 14 local employees, some of them who 
were doing checking work and not involved in the search work, and 
it was between the times that they were working on ships that they 
went out and searched certain localities of the port area. 
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Mr. Mounratrn. In any event, while ey did it on a sort of spare- 
time basis it still took you 6 months to do it? 

Mr. Merritu. We felt that we completely covered the area within the 
6-month period. 

Mr. Mountarn. Did you have the same employees there that had 
been there under Mr. Dickins? 

Mr. Merrit. No, sir. 

Mr. Mountain. They had been changed ? 

Mr. Merritxu. They were all new, sir. 

Mr. Mountarn. Did this complicate the problem somewhat in 
having to train your people? Does this partly account for why it 
took so long ? 

Mr. Merritt. Mr. Vermeulen—it was not so much a problem of 
training—you don’t have to know to much to meet a ship, take care of 
the cargo and make sure that you get proper accountability for it at 
the port area and dispatch it to Teheran. 

Mr. Mountain. You said these people were all new people. Were 
they new to the post, or were they people that you inherited ? 

Mr. Merritt. Mr. Vermeulen arrived, I believed, in June 1954. He 
had been on in Teheran for approximately 5 or 4 months by the time 
I arrived. 

The locals that were hired by the master joint fund and turned 
over to us, I think, were all new employees to this type of work. 

Mr. Mounrarn. I think we ought to understand this, Mr. Merrill. 
The function that was being performed by the joint administrative 
services in the receipt of cargo and the transportation of it, was 
turned over to the master joint fund. Is it your statement that at the 
time of this turnover, the local employees who had been conducting 
this work at the docks under the joint administrative services were 
discharged and new employees brought in by, I presume, Mr. Ashca- 
nase, as the master joint fund executive officer ? 

Mr. Merrity. I don’t know exactly the turnover procedure there. 
I was not there. I don’t know what happened. I can only say what 
happened after I arrived in Teheran. 

Mr. Mounrarn. After you arrived in Teheran was not the master 
joint fund still in charge of this activity that later became your 
responsibility ? 

Mr. Merrit. I think they were in charge of this operation. 

Mr. Mountain. Why was it turned over to you / 

Mr. Merriuy. I think primarily because in the transfer of personnel 
the Embassy had retained the personnel doing the clearing work, and 
it was difficult to obtain that type of local people. 

Mr. Mounrarn. I was not because anything had gone wrong with 
the handling of this job by the master joint fund personnel, was it ? 

Mr. Merriiz. I wouldn’t know. 

_ Mr. Mountarn. Well, you were there. You testified that the master 
joint fund had this responsibility when you arrived and it was turned 
over to you after some discussion and negotiation between the Em- 
bassy and the master joint fund, and I presume, the mission 

Mr. Merri. That is right. 

Mr. Mounrarn. Director acting as codirector of the master joint 
fund. There was some reason for turning it over and you said it was 
because the key personnel had been State Department people. 





388 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Merritu. Well, at that time we decided that Mr. Vermeulen 
would be made available to go down and head up the supervisory work 
at the port. Since he was working for me and since the clearing people 
were working for me it was only natural that the clearing and trans- 
portation would be better operated if it was handled by one office, 
rather than two. 

Mr. Mounratn. Had any difficulty arisen by handling it through 
two offices ? 

Mr. Merritt. I don’t know. I felt that what we were proposing 
would be a better operation. 

Mr. Mountain. So it is your testimony it was simply an adminis- 
trative convenience ? 

Mr. Merrit. I think that is correct. 

Mr. Harpy. Did it take any more people to do it this way than it 
did under the other system ? 

Mr. Merritz. I don’t know how it was done under the other system. 

Mr. Harpy. Didn’t the other system operate for some period of time 
after you arrived in Teheran ? 

Mr. Merrity. Mr. Chairman, you must bear in mind when I arrived 
there I replaced two people who had both departed, Mr. Bertone and 
Mr. Dickins. 

Mr. Harpy. You had been over there on a preliminary survey or pre- 
liminary discussion before you went over to take official duties, had 
you not ? 

Mr. Merri. Yes, sir. 

Mr. Harpy. Well, didn’t you gather some information on this sub- 
ject at the time of your first visit over there? 

Mr. Merrit. No, sir; I did not. 

Mr. Harpy. And it is your testimony that when you got there you 
didn’t know anything about the operation of the master joint fund? 

Mr. Merritx. That is correct, sir. 

Mr. Harpy. And you have no information as to the reason it was 
discontinued, and you took over the functions under this other arrange- 
ment ? 

Mr. Merritt. Yes; it was after a series of conferences between Mr. 
Ashcanase, and Mr. Whitaker and myself, where the details of trans- 
porting goods from the port to Teheran were worked out and it was 
decided that it would be best for the Embassy to continue 

Mr. Harpy. Those details were worked out in conferences in which 
you participated; is that right? 

Mr. Merrityi. Yes, sir. 

Mr. Harpy. And you wanted this committee to understand that in 
the course of those conferences there was no discussion as to the reason 
for eliminating the master joint fund operation in this field ? 

You want this committee to understand that in those discussions the 
elimination of the master joint fund from operation in this field was 
not brought into those discussions and did not form a basis for the 
development of this new procedure ? 

Mr. Merritt. It was because the master joint fund at that time did 
not have personnel whereby they could assign American personnel. 
It was all agreed that we must head up the port unit with an American. 
The Embassy had that American. 
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Mr. Harpy. Do you recall just a few minutes ago you testified, at 
least my memory is that you testified, that this was done strictly be- 
cause of administrative convenience 

Mr. Merriww. Well, I think that is administrative convenience. 

Mr. Harpy. Oh, my 

Mr. Merri. We had the personnel, we were able to do the job. It 
would have been much better for us to do it alone than to break the 
cargo handling in half at the ports. We insisted that the Embassy 
would haul its own cargo. 

Mr. Harpy. And in the course of these discussions the only deficiency 
of the master joint fund operation was the lack of a keyman, is that 
what, you are testifying to? 

Mr. Merri. I believe that is true, Mr. Chairman. 

Mr. Harpy. All right. 

Mr. Merri. I’d like to add this for the record. Since that time 
and since my departure, I have since learned, and during the time 
[I was in Teheran, the master joint fund continued to search and obtain 
through procurement requests back to Washington—they were trying 
to obtain someone who was qualified to go to Khorramshahr and head 
up that master joint fund. We took it over as a temporary measure. 

Well, finally, they found somebody; and when that man arrived 
then this operation returned to the master joint fund. 

Mr. Harpy. The amazing thing is that you know more about what 
happened after you left than you did during the first months when 
you were there, at least that is the impression that I get from this 
testimony, insofar as the master joint fund operation is concerned, 
because as I understood it operated for about 1 month while you were 
there; didn’t it? Isn’t that correct or am I mistaken ? 

Mr. Merritt. The Embassy was doing the work in behalf of the 
inaster joint fund. It continued to do the clearing and supervising, to 
my knowledge, and I was not there at the time—it is only a guess— 
I don’t believe the master joint fund ever got into the transportation 
business. 

Mr. Harpy. Well then, if Mr. Dickins testified to the fact that it 
did then was he in error? 

Mr. Merritz, I think the personnel that were being used on this 
except for one local employee that I know of, became Embassy 
employees. 

Mr. Harpy. I don’t know that—— 

Mr. Reece. As I recall, in looking over the advance sheet which 
the counsel showed me this morning, one of the first set of instructions 
that you received after you reported for duty were instructions from 
the Mission Director to straighten out this transportation and hous- 
ing situation; whereupon you named a port representative and took 
the other necessary steps to undertake to do so. 

As I recall, that was m the advance, the suggested 

Mr. Merritt. When it was ascertained that it was to be our re- 
sponsibility to do all of the hauling for both the project, or the pro- 
vram of point 4 as well as the personnel lift vans and so forth, if I was 
to take that responsibility, I wanted it tightened up for my own sense 
of responsibility about the thing. 

Mr. Harpy. I can understand that. Then it is your testimony that 
the other system was too loose, is that what you mean by that? 

Mr. Merrit. I felt that it needed tightening up; yes, sir. 
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Mr. Harpy. Allright. Now we are beginning to understand. Why 
it takes so long to get any information, I don’t know. That is one of 
the deficiencies that you felt existed ? 

Mr. Merri. Yes, sir. 

Mr. Harpy. It was too loosely controlled, too loosely operated; i 
that right 

Mr. Merry. Yes, sir. 

Mr. Harpy. Go ahead, Mr. Mountain. 

Mr. Mounrarn. Mr. Chairman, if Mr. Merrill cannot testify to 
anything that occurred before he got there, I am afraid he cannot 
answer this question. 

Mr. Merrill, I would like to know if you ever learned whether there 
had been an American port-control officer before your arrival? 

Mr. Merrity. I don’t know, sir. 

Mr. Mountarn. You did put one there as a means, as you call it, of 
tightening up the operation ? 

“Mr. Merrm. Y es, sir. Mr. Vermeulen went down and stayed until 
the early part of January and then he was replaced by Mr. Pierce. 

Mr. Mountain. But you put him there without any knowledge as 
to whether there had been one there before ? 

Mr. Merri. I was unaware that there had been one before. 

Mr. Mountatn. Were you aware that there had not been one 
before ? 

Mr. Merritu. I don’t know whether there was one before or not. 

Mr. Reece. Not immediately before. 

Mr. Mountatn. Mr. Merrill, I want to ask one final question. Is 
it your testimony that you instituted these various procedures de 
novo, so to speak, without any knowledge.of what had gone on before? 

Is it your testimony that in none of these staff discussions did you 
ever learn how things were operating; that you picked this thing up 
and, just from a standing start, decided that this was a good idea, 
this was a good idea, and this was a good idea; is that your testimony / 

Mr. Merri. Yes, sir; that is it. 

Mr. Mounrarn. I do not have any further questions. 

Mr. Harpy. Let us go on to another one. It is a little difficult for 
me to understand how three people with responsibilities sat in meet- 
ings to work out a new system, some of the people at least having been 
concerned with the subject over a period of time, but no specific refer- 
ence was made to anything that needed to be corrected. They just 
started off from scratch. Go ahead. 

Mr. Reece. But as I recall the witness preceding him who had been 
in charge more or less filling 2 positions, 1 with the joint fund and 1 
on the other side, which he admitted made it difficult for him to oper- 
ate an effective—to develop an effective operation, by the day that Mr. 
Merrill arrived, so that he left at that time, so contrary to the usual 
policy, his predecessor did not remain on, tle usual policy, to fa- 
miliarize him with the operation. 

I can see how he was, somehow he might have been at some dis- 
advantage in developing the thing. 

Mr. Harpy. Wouldn’t you have thought he would have found some 
machinery for carrying on these functions that his predecessor hac 
used ? 

Mr. Reece. I do not know what the personnel was there. I can 
imagine a situation that may not have been too well organized. 
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Mr. Harpy. Would you assume that when Mr. Dickins departed 
that his departure completely broke down all of the implementing 
procedures that he had put into effect to carry out these functions? 

Mr. Reece. I do not know what the situation was when Mr. Dickins 
departed. I got the impression from Mr. Dickins, he didn’t have a 
very effective system in operation due to the dual position he operated 
in and lack of supporting personnel. 

Mr. Harpy. Go ahead. 


FURTHER TESTIMONY OF RANDOLPH DICKINS, JR., CHIEF, MAN- 
AGEMENT STAFF FOR OPERATIONS, DEPARTMENT OF STATE 


Mr. Dicxins. Perhaps I can throw some light on the situation. 

During the time that we were bringing goods from the port we did 
not have on our staff sufficient American personnel to station one in 
the port. We had proposed to the Controller of OMI that we rent a 
compound in Khorramshahr and staff it with several trained Iranian 
personnel. 

Furthermore, as we received notices of shipments, if the shipments 
were substantial and, in particular, if they ” ere vitally needed im- 
mediately in the program, we detailed 1 or 2 American officers to go 
down to the port, process the shipment through customs, and accom- 
pany it back to Teheran. 

Towards the end of my tour of duty, a Mr. Williams reported to 
the point 4 mission—and I believe his title was that of port engineer. 
Through an agreement with Mr. Warne, Mr. Williams assumed the 
responsibility of following up on any goods and materials which we 
might have at the port which were experiencing difficulty in clearance. 

At the time I departed, Mr. Williams had visited the port on at 
least 3 or 4 occasions and had been of some assistance to us, and had 
assured me personally that he was moving all of the goods in the port 
which had been previously delayed to Teheran as I had requested him 
to do. 

At the time the master joint fund was established the contract for 
the movement of goods for the master joint fund was renewed in the 
name of the master joint fund. 

Mr. Harpy. With whom? 

Mr. Dick1ns. With Irani-Industrial, Ltd., I believe it is, this com- 
pany that Mr. Nathan represented. 

The master joint fund agreed that they would bring into Teheran 
all of the goods which were consigned to the fund. 

Shortly before my departure, ‘Mr. Nathan came to me and informed 
me that the contract with his firm had been abrogated by Mr. Ash- 

canase, and asked me if I could do anything about. seeing that it was 
renewed. 

[ told him at that time that I had no further official connection with 
the master joint fund and it was a problem for the master joint fund 
executive officer. 

As I stated to Mr. Reece earlier this morning, the Embasy was only 
responsible at the time that the master joint fund was established to 
bring in Embasy goods and the personal effects of American personnel 
assigned to the point 4 office, including those in the master joint fund. 

However, it was recognized even before Mr. Merrill’s arrival that 
there were not sufficient 1 personnel in the master joint fund who were 
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well enough acquainted with this situation. And Mr. Ashcanase 
agreed to work out a solution with Mr. Whitaker, the Embassy admin- 
istrative officer, whereby, for a temporary period of time, the Em- 
bassy would move these goods against the Embassy contract and that 
the movements would be paid for by the master joint fund when it 
involved master joint fund goods. 

Mr. Harpy. Those were mission goods that the Embassy was going 
to move? 

Mr. Dickins. Yes, sir. As I understand it, however, the negotia- 
tions protracted for some time. And in the meantime the contract 
between the master joint fund and Mr. Nathan had been abrogated. 

Mr. Harpy. Well, it is a pretty complicated sort of thing. Let me 
see if I understand what this Mr. Williams did. 

Mr. Dicxrns. Mr. Williams, as I previously stated, was assigned to 
the point 4 program as a technician with the title of port engineer. 

Mr. Harpy. What did he do at the port? 

Mr. Dicks. I believe Mr. Warne can explain what his technical 
responsibility was. 

Mr. Harpy. Was he not working under you at all ? 

Mr. Dicktns. No, sir. Mr. Warne had asked him to work in con- 
junction with me in order that while he was prosecuting his technical 
assignment in the port he would also assist my office in the movement 
of such goods that had logjammed in the port. 

Mr. Harpy. Did you have responsibility only for Embassy equip- 
ment and material ? 

Mr. Dicxtns. No, sir; during the time that the JAS was in effect 
we had responsibility for all material. 

Mr. Harpy. Is it your testimony then that at that time and during 
the operation of the JAS whenever a ship would arrive you would 
send somebody over there to act as—what do you call the man—the 
port control officer ? 

Mr. Dickrns. When we had an American to spare and in those in- 
stances where the shipments were so vitally needed that we had to 
expedite clearance through customs and delivery to the Teheran 
truck head. 

Mr. Harpy. Did Mr. Bertone have full authority for signing cus- 
toms papers ? 

Mr. Dicxins. He had been delegated that authority by Mr. Frank 
prior to my arrival and continued with that authority during the 
time that I was in Teheran until slightly before my departure, at 
which time an instance arose in which it was recommended that Mr. 
Bertone terminate that function. 

Mr. Harpy. Did you have occasion to know anything about his 
signing clearance documents in blank? 

Mr. Dicktns. Yes, sir. 

Mr. Harpy. What did you do about that? 

Mr. Dicxrns. I asked Mr. Frank about that and he said that he 
had delegated this authority to Mr. Bertone on the grounds that we 
did not always receive bills of lading in advance of the shipments and 
that by taking these blanks to customs the actual contents of the 
shipment could be filled in upon its arrival. 

Mr. Harpy. Is it your testimony that Mr. Frank authorized the 
signature of these documents in blank by Mr. Bertone? 





Se et BD Be o 


| 


UNITED STATES AID OPERATIONS IN IRAN 393 


Mr. Dicxtns. He did and it was not until Mr. Rountree took subse- 
quent action that this practice was terminated. That was just shortly 
before my departure. 

Mr. Harpy. Who is Mr. Rountree? 

Mr. Dicxtns. Mr. Rountree was the counselor of embassy for 
administration. 

Mr. Harpy. What is his present position ? 

Mr. Dicxtins. He is a deputy assistant secretary in the Department. 

Mr. Harpy. I just wanted to be sure that we were talking about the 
same Mr. Rountree. 

Mr. Dicxrins. Yes. 

Mr. Harpy. Mr. Bertone was authorized by Mr. Frank to sign these 
clearance documents in blank, and to turn them over to a trucking 
concern to fill in? 

Mr. Dicx1ns. When I arrived there, Mr. Hardy, we had no contract 
with any trucking concern. And it was within 2 months, I believe, 
that I found approximately 7 trucking concerns were resorting to 
illegal practices and we discontinued using these companies, and in- 
vited competitive bids against which a contract would be issued for 
a period of 6 months, subject to subsequent renewal, for the move- 
ment of goods. And in the contract we would stipulate conditions and 
controls as to how these goods would be moved. 

Mr. Harpy. You terminated all of the contracts except the one 
with Mr. Nathan? 

Mr. Dicxr1ns. Terminated all of the arrangements. 

Mr. Harpy. All of the arrangements except a contract with Mr. 
Nathan. 

Mr. Dickens. No, sir. We had no arrangement with Mr. Nathan 
at that time. Mr. Nathan’s was a relatively new company. And we 
invited bids. And his company and one other company submitted 
the lowest bids quoting the same rate. 

We awarded 2 contracts to 2 companies, of which Mr. Nathan’s 
was one, 

After 6 months we learned that the other company had resorted to 
some illegal practices and we canceled their contract. There were 
no grounds for suspicion of Mr. Nathan’s company during my assign- 
ment to Teheran and he continued to move the goods in accordance 
with the contract stipulations for the time I was there. 

Mr. Harpy. Did you have arrangements with other trucking com- 
panies at the time of your departure to handle imports of machinery 
and other merchandise belonging to the mission and the Embassy? 

Mr. Dicxtns. No, sir; that was the only company with which we 
dealt except on one occasion in which we assisted in the making of 
arrangements for the movement of 5,000 tons with another company. 

Mr. Harpy. I understood Mr. Bertone left before you did? 

Mr. Dicxins. He left after I did, sir. 

Mr. Harpy. After you did? 

Mr. Dickrins. Yes. 

Mr. Harpy. What was the name of the other company with whom 
you had arrangements ? 

Mr. Dickins. We assisted in the negotiations of the transportation 
from the port to various areas in Iran of 5,000 tons of cement. And 
the company was the Levant Express Co. 
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Mr. Harpy. Was there some question about your doing business 
with that company ? 

Mr. Dicxrns. May I go off the record a minute, sir? 

Mr. Harpy. If it 1s necessary. 

Mr. Dicxtns. Id like to. 

Mr. Harpy. Off the record. 

(Off the record.) 

Mr. Harpy. On the record. 

Mr. Dicxrns. I have no reason for hiding this thing. I have told 
it to you personally when you asked me about it. I have no reason 
for hiding it. 

Mr. Harpy. Yes; I know that. 

Mr. Dicx1ns. Therefore, it was only in the best interests of security 
that I paused at this time. 

Mr. Harpy. Actually, I thought that information had already been 
made public. I ama little bit appalled that it has not. In any event, 
you had a contract with a company, or had an arrangement with a 
company, that was an improper company to use; is that a correct 
statement ? 

Mr. Dicxins. I assisted in bringing the company together with the 
consignee in order that negotiations could be made for the movement 
of 5,000 tons of cement. The company in question was an improper 
company, as you stated. 

Mr. Harpy. And you knew it at the time? 

Mr. Dicxktns. Yes, sir; and I went on record at the time with my 
superiors. ; 

Mr. Harpy. Who authorized you to do it? 

Mr. Dickins. Mr. Frank, my superior. 

Mr. Harpy. Ali right. 

Mr. Mountarn. Did anyone else concur in that or was it solely Mr. 
Frank’s responsibility ? 

Mr. Dicks. The company was originally recommended to me by 
officers in the FOA Mission, for this purpose, and I obtained from Mr. 
Warne’s staff—Mr. Gregory, I believe, gave legal clearance, at which 
time I then cleared it with Mr. Frank and obtained his permission. 

Mr. Harpy. Let Mr. Gregory testify. 


FURTHER TESTIMONY OF CLARKE S. GREGORY, DIRECTOR, UNITED 
STATES OPERATIONS MISSION, TEHERAN, IRAN 


Mr. Grecory. I would like to say that I did not give any legal 
clearance on this matter; that it was not brought to me as a security 
matter. 

I will say that a few days after the contract was signed Mr. 
Dickins said, “I have been given authority to enter into contracts 
and I have entered into this contract.” 

That is my statement. 

Mr. Dicxtns. I don’t want to take issue with Mr. Gregory but that 
statement is not correct, Mr. Hardy. 

Mr. Reece. What service did this company perform, just for my 
own information, since I am kind of on the sidelines? 
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Mr. Harpy. A trucking service. Maybe we better put in the rec- 
ord the quantities involved. I believe the record shows it was 5,000 
tons of cement. 

Mr. Reece. Although the company might not have been a desirable 
company, did they render improper service in some way, or is it just 
a question of the suitability involved ? 

Mr. Gregory. A clarification ought to be made here. Mr. Dickins 
has a further statement to make, I think. 

Mr. Dicxr1ns. Mr. Chairman, the actual instance in which this oc- 
curred arose out of an emergency situation, and at that time I was 
called into Mr. Warne’s office and asked if I ‘could assist in the move- 
ment of this cement. What was the name of your office at that time, 
Mr. Byrne? 

Mr. Byrne. Office of Emergency Aid Projects. 

Mr. Dicx1ns. Office of Emergency Aid Projects. I told Mr. 
Warne’s staff that I would check with the people with whom we had a 
contract, to see if this cement could be moved within the conditions 
that had been given to me. 

The company with whom we had the contract stated that they were 
not able to meet the conditions. 

I then inquired of a number of other companies in town, and all of 
them refused to handle the shipment. 

Subsequently, I reported this to Mr. Warne’s staff and the Levant 
Express Co. was suggested. 

At that time I made it a matter of record that this company was an 
improper one for the Embassy to use. 

It was then pointed out that the Office of Emergency Aid Projects 
was an agency of the Iranian Government and that the funds which 
would be used for the movement of this cement were not the United 
States’ funds. 

Mr. Warne then stated that Mr. Gregory should render a legal deci- 
sion on this and I was to be informed as soon as the decision was made. 

The next morning, I believe, Mr. White, the Controller of OMI, 

called me and stated that Mr. Gregory had stated that legally it was 

possible to use this company inasmuch as the Office of Emergency 
Aid Projects was an Iranian agency and that the funds were not 
United States funds. 

Mr. Harpy. So we are to understand that this was a joint fund 
arrangement; is that right ? 

Mr. Dickins. I believe Mr. Gregory can answer that question. I 
am not sure, myself. 

Mr. Gregory. I would like to say that was a joint fund arrange- 
ment. The operating responsibility lay in the plan organization, and 
at the time that I was asked if the joint fund w as privileged to deal 
with anybody, I did not have the nature of the inquiry to which it 
was directed. 

The security part of this matter was held over at the Embassy, Mr. 
Chairman. And I can say to you that at the time I made such a deci- 
sion I did not have before me the nature and extent of the security 
information which even to this day I understand is vague and un- 
substantiated. 

Mr. Harpy. So fundamentally, I will let you have it in just a min- 
ute, but fundamentally 

Mr. Grecory. Yes. 





396 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Harpy. The basis of your action was that having transferred 
these materials to the joint fund, that no longer did United States 
Government policies apply ¢ 

Mr. Greeory. That is not the case. 

Mr. Harpy. Then straighten me out, please. 

Mr. Grecory. All right. The funds involved in the Office of Emer- 
gency Aid were counterpart funds that had been obtained by the 
Tranian Government as the result of the import program beginning in 
the fall of 1953. 

These funds remained in the possession of the Iranian Government 
under an exchange of notes of November 1, 1953, and the emergency 
aid projects was to allot from a fund of 450 million rials that had been 
brought to the Iranian Government under projects for which we were 
to give technical assistance. They had never vested in the United 
States—title had never vested in the United States of America. 

Mr. Harpy. Since they had been converted into rials? 

Mr. Grecory. They were not converted into rials 

Mr. Harpy. Directly. 

Mr. Grecory. By the issuance of a dollar check for rials. 

Mr. Harpy. It doesnot matter. So far as I am concerned, Mr. Greg- 
ory, just one question is in my mind. Did all of these funds, or sub- 
stantially all of these funds, accrue in rials or in dollars, whichever is 
involved, from an original dollar grant? Can you identify a single 
rial ? 

Mr. Grecory. I am trying to state it very precisely, Mr. Chairman. 
As a part of an economic aid program, we brought into Iran X number 
of tons of sugar which was given to the Iranian Government because 
the Tranian Government badly needed, as an economic matter, sugar 
within the country. 

The Iranian Government sold the sugar and received rials which 
were then deposited in a special account. 

Mr. Harpy. I understand that. 

Mr. Grecory. In the Ministry of Finance. 

Mr. Harpy. I think I understand. And just answer me this one 
question, if you can. Was there a single rial to your knowledge in 
this joint fund that had its origin in the Iranian economy or was there 
a single one that did not have its origin in the United States economy? 

Mr. Grecory. All of the rials in this joint fund had their origin 
within the Iranian economy. It was taken from the peasants, from the 
storekeepers, on the sale of sugar to them. All rials exist within the 
Iranian economy, Mr. Chairman. 

Mr. Harpy. That is the most cockeyed technical argument I have 
ever heard a lawyer try to put up to a layman. I confess that I do 
not attempt to follow these legal technicalities, but you know that every 
rial that was involved from that sugar was generated by the sugar 
which was produced by the United States tax dollars; is that right? 

Mr. Grecory. There are uses of semantics here. 

Mr. Harpy. Yes; I think you are doing a pretty good job of it. 

Mr. Grecory. “Generation” was a word that we used when we im- 
ported sugar to the Iranian Government, the proceeds of which came 
into our local currency accounts. This was not a generated local cur- 
rency in that sense of the word. This was a byproduct of the economic 
strength that we brought into the Iranian economy by the importation 
of sugar. 
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There was no strength generated within the Iranian economy by 
stirring up the local currency. 

Mr. Harpy. Basically, the wealth was the sugar, was it not? 

Mr. Grecory. The sugar was the wealth that was brought in and 
that was the str engthening of the Iranian economy. 

Mr. Harpy. The sugar was the wealth that was brought in—the 
sugar was paid for with United States tax dollars; is that correct? 

Mr. Grecory. Exactly right; exactly right. 

Mr. Harpy. Then every ‘dollar that went into this joint fund had 
its origin in the United States economy ? 

Mr. Gregory. We never put any dollars into the joint fund. 

Mr. Harpy. Every rial had its origin in the United States economic 
system—every rial that went into the fund 2 

Mr. Grecory. I beg to differ with you, Mr. Chairman. I do realize 
your point, but I must stand upon the situation —— 

Mr. Harpy. And upon a technicality. And you can stand on it. 

Mr. Gregory. Can I go into the purposes of this matter somewhat? 

The Iranian economy was stagnant 

Mr. Harpy. I understand that. You don’t have to explain that. 
That is not necessary at all. I am trying to develop the actual facts 
in connection with this one particular situation. 

Now you have come in here and told us that you issued a ruling 
based on a technical control of these funds by the Iranian Govern- 
ment, because it was a joint fund. You made a determination with 
respect to the use of a trucking concern to haul material that had 
been bought with funds from this joint fund, when you knew that 
that concern could not comply with the United States requirements 
insofar as United States Government materials were concerned. 

Mr. Gregory. I did not know it. 

Mr. Harpy. If you didn’t know, then you didn’t do a very good job 
of what you were called in for. 

Mr. Mountain. There are just one or two points of nomenclature 
here that could be cleared up, I think, a little bit. 

There has been a reference made to a joint fund. I do not think 
it is clear on the record as to whether this was a subordinate fund of 
the master joint fund or a separate entity altogether. 

Could you clear that for us, Mr. Gregory 

Mr. Grecory. At this particular time the master joint fund had not 
been set up. This was a joint fund that was financed entirely out of 
counterpart funds for the sole purpose of carrying out an impact pro- 
gram to provide employment to Iranians that were then very seriously 
unemployed. 

Mr. Mountain. Could you clear up this other point for us? Did 
the discussion as to whether it was an Iranian Government agency 
and its funds were those of the Iranian Government apply only to the 
contract for transporting this cement by the Levant Transportation 
Co. ? 

Mr. Grecory. I would say that this is the only case to which any 
reference has been made. This was a long time ago. I feel I should 
place upon the record the fact that the instructions to the Kmbassy 
were not displayed tome. It was my understanding that the Levant 
Co. in Iran was not involved in this matter, but one of the partners, 
who had a proprietary interest, that lived in Beirut was then suspect. 
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It was not my information that this particular company that was 
operating within Iran was suspect. 

If I had that information, regardless of the legal position involved, 
I would have recommended against it, gentlemen; regardless of any 
legal question. ’ 

Mr. Mountarn. Would that also be your position regardless of 
whose funds were involved ? 

Mr. Gregory. Regardless of whose funds were involved. 

Mr. Harpy. But would it still be your position that legally you could 
not do anything about it ? 

Mr. Grecory. No, sir. I would have recommended over and beyond 
any question of legality in it, that we not—I repeat not—enter into a 
contract of this kind with any organization which in and of itself that 
T had information on, was suspect. 

This is my memory of the facts that came to my attention at that 
time, Mr. Chairman. 

Mr. Mountarn. Mr. Gregory, do you recall why you were asked for 
an opinion in this particular case ? 

Mr. Grecory. To be perfectly honest, gentlemen, I do not remember 
being asked for such an opinion at that time. 

Mr. Dickins just stated to me that we had a conference, we sat 
around the table, and that he had discussed the matter there. He says 
that I wasthere. Gentleman, I have no memory of being there. 

I do remember that there was some conversation, either by the Con- 
troller or by someone else, on the basis that this particular company, 
organized and operating within Iran, was suspect because of someone 
who had a proprietary interest of the magnitude of which I forget, 
and I was asked as to whether the Iranian Government could do busi- 
ness with such an organization. 

And my reply would be in the affirmative, but I did not know, and I 
still do not know, gentlemen, and I still doubt that this particular com- 
pany that was operating within Iran was suspect. 

Mr. Harpy. Just one thing I would like to ask you about that. 

I understand, Mr. Gregory, that you do not recall having made any 
finding on this point at all? 

Mr. Grecory. Not in the way in which Mr. Dickins has described it. 

Mr. Harpy. Do you recall having expressed any legal position about 
the employment of a concern to transport this cement ? 

Mr. Greoory. As I recall, the Controller, who had something to clo 
with this contract, came in and discussed with me the problem of a 
company organized and doing business with Iran and carrying out 
work for the Iranian Government when some portion of it that lived in 
some other place was suspect. And I held that legally the Iranian 
Government could enter into such a contract, using the funds which 
had been set up in this particular purpose. 

Mr. Harpy. I thought that your testimony a while ago was directed 
to this specific situation. You are testifying now that it was not. 

Mr. Grecory. About which part of the testimony ? 

Mr. Harpy. A while ago when you were talking about considera- 
tions that were involved from a legal standpoint, as I understood it, 
when you passed down a legal opinion about the use of this concern. 

Mr. Grecory. I would like to be referred to my specific testimony, 
Mr. Chairman. I discoursed upon the flow of funds that was in 
response to a statement by you, that United States dollars had been 
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involved here. I will be glad to review any portions of my testimony 
and clarify it in any way that I can. 

I want to be sure that I know the basis of your question. 

Mr. Harpy. The only thing I am trying to point out is that earlier 
you testified that you did not render any opinion on this particular 
subject. Mr. Dickins said you did. I thought subsequently that you 
agreed that you did. And you undertook to discuss the basis for it. 
Isn’t that right ? 

And then in this most recent comment, I understood you to say again 
that you have no recollection of a session with Mr. Dickins. 

Mr. Grecory. I can assure you that I did not render any formal 
legal opinion. 

Mr. Harpy. I am not trying to get you confused. I am really try- 
ing to understand what did happen, that is all. 

Mr. Grecory. Sir, I still have no direct memory of the facts stated 
by Mr. Dickins. I do have faintly, back within the archives of my 
memory, a feeling, vague though it may be, that at one time the Con- 
troller, not Mr. Dickins, but the Controller, discussed with me the rules 
and how we should proceed, having to do with an organization within 
Iran of which one of the proprietary owners that lived in Beirut, the 
propriety of the Iranian Government entering into a contract with that 
company, and I believe that we would have no right to interpose our- 
self with the Iranian Government on that sort of a basis if the Iranian 
Government desired that these funds that came out of counterpart 
were to be used for a very urgent matter of getting cement in there. 

I remember that cement was extremely urgent: that we would have 
no right to interpose the rather scanty information that we had, in 
order to restrict the Iranian Government in its activities. 

Mr. Harpy. Just one other question in connection with this: 

The negotiations were handled by United States personnel for the 
movement of this cement ? 

Mr. Grecory. I believe that they were. However, the extent, I can- 
not say. The agreement with the plan organization provided that the 
organization would provide materials, facilities, and personnel. And 
the Office of Emergency Aid Projects was just then being developed. 

I think that Mr. Byrne, who is here, who was in charge of that office 
at that time, can give more information upon that matter. I do know 
that after the contract was signed, Mr. Dickins came in and told me 
he had signed the contract for the movement of cement. That I do 
know. 

Mr. Harpy. So, Mr. Dickins, a United States employee, assigned to 
work with USOM, negotiated the contract and signed it on behalf of 
whom, the Iranian Government ? 

Mr. Gregory. Just a moment. 

Mr. Dicxtns. If I may, sir, I did not sign the contract. 

Mr. Harpy. Who did ? 

Mr. Dicxtns. I drew up the conditions which should be included in 
such a contract and turned that over to Mr. Byrne; then brought the 
Levant Express officials to Mr. Byrne’s office, they completed the nego- 
tiations after my departure from Mr. Byrne’s office. 

Mr. Harpy. Who signed the contract ? 

Mr. Dicxr1ns. It was not signed by myself. 
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Mr. Harpy. Do you know who signed the contract? Do you know 
who signed the contract, Mr. Dickins ? F 

Mr. Gregory. No, sir. I do not know who signed the contract. 
Pardon me. 

Mr. Dicxrns. I don’t know who signed the contract. I never even 
saw a copy of it. 

Mr. Harpy. On whose behalf was the contract signed, by whoever 
signed it ? : ss 

Mr. Dicxtns. The contract was signed on behalf of the Office of 
Emergency Aid Projects, as I remember it. 

Mr. Harpy. Is that the Iranian Government ? 

Mr. Dicxrns. As I understand it, that office was considered an 
agency of the Iranian Government. 

Mr. Harpy. We have the situation here of United States personnel 
negotiating and executing a contract on behalf of the Iranian Govern 
ment. 

Mr. Dicxrys. I think Mr. Byrne can answer that question. 

Mr. Harpy. I would have asked him except he has not been sworn. 

Mr. Reece. As I interpreted Mr. Dickins’ statement, he drew up 
the conditions that should be embodied in the contract, but did not 
execute it. 

Mr. Dicxrns. That is correct. I drew up the conditions. 

Mr. Reece. In view of the relationships that existed, would there 
have been anything improper even though it is an Iranian Government 
organization of the agency of the United States Government drawing 
up the provisions which it thought should be embodied in the contract ’ 

Mr. Harpy. I do not think necessarily there would be anything 
improper in that. I do not think necessarily there would be anything 
improper in the United States employee signing such a document on 
behalf of this type of an agency. 

The only question that is involved, to my way of thinking, is that 
here are personnel of the United States doing business on behalf of an 
Iranian Government agency with a company that they could not do 
business with if they had been representing the United States Govern- 
ment. 

Mr. Reece. Was this contract simply for the moving of this quan- 
tity of cement? 

Mr. Dicxtns. Yes, sir. It was a contract to deliver the cement to, 
I believe, 23 locations throughout Iran, in various quantities. And 
we were having a flood situation at that time, and the companies [ pre- 
viously negotiated with refused to handle it. It was at that time 
Levant Express was suggested to us, at which time I made known that 
the Embassy could not execute that type of contract. 

Mr. Reece. Was this known as a critical or as a sensitive project? 
That is, was any information by the truckers that could have been 
used to the disadvantage of the Government that might not have been 
otherwise available? 

Mr. Dicxrns. In my opinion, no, sir. But I have no knowledge o! 
the security problems involved. 

Mr. Reece. What I am getting at is this. In view of the fact that 
this contract was for transporting, whatever it was—it was not a tre- 
mendous quantity of cement, which would appear to be delivered in 
such a way that it would be observed, or at least I assume that is the 
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case, I do not see why there would have been such close scrutiny of the 
security phases of the contract, but there may be some angle to this 
that I do not know. 

Mr. Dicxtns. The fact, sir, is this—— 

Mr. Reece. It would seem that you overemphasized it. 

Mr. Dicxrns. The Embassy had been told by the Department of 
State that we were not to have anything to do with this company, 
the reason behind that—I have no certain knowledge of the reasons 
behind this, but that was the case. 

Mr. Harpy. Is there anything further on that, Mr. Reece? 

Mr. Reece. No. 

Mr. Harpy. Just one further question in connection with this. 

Did you have any trouble delivering any quantities of the cement ? 

Mr. Dicxtns. Yes, sir. I was told by somebody in the Office of 
Emergency Aid Projects, that upon arrival in Khorramshahr, many 
of the bags of cement had burst open and there was only a 3 percent 
excess of empty bags to sack the cement in the event this happened. 
There was no overhead protection at the port for the cement and there 
was a danger of the cement getting wet. 

The roads were bogged down and there were a number of other prob- 
lems of that nature which were involved in the delivery. 

Mr. Harpy. Did you have any information as to the amount that 
disappeared in transit ? 

Mr. Dicktys. No, sir, because it was not the responsibility of my 
office to follow this up in any way. I had no copy of the contract 
and it was strictly a problem between the carrier and the Office of 
Kmergency Aid Projects. 

Mr. Harpy. Did anybody ever suggest to you that you could avoid 
accountability for United States equipment by transferring it to the 
joint fund? 

Mr. DicxtNs. No,sir. I expressed that myself. 

Mr. Harpy. I understood that you did, but I am inquiring as to 
whether that was strictly your own determination or whether some- 
body else suggested to you that you could avoid accountability by 
mé king transfer to the joint fund? 

Mr. Dickrns. The burdens of maintaining accountability of the 
property that was on our inventory records were in excess of the 

capacity of my staff, particularly, after the program grew in size. 

Mr. Harpy. I fully appreciate that. 

Mr. Dicxins. And I expressed to all who were willing to listen how 
grateful I would be when the master joint fund was established and 
I could divest myself of this responsibility, which I did not feel I 
could continue to carry. 

I expressed it to Mr. Gregory, as I recall it, on one occasion and to 
Mr. Warne on at least one occasion and I believe that I received a 
sympathetic ear in that respect, since they did understand my problem. 

Mr. Harpy. Did anyone ever discuss with you the legality of that 
as a device for avoiding accountability ? 

Did you ever discuss it with Mr. Byrne? 

Mr. Dickrys. No, sir; I did not discuss it with Mr. Byrne. I have 
been trying to answer your basic question— 

Mr. Harpy. I am talking about the legality, and you have said that 
vou mentioned it to Mr. Gregory. You did not indicate whether he 
passed on the legality of it. 
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Mr. Dicxins. I had expressed to Mr. Gregory that the account- 
ability would pass from the United States, at least from the office of 
the joint administrative services, and, therefore, that I would be di- 
vested of that responsibility. 

Mr. Harpy. You just said that you discussed this problem of how 
glad you would be to be able to turn this material over to the joint 
fund because of the problem of accountability; I believe you just said 
that you discussed that with Mr. Warne and with Mr. Gregory? 

Mr. Dicxrns. Yes, sir. 

Mr. Harpy. You say Mr. Gregory did not render any legal opinion 
about whether or not you could avoid accountability in that? 

Mr. Dicxrs. I did not ask Mr. Gregory for a Rad opinion, but 
he agreed with me to the extent that I was divesting my office, the 
<“mbassy, of the responsibility for accountability of this equipment 
and was sympathetic to the problem which I had been facing in that 
respect. 

Mr. Harpy. Did you also talk with Mr. Warne about it? 

Mr. Dicxins. Yes, sir. I do remember on one occasion I mentioned 
to Mr. Warne how delighted I would be to get rid of this responsibility. 

Mr. Harpy. Well, whose responsibility did it become ? 

Mr. Dickins. Until yesterday, I was under the impression that this 
property became the property of an agency of the Iranian Govern- 
ment and had so interpreted the agreement that was signed on July 1. 

Mr. Harpy. All right. I think that is enough of that. Go ahead 
on something else. 

Mr. Mountain. I think, Mr. Chairman, we ought to clear up just 
a couple of points left by Mr. Merrill this morning. 

Mr. Merrill, you read into the record 2 or 3 pieces of correspondence 
that had relation to the special handling that was to be given material 
for the Karadj Dam. I believe one of the things you read in was an 
exchange of notes between Mr. Warne and Mr. Taleahionss dated June 
14 and 17, 1954. 

You also read into the record some information, I believe, which 
was received by you from the Morrison-Knudsen Co. on the dates of 
December 5, 1954, and January 12, 1955. Is that correct ? 

Mr. Merritt. You have the documents there. 

(The documents referred to will be found on p. 382.) 

Mr. Mountain. Yes. I merely wanted to ask this question. 

The first of these two documents that I have referred to was an 
arrangement whereby the need for having Morrison-Knudsen pick up 
this equipment separately was established as between the Iranian 
Government and the United States operations mission. 

Mr. Merri.u. Yes. 

Mr. Mountarn. The substance of the other two letters was state- 
ments to you, as the assistant administrative officer, by the Morrison- 
Knudsen Co. that they wished to pick stuff up on this arrangement. 

The question we wanted to ask is what instructions you had received 
from your superiors about this. The documents which you have here 
are not instructions to you, they are information to you from the 
Morrison-Knudsen Co, 

Mr. Merrit. I ascertained, by verbal telephone calls, and by check- 
ing with officials—exactly who, I am not sure, though—in USOM, that 
it was in order that Morrison-Knudsen, as agents for the Karadj Dam 
Authority, could receive this goods at Khorramshahr. 
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Mr. Mountain. This was verbal information passed on to you by 
some appropriate person ; you do not know who it was? 

Mr. Merri. That is right, sir. 

Mr. Mountain. Prior to that you had not delivered any material 
to them ? 

Mr. Merri. We had transported material from the port at 
Khorramshahr to Teheran and I understand it was turned over to 
them afterward. 

Mr. Mountain. Yes. 

Mr. Merritt. But I mean we delivered it to the master joint fund 
compound. 

Mr. Mountain. Yes. That was your normal situation 

Mr. Merrityi. That is right. 

Mr. Mountain. That your correspondence was altering. 

Mr. Merrity. That is right. 

Mr. Mountarn. Prior to the receipt of any of these letters, had you 
turned over to Morrison-Knudsen & Co. any material under this new 
arrangement ¢ 

Mr. Merritt. Not prior to the receipt of the letters of December 5 
and 10, I believe—— 

Mr. Mountain. January 12. 

Mr. Merriti. We did turn some over, I believe, after the December 
5 letter. 

There was a mixup at the port, and my representative there failed 
to understand the instructions and failed to turn it over to the Morri- 
son-Knudsen people who were at the port and who were authorized to 
receive it, but he went ahead and sent it up through our normal chan- 
nels to Teheran and I think Morrison-Knudsen then took delivery of it 
from the master fund joint compound. 

He was getting that situation straightened out, which is the purpose 
of that last letter from Morrison-Knudsen, 

Mr. Mountat1n. I see. In other words, their second letter was just 
a reminder to you that they had this arrangement and that there had 
been a slight confusion on at least one instance ? 

Mr. Merrity. That is right. 

Mr. Mounrarn. And they hoped you would get it straightened out 
for the future, is that the point of this? 

Mr. Merriwu. That is right, sir. 

Mr. Mountarn. But there were no problems in connection with this 
thing, other than this one instance ? 

Mr. Merrizz. That is right, sir. 

Mr. Mounrtarn. I presume that trucks and other vehicles were part 
of the cargo that was received through your office ? 

Mr. Merritut. Yes, sir, and the trucks we would fill with gasoline 
and sometimes they were crated and we had to get them assembled 
and put gasoline in them and we would put a pay load on them and 
have them driven up to Teheran. We would ship drivers down and 
they would drive those trucks back to Teheran. 

Mr. Mountain. Were you familiar with the receipt at the port of 
a Chrysler New Yorker which was purchased for the mission ? 

Mr. Merritn. Yes, sir, I am not sure that it was a New Yorker. I 
am not sure. It was a Chrysler. [Laughter. |] 

But IT don’t know whether it was a New Yorker or another model. 
It was a Chrysler. 
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Mr. Mountarn. Oh, you are sure it was a Chrysler? 

Mr. Merrity. It was a Chrysler. 

Mr. Mountain. I was wondering if, on the basis of your familiar- 
ity, you could state that it was a Chrysler New Yorker. 

Mr. Merritt. No. It was a Chrysler, but I don’t remember the 
type of Chrysler it was. 

Mr. Mountain. Do you recall for whom this was purchased ? 

Mr. Merri. I understand it was for the Director of USOM of 
Tehran, or of Iran. It was the point 4 Mission Director’s car. 

Mr. Mountarn. You do not recall what year it was? Or what 
model ? 

Mr. Merriwy. It came in shortly after Mr. Gregory arrived which 
I think was in the spring of 1955, and I assume it was a 1955 model. 

Mr. Mountarn. Do you recall what equipment was on it ? 

Mr. Merrity. No, sir. To my knowledge, I have never been inside 
that car. 

Mr. Mountain. Who drove it from the port up to Teheran ? 

Mr. Merritt. An American who was going down to see about his 
lift van, and I asked him if he would drive that car back, and I believe 
he drove the car back to Teheran for us. 

Mr. Mountatrn. I see. Did he get it to Teheran safely ? 

Mr. Merriiu. There was a slight accident. The road was pretty 
bad and going through one of the ruts, I think he banged up one of 
the fenders. 

Mr. Mountarn. You do not know whether this car was purchased 
by the master joint fund or 

Mr. Merritz. I have no knowledge of the procurement papers. 

Mr. Mounrarn. You had no responsibility for Embassy vehicles, 
for example? 

Mr. Merri. Yes, sir, for Embassy vehicles; yes, sir. We requisi- 
tioned and ordered Embassy vehicles but I did not order this Chrysler. 

Mr. Harpy. Did you order mission vehicles, too? 

_Mr. Merri. No, sir, that was part of the master joint fund func- 
tion. 

Mr. Harpy. Who would have had the responsibility for that ? 

Mr. Merreiin. I think Mr. Ashcanase. 

Mr. Harpy. Mr. Ashcanase ? 

Mr. Mountain. Mr. Chairman, I would like to straighten out one 
point here. 

You said this was the responsibility of the master joint fund. I 
think we have had testimony earlier that the responsibilities of the 
master joint fund extended only to the equipment. 

Mr. Merri. On the headquarters’ automobiles, whose decision it 
was, I don’t know, but when I arrived in Teheran, they were being 
cared for by the master joint fund and during the time I was in 
Teheran, they came under master joint fund responsibility for opera- 
tion and maintenance. 

Mr. Mountarn. On the other types of support activities which were 
furnished, other than program support, were they also master joint 
fund activities ? 

Mr. Merrit. No, sir. 

Mr. MountaIn. Only vehicles? 

Mr. Merritt. Vehicles, I believe, was the only exception. 
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Mr. Mountain. So that as we understand it now, the Embassy 
vehicles were a responsibility of yours? 

Mr. Merrit. Yes, sir. 

Mr. Mounrarn. But mission vehicles, although not used or not in- 
tended as program vehicles, were the responsibility of the master 
joint fund ¢ 

Mr. Merry. Yes, sir. 

Mr. Mountarn. And the Embassy had support operations for all 
other administrative activities of the mission ? 

Mr. Merrit. Of the mission headquarters, yes, sir. 

Mr. Mountain. Would you presume that a Chrysler for the Mis- 


‘sion Director’s use would be a mission headquarters’ vehicle? 


Mr. Merri. Yes, sir. 

Mr. Mountain. I do not think I have any further questions, Mr. 
Chairman. 

Mr. Harpy. Do you have any questions, Mr. Reece? 

Mr. Reece. No questions. 

Mr. Harpy. Thank you, Mr. Merrill, thank you very much. 

Mr. Merritt. Thank you. 

Mr. Harpy. Let us take somebody we can dispose of in 35 minutes. 

Is that all right with you, Mr. Reece? 

Mr. Reece. Yes, I would like to get out by 4, if I can. 

Mr. Harpy. Mr. Byrne, I believe we ought to have you clear up a 
question or two, in view of the fact that on this Levant Express thing, 
there was apparently some responsibility resting with you. I do not 
think it will take but a minute. 

Mr. Byrne. Yes, sir. 

Mr. Harpy. I do not think it will take but a minute, but let us 
swear you. 

Do you solemnly swear the testimony you give in the matter before 
the subcommittee will be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. Byrne. I so swear. 

Mr. Harpy. Proceed, Mr. Byrne. 


TESTIMONY OF HORACE F. BYRNE, IRAN DESK OFFICER, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Mountain. Mr. Byrne, can you give us a very brief biographi- 
cal statement for the record, please ? 

Mr. Byrne. Yes. At the present time, I am the Iran desk officer 

with the International Cooperation Administration. I have held this 
position since June 7, 1955. 
_ Prior to that time, I was with the Operations Mission of this agency 
in Iran for something less than 4 years, a few months less than 4 years. 
I was recruited by the Technical Cooperation Administration as a 
so-called regional director to be in charge of the administration of 
one of the provincial offices in Iran, and I arrived in Iran on the 15th 
day of October 1951. 

I remained at Tabriz in northwestern Iran for 2 years and 3 montlis 
and then about the first week of January 1954, at the request of the 
USOM Director, Mr. Warne, I came to Teheran to take over the Of- 
fice of Emergency Aid Projects, which, in effect, was the secretariat 
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responsible for implementing the impact program on behalf of the 
joint fund for special and emergency assistance. 

This position I held as Chief of the so-called OEAP until the 2d 
day of May 1954, at which time I departed Iran on home leave. 

I returned to Iran toward the end of August 1954 and came back to 
the position of provincial coordinator, and I remained in that position 
until my departure from Iran on May 7, 1955, although I was Acting 
Assistant Director of Operations for the last 4 months of that time. 

Before joining the Technical Cooperation Administration, I was in 
the public relations business for about a year and a half in New York 
and Boston. Before that, I was with the United Nations Secretariat 


in a special program called the United Nations Appeal for Children, 


a program designed to generate assistance funds for the United Na- 
tions International Children’s Emergency Fund. 

I was Special Assistant to the Director of that program. 

From October, I think it was, 1945, until I joined the United Nations 
Secretariat staff, in April of 1947, I was with the United Nations 
Relief and Rehabilitation Administration as a regional director in the 
China program. 

Would you care to have me go any further back than that? I have 
had previous Federal service during the war. 

Mr. Harpy. That will be enough of your background, Mr. Byrne, 
thank you. 

Mr. Byrne. Thank you. 

Mr. Mounrarn. Mr. Byrne, can you tell us the part that you played 
in this transaction we have been discussing relevant to the Levant 
Express Co. ? 

Mr. Byrne. Well, sir, I was the Chief of the Office of Emergency 
Aid Projects. As Chief, it was my responsibility to assist in negotiat- 
ing project agreements with the various ministries involved in order 
to budget the funds available to us for this special program. 

I was also responsible for gathering together a small staff witli 
which to administer the program; also, to acquire the facilities and 
equipment that would be necessary to the proper functioning of such: 
a staff, and, finally, I was responsible for making reports from time 
to time on the operations. My reports were submitted to the codirec- 
tors of this joint fund for special and emergency assistance. 

In answer to your question directly, I would like to say that I am 
really unprepared to give a point-by-point explanation today. How- 
ever, if you would like me to draw on my memory as best I can, | 
would like to do that, sir. 

Mr. Mountatn. I think there are only one or two points. 

Mr. Harpy. One thing I would like to know is, did you sign that 
contract ? 

Mr. Byrne. No, sir. As far as I can recall, I did not sign that 
contract. I believe the contract was signed by the codirectors of this 
joint fund which I have mentioned, sir. , 

Mr. Harpy. Who would that have been ? 

Mr. Byrne. Well, the codirectors of that joint fund, it seems to me, 
were the managing director of the plan organization of the Govern- 
ment of Iran and the director of the United States Government opera- 
tions mission to Iran. 

Mr. Harpy. So you think Mr. Warne would have been a consigner 
on that document? 
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Mr. Byrne. That is my recollection, sir. However, as I say, I 
could refresh my memory easily if you would care to have me take 
the time to do so. ‘ 

Mr. Harpy. Did you participate in the discussion as to the pro- 
priety of making that contract ? 

Mr. Byrne. I cannot remember any discussion of that kind, sir, 
at the time of the negotiation of the contract. 

Mr. Harpy. Do you recall that there was any question raised about 
the awarding of the contract 

Mr. Byrne. About the what? 

Mr. Harpy. Any question raised about the ability to find a con- 
tractor to haul that cement and a problem that was confronting Mr. 
Dickins in finding a carrier? 

Mr. Byrne. I remember, sir, that there was a great problem involved 
in finding a contractor who could be expected reliably to deliver the 
goods, especially at that time of the year, and especially owing to the 
nature of the kind of delivery that we required. 

Mr. Dickins has already testified and I think his figure is correct, 
that we had designated 23 different points of delivery within the 
entire country of Iran. I draw to your attention, furthermore, sir, 
that there was a second flood in the port area at the time that this 
cement was brought into the port of Khorramshahr—lI am not sure it 
was Khorramshahr, but to the Persian Gulf port where it was 
brought—and this flood disrupted the only means of access to the 
port area in such a way that the truckers simply would refuse to go 
down there if they could possibly avoid it. 

Therefore, it was very difficult to find anyone who would bid at 
all on this contract. 

Mr. Harpy. I can understand that, but I am just thinking now, 
specifically, about the procedure that was worked out, and it is your 
testimony that you do not recall any discussion of the use of the 
Levant Co. ? 

Mr. Byrne. I remember some time there was some discussion on it, 
mh but I was not an active participant in any special meeting on that 
subject. 

Mr. Harpy. You have heard Mr. Dickins’ testimony to the effect 
that he drew up the contract and submitted it to you. 

Mr. Byrne. Yes, sir, I recall that. But I don’t believe that we had 
any specific discussion of this point. 

Mr. Harpy. Then it would be your testimony that to the best of your 
recollection, you did not suggest to Mr. Dickins that he use this proce- 
dure in order to be able to legally bring into the picture a trucking con- 
cern that was taboo insofar as the Embassy was concerned ? 

Mr. Byrne. Absolutely not, sir. 

Mr. Harpy. Mr. Reece, do you have a question? 

Mr. Reece. No. 

Mr. Mounratn. That clears up everything. 

Mr. Harpy. Thank you, Mr. Byrne. Thank you very much. 

Mr. Mounrarn. Mr. Chairman, I would like to call Mr. Gregory. 

Mr. Harpy. You have just a few items you are going to try to finish 
up here and dispose of so that we can adjourn for the day, I take it? 

Mr. Mountain. Yes, sir. I hope that we will be able to get the 
broad outlines of this subject set forth, although we may have to ask 
further details about it subsequently. 
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FURTHER TESTIMONY OF CLARK S. GREGORY, DIRECTOR, UNITED 
STATES OPERATIONS MISSION, TEHERAN, IRAN 


Mr. Mountain. Mr. Gregory, I believe in your role as legal adviser 
to the United States Operations Mission, it was your function to draft 
basi agreements and other legal documents? 

Mr. Greeory. It was my primary duty to draft the bilateral agree- 
ments with the Iranian Government. 

Mr. Mountain. You were familiar, I take it, with the Technical Co- 
operation Agreement for Rural Improvement which had been exe- 
cuted on October 19, 1950? 

_ Mr. Grecory. I became acquainted with it after I reached the mis- 
sion. 

Mr. Mounratn. Was this the first technical cooperation agree- 
ment with Iran? 

Mr. Grecory. Yes. 

Mr. Mountain. And this was executed before there was a mission 


there, I take it? 

Mr. Grecory. There had been some technicians out there prior to 
the time that this was signed in agriculture, health, and education, 
under the leadership of Dr. Harris. 

Mr. Mountarn. I believe, Mr. Chairman, that this document has 
been issued by the Department of State under their treaties and other 
international acts series and is numbered 2139. 

(The document referred to follows:) 


MEMORANDUM OF UNDERSTANDING FOR TECHNICAL COOPERATION ON RURAL 
IMPROVEMENT BETWEEN THE UNITED STATES OF AMERICA AND IRAN 


The Government of Iran having requested the cooperation of the Government 
of the United States in a program for the exchange of technical knowledge and 
skills designed to promote the economic development of Iran, and the Govern- 
ment of the United States having indicated that it is prepared to cooperate in 
accordance with the provisions of Public Law 535, 81st Congress, the following 
understanding has been reached regarding the principles and procedures for 
governing such a program: 

1. The primary objective of the cooperative program shall be an improvement 
in the living conditions and productivity of the residents of the rural areas. In 
achieving this objective, special attention shall be given to a coordinated ap- 
proach, at the village level, to problems of education, sanitation, and agricultural 
practices. 

2. The program for rural improvement shall be based on a series of demonstra- 
tion and training centers to be established gradually throughout the country at 
points near the principal centers of population. Effort should be made to extend, 
as rapidly as competent Iranians are available, the approved practices and proce- 
dures developed at the demonstration centers to those public and private land- 
holdings where the necessary facilities are made available. 

3. The Government of Iran shall provide such Iranian personnel, including 
rural schoolteachers, agricultural experts, and health and sanitation experts, and 
such land, buildings, and equipment from local sources as may be required by 
the demonstration and training centers, and it shall provide the Commission 
established under Paragraph 5 below adequate cash funds amounting per annul 
to not less than 3,200,000 rials for meeting operating expenses, 

4. The Government of the United States shall provide (a) the services of tech- 
nicians in the fields of education, agriculture, and health to supply technical 
and administrative direction of the work of the individual demonstration centers, 
and (b) equipment and apparatus not produced or manufactured in Iran. 

5. In order to provide joint supervision over the cooperative aspects of the 
program for rural improvement and in order to furnish a ready means for c0D- 
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sultation between the two Governments in regard thereto, there shall be estab- 
lished an Iranian-United States Joint Commission for Rural Improvement 
composed of four representatives of the Government of Iran and three representa- 
tives of the Government of the United States. One of the representatives of 
Iran shall be elected Chairman of the Commission. The Commission shall select 
a technical director to carry out its policies. 

6. The duties of the Commission shall be: (a) to establish policies and pro- 
cedures for the operation of demonstration and training centers, (b) to approve 
the places at which demonstration and training centers shall be established, (c) 
to submit for the approval of the Governments of Iran and the United States 
recommendations in respect of land, buildings, equipment, and personnel re- 
quired, and (d) to harmonize the operations of this Commission with the work 
that is being carried out by the other Government and private agencies in each 
area. 

7. The Commission shall publish periodic reports on the progress of its work 
and both Governments will give the Commission’s work full publicity. 

8. In any case in which equipment and apparatus provided by the Government 
of the United States under the terms of this Memorandum of Understanding 
are not exempt from customs duties or other Iranian taxes, such duties or taxes 
from which exemption is not granted shall be paid by the Plan Organization of 
the Government of Iran from its own funds. 

9. In any case in which personal property imported into Iran for personal use 
by employees of the United States Government, other than Iranian nationals, 
assigned to duties in Iran under the terms of this Memorandum of Understand- 
ing or by accompanying members of their families is not exempt from customs, 
duties, or other Iranian taxes or in which such employees or such members of 
their families are not exempt from income taxes or social-security taxes, such 
duties, or taxes from which exemption is not granted shall be paid by the Plan 
Organization of the Iranian Government from its own funds. 

10. This Memorandum of Understanding shall remain in effect until termi- 
nated by either Government upon ninety days’ written notice. 

Teheran, Abyaz Palace, October 19, 1950. 

Att RazMaRA, Prime Minister. 
Henry F. GRapy, 
Ambassador Extraordinary and Plenipotentiary United States of America. 


t * * « ~ * * 
Proces—Verbal 


THE SIGNING OF A MEMORANDUM OF UNDERSTANDING FOR THE EXCHANGE OF TECH- 
NICAL KNOWLEDGE AND SKILL REGARDING RURAL IMPROVEMENT IN IRAN 


A9a.m. Thursday, October 19, 1950 (Mehr 27, 1329) a meeting was held at 
the White Palace between the Imperial Government of Iran and the Government 
of the United States of America for the signing of the Memorandum of Under- 
standing for the exchange of technical knowledge and skills regarding rural 
improvement. 

His Excellency Ali Razmara, the Prime Minister, on behalf of the Iranian Gov- 
ernment and His Excellency Henry F. Grady, Ambassador Extraordinary and 
Plenipotentiary, on behalf of the United States Government, who were assigned 
for this purpose, attended the meeting. After checking and comparing the four 
copies of the Memorandum of Understanding, two of which were drawn up in 
English and two in Persian, and after certifying their conformity, they signed 
and exchanged the Memorandum of Understanding. 

Att RazMARA, Prime Minister. 
Henry F. Grapy, 
Ambassador Eaetraordinary and Plenipotentiary, United States of America. 


s a” * * ” * % 


Mr. Gregory, I refer you to numbered paragraph 8 of that agree- 
ment and ask whether a cash contribution by the Iranian Government 
was te to under the terms of that first agreement. 

Mr. Grecory. It states in paragraph 3, in the last part of the sen- 
ence— 


and it shall provide the Commission established under paragraph 5 below ade- 
quate cash funds amounting per annum to not less than 3,200,000 rials for meeting 
operating expenses. 
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“Tt” refers to the Government of Iran. 

Mr. Mountarn. Is there anything in that agreement which commits 
the United States to a specific contribution in cash or to a contribution 
which is listed in monetary terins? 

Mr. Grecory. The obligations are not stated in monetary terms. 

Four provides that: 

The Government of the United States shall provide (a) the services of tech- 
nicians in the fields of education, agriculture, and health, to supply technical 
and administrative direction of the work of the individual demonstration centers, 
and (b) equipment and apparatus not produced or manufactured in Iran. 

Mr. Mowunrarn. I believe, incidentally, that this program was 
limited to a field called rural improvement; is that correct 

Mr. Greeory. That is correct. 

Mr. Mountarn. And that prior to the formation of a mission under 
a country director, some projects had been carried out by technicians 
in the field under this agreement ? 

Mr. Greoory. I would not say that projects had been carried out. 
I would say that operations had been carried out. There were no proj- 
ects in the sense that we referred to project agreements, at least, with 
which I am acquainted. 

Mr. Mounrarn. On or about January 19, 1952, I believe there was 
an exchange of notes between Mr. Warne and the Prime Minister of 
Tran. 

Mr. Gregory. Thatistrue. This exchange of notes occurred before 
I joined the agency. However, in my briefing in Washington that 
occurred in the first 10 days in which I was employed by the agency, 
I received a briefing on the character and intent of this country agree- 
ment. 

Mr. Mountain. This country agreement was what we have since 
come to know as an umbrella-type agreement, was it not, Mr. Gregory! 

Mr. Grecory. This is the agreement under which our subsequent 
program and project agreements were executed. We did not, in the 
subsequent documents, refer to the memorandum of understanding 
dated October 19, 1950, but we referred to the exchange of notes of 
January 19-20, 1952. 

Mr. Mounvarn. So that this exchange of notes was the controlling 
document for subsequent actions ? 

Mr. Greeory. That is correct. 

(The documents referred to follow :) 

No. 27170 
OFFICE OF THE PRIME MINISTER, 
January 4, 1952. 
His Excellency, Mr. Loy HENDERSON, 
Ambassador of the United States of America, Tehran. 


My Dear AMBASSADOR: In pursuance of our discussions concerning the eco- 
nomic situation in Iran and of the fact that the Government of the United States 
is willing to assist Iran in its various development programs, particularly in 
the fields of health, agriculture, and education, I beg to inform you that my 
Jovernment most gratefully accepts any kind of assistance, cash and kind, which 
you may consider as suitable and will endeavor to insure effective utilization of 
such assistance. 

Furthermore, with reference to the same discussions, I desire to point out, 
without assuming any new obligation, that the Government of Iran as a signa- 
tory of the Charter of the United Nations gives its allegiance to the principles 
contained in that Charter. 
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I avail myself of the opportunity to express the assurances of my highest 
consideration. 
Dr. MOHAMMAD MosapkEQ, Prime Minister. 


AMERICAN EmBassy, TEHRAN, 
January 5, 1952. 
His Excellency, MOHAMMAD MOSADEQ, 
Prime Minister of Iran, Tehran. 


EXCELLENCY : I have the honor to acknowledge the receipt of Your Excellency’s 
letter of January 4, 1952. 

It is my sincere hope that the assistance extended by the Government of the 
United States to Iran will prove to be of the maximum benefit to the people 
of Iran. 

Please accept, Excellency, the assurances of my highest consideration. 


Loy W. HENDERSON. 


CouNTRY PROGRAM AGREEMENT BETWEEN THE UNITED STATES AND THE 
GOVERNMENT OF IRAN 


AMERICAN EMBASSY, 
Tehran, Iran, January 19, 1952. 
His Excellency, Dr. MoHAMMED MosopEa, 
Prime Minister, Imperial Government of Iran, Tehran. 


EXcCELLENCY: With reference to the program of Technical Cooperation for 
Economic Development of Iran through the individual efforts of the Government 
of Iran and through the joint efforts of the Government of Iran and the Gov- 
ernment of the United States of America previously discussed between the two 
Governments, I desire to set forth the proposed Program and method of opera- 
tion for the consideration of the Government of Iran. 

The Government of the United States of America is prepared to make avail- 
able a maximum of twenty three million dollars during the current year ending 
June 30, 1952, for such technical cooperation programs as may be requested by 
the Government of Iran and agreed to by the Government of the United States of 
America. The Government of Iran will, as its fair share of the cost of such 
programs, contribute such facilities, funds, and services in Iran as it determines 
that it can make available for such purposes. This contribution by the Govern- 
ment of Iran shall include the net proceeds or revenue realized from the joint 
projects undertaken pursuant hereto. 

It is understood that the agreements subsidiary hereto embodying the projects 
requested by the Government of Iran and approved by the Government of the 
United States of America hereunder shall be negotiated between the appropriate 
minister or other representative or organization designated by the Prime 
Minister of the Government of Iran and the Chief of the Technical Cooperation 
Mission of the Government of the United States of America in Iran. These 
project agreements shall include description of the scope and duration of the 
proposed technical cooperation project, its method of operation, its means of 
financing, and the respective contributions of the two Governments. 

The Government of Iran agrees to receive a special Technical Cooperation 
Mission which will discharge the responsibilities of the Government of the 
United States of America in connection with the technical cooperation programs 
and, upon appropriate notification from the Government of the United States of 
America, the Government of Iran will consider, to the fullest extent possible 
under the Constitution of Iran and existing acts of its Legislature, this special 
mission and its personnel as part of the diplomatic mission of the United States 
of America in Iran for the purpose of enjoying the privileges and immunities 
accorded to that mission and its personnel of comparable rank; any duty, tax, 
or other charge for the payment of which the special mission or any of its per- 
sonnel or accompanying members of their families may be liable, but from 
which the diplomatic mission or its personnel or accompanying members of their 
families would under similar circumstances be exempt shall be paid by the Gov- 
ernment of Iran, and any commodity or personal property on which duty or 
other charges imposed upon importation shall accordingly be so paid shall upon 
arrival in Iran be released immediately from Customs to the consignee. 

The two Governments will establish procedures whereby the Government of 
Iran will so deposit, segregate, or assure title to all funds allocated to, or derived 
from, any program of assistance undertaken by the Government of the United 





412 UNITED STATES AID OPERATIONS IN IRAN 


States of America so that such funds shall not be subject to garnishment, attach- 
ment, seizure, or other legal processes by any person, firm, agency, corporation, 
organization, or other government when the Government of Iran is advised by 
the Government of the United States of America that any such legal process would 
interfere with the attainment of the objectives of the program of assistance. 

The two Governments will, upon the request of either of them, consult with 
regard to any matter relating to the application of the Technical Cooperation 
Program undertaken pursuant hereto or to operations or arrangements carried 
on pursuant thereto or pursuant to any project agreements subsidiary hereto. 

Any taxes, including duties and other charges imposed on importation, from 
which funds, materials, and equipment introduced into Iran by the Government 
of the United States of America in furtherance of the Technical Cooperation 
Program undertaken pursuant hereto are not exempt shall be paid by the Govern- 
ment of Iran and such materials and equipment on which duties or other charges 
imposed upon importation shall accordingly be so paid shall upon arrival in 
Iran be released immediately from Customs to the consignee and such funds shall 
to the fullest extent possible under the Constitution of Iran and existing acts of 
its Legislature be exempt from investment or deposit requirements and currency 
control. 

The two Governments realize that the operating agencies through which the 
Technical Cooperation Program undertaken pursuant hereto is executed will be 
required to convert a portion of the dollars contributed by the Government of the 
United States of America into rials. In partial consideration of such contribution 
by the Government of the United States of America, the Government of Iran 
undertakes to so utilize the dollars contributed by the Government of the United 
States of America and converted into rials as to supplement the importation into 
Iran of such commodities and services as the appropriate representative of the 
Government of Iran and the Chief of the Technical Cooperation Mission of the 
Government of the United States of America in Iran agree will further the 
objectives of the Program and contribute to the economic development of Iran. 
In making any such conversion of dollars to rials the rate of exchange to be used 
for the purpose shall be the par value of the rial agreed at such time with the 
International Monetary Fund provided that this agreed par value is the single 
rate applicable to the purchase of dollars for imports into Iran. In the absence 
of such a par value, the rate of exchange shall be that rate (including the amount 
of any exchange tax or surcharge or the value of any exchange certificate) law- 
fully applicable to imports into Iran at the time of each conversion; provided, 
that if different rates of exchange are applicable to different categories of imports, 
the rate used for this purpose shall be mutually agreed between the two 
Governments. 

To the extent that goods, materials, and equipment are received under this 
Program by the Government of Iran for sale within Iran, the Government of Iran 
shall deposit to the credit of the Government of the United States of America the 
local currency accruing to the Government of Iran from the sale thereof, unless 
otherwise agreed to between the Technical Cooperation Administration director 
in Iran and the appropriate representative of the Government of Iran, into a 
local currency account to be established by the Government of the United States 
of America in a bank in Iran. Such account shall be utilized in support of the 
Technical Cooperation Program. 

The Governments of the United States of America and Iran will endeavor to 
give full publicity to the objectives and progress of the Technical Cooperation 
Program carried on pursuant hereto and no less frequently than once a year the 
Governments of Iran and the United States of America will make public in their 
respective countries periodic reports on the Technical Cooperation Program car- 
ried on pursuant hereto which shall include information as to the use of funds, 
materials, equipment, and services. 

The proposed Program shall enter into force on the date on which the Govern- 
ment of Iran indicates its concurrence in the proposed Program and shall con- 
tinue until three months after either Government shall have given notice in 
writing to the other of its intention to terminate such Program. 

If the proposed Technical Cooperation Program and the method of operation 
under it proposed herein are acceptable to Your Excellency’s Government, it is 
requested that you notify me of Your Excellency’s concurrence herein on behalf 
of the Government of Iran. 

Accept, Excellency, the renewed assurances of my highest consideration. 


WILLIAM FE. WARNE, 
Director, Technical Cooperation Mission of the United States of America. 
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No. 2884 
OFFICE OF THE PRIME MINISTER 
29/10/30 (January 20, 1952). 
Mr. WILLIAM E. WARNE, 
Director of the Technical Cooperation Mission 
of the United States of America: 

Your Excellency’s proposal dated January 19 has been received and has been 
presented and agreed to by the Council of Ministers. For the carrying out of the 
Technical Cooperation Plan, their Excellencies Dr. Maleki, Minister of Health ; 
Dr. Hesabi, Minister of Education; Engineer Taleghani, Minister of Agriculture, 
and Engineer Zanganeh, Managing Director of the Plan Organization, have been 
appointed by the Government. His Excellency, Dr. Maleki, the Minister of 
Health, will be the Chairman of this committee. 

With highest consideration, 
Dr. MoHAMMAD MOSADEQ, Prime Minister. 

Mr. Mounrarn. Did this exchange of notes, which I believe began 
on the initiative of the United States mission, stipulate how much 
money the United States was going to put into this program ? 

Mr. Gregory. Paragraph 2 of the agreement states: 

The Government of the United States of America is prepared to make avail- 
able a maximum of $23 million during the current year ending June 30, 1952, for 
such technical cooperation programs as may be requested by the Government 
of Iran and agreed to by the Government of the United States of America. 

Mr. Mountarn. This document was dated as of January 19; is that 
correct ? 

Mr. Grecory. That is correct. 

Mr. Mountarn. And it provided these sums to be made available 
within the 6-month period ending June 30, 1952? 

Mr. Grecory. That is correct. 

Mr. Mounratn. Did it stipulate any contributions in cash or in 
monetary terms by the Iranian Government? 

Mr. Greoory. It did not. The second sentence of paragraph 2 pro- 
vides : 

The Government of Iran will as its fair share of the cost of such programs 
contribute such facilities, funds, and services in Iran as it determines that it can 
make available for such purposes. 

I might add that I was given a briefing here on the intent of that 
sentence which I will be glad to give whenever it appears to be in 
proper order. 

Mr. Mountain. It might be in proper order now, if you can clarify 
that for us. 

Mr. Harpy. All right. Now what is your information ? 

_ Mr. Grecory. I was informed that a very critical condition existed 
in Iran, that because Iran had lost the major part of its oil income, it 
would not have much in the way of contributions that it could make; 
that we should get as much as possible in the way of sites, rights-of- 
way, facilities, and personnel and such existing equipment as they had 
in the country, and that this type of contribution should be made avail- 
able for a joint program. 

However, I was informed that a decision had been made that the 
Tranian Government was to decide how much it could make available, 
that this agreement varied from the usual agreements throughout the 
world, and that in this case it was considered sufficiently in the inter- 
ests of the United States of America to assist Iran so that we would 
continue with the program, leaving up to the Government of Iran 
what facilities, funds and services it could make available. 
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Mr. Mounratn. The reply, I believe, that was received was dated 
January 20; is that correct ? 

Mr. Grecory. That is correct. 

Mr. MountaINn. Did this reply spell out any undertakings on the 
part of the Government of Iran, other than acceptance of the terms 
of the January 19 letter? 

Mr. Grecory. It did accept the terms of the note of January 19, and 
thereby agreed that it would put up such facilities, funds and services 
in Iran as it determined it could make available. 

Mr. Mountarn. Were there any other undertakings on the part of 
the Government of Ivan other than the paragraph that you have just 
stated, as far as program actions were concerned ? 

Mr. Grecory. It agreed that it would receive a special technical co- 
operation mission; it also agreed that certain diplomatic immunities 
would be afforded; certain exemptions from tax and customs would 
be afforded to the mission and its personnel; that it would also estab- 
lish procedures for the deposit segregation to assure title to all funds 
allocated or derived from any program of assistance, so that the funds 
would not be subject to garnishment, attachment and other legal 
process. 

It agreed to the procedures, to certain general policies, I should say, 
with reference to the conversion of dollars into rials. It also agreed 
to certain general procedures upon the local currency accruing to the 
Government of Iran from the sale of goods, materials and equipment, 
and agreed that it would give full ae to the objectives and prog- 
ress of a technical cooperation program and that they would make 
public in their respective countries periodic reports. 

= is in substance the matters to which the Government of Iran 
agreed. 

Mr. Mountain. Are you familiar, Mr. Gregory, with a communi- 
cation from the Department of State requiring additional undertak- 
ings on the part of the Government of Iran ? 

Mr. Grecory. I am not. 

(Discussion off the record.) 

Mr. Mountain. Mr. Gregory, did your perusal of the records show 
the existence of an additional certificate made by the mission regard- 
ing undertakings of the Government of Iran ? 

Mr. Grecory. I will only say that I was not aware of the contents 
of this particular document until within the last week or 10 days. 
Upon my briefing in Washington, I went through the act point by 
point and I was informed that certain paragraphs of the act had 
already been taken care of by what I thought was a top decision in 
Washington. I did not know how it was accomplished. I was told 
that that had already been taken care of. 

I did not see the certificate itself until just very recently, and then 
I had no opportunity to study it and to know its legal effect. 

Mr. Harpy. Now, since we are talking about a certificate that has 
not been put in the record, without objection it will be put in the rec- 
ord at this point. 
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(The document referred to is as follows:) 


[Enclosure No. 1 to Dispatch No. 832, dated January 23, 1952, from American Embassy, 
Teheran, Iran] 


CERTIFICATION OF THE COOPERATION OF THE GOVERNMENT OF IRAN IN THE UNITED 
STATES’ PROGRAM OF TECHNICAL ASSISTANCE TO IRAN 


Whereas, as indicated in the reply of January 20, 1952, of the Prime Minister 
of Iran to the letter of the Director of the United States Technical Cooperation 
Mission in Iran of January 19, 1952, the Government of Iran has accepted the 
latter’s proposal of January 19 regarding the Program of Technical Cooperation 
tor the Economic Development of Iran and the method of operation; 

Whereas paragraphs 3, 4, and 5 of section 407 (c) of the Act for International 
Development (U. S. Public Law 535, title IV, 8lst Congress), under which this 
program is undertaken, provides as follows: 

“(e) Assistance shall be made available only where the President determines 
that the country being assisted— 

“(5 2 eS 

“(2) *** 

“(3) Seeks to the maximum extent possible full coordination and integra- 
tion of technical cooperation programs being carried on in that country. 

(4) Endeavors to make effective use of the results of the program. 

““(5) Cooperates with other countries participating in the program in the 
mutual exchange of technical knowledge and skills.” 

Whereas the requirements of paragraphs 3, 4, and 5 of section 407 (c) were 
not set forth in the proposed program and method of operation accepted by the 
Government of Iran; 

It is hereby certified that, in the considered opinion of the United States Tech- 
nical Mission in Iran, the Government of Iran will, in carrying out the technical 
cooperation program, seek to the maximum extent possible full coordination 
and integration of technical cooperation programs being carried on in Iran, 
endeavor to make effective use of the results of the program, and will cooperate 
in the mutual exchange of technical knowledge and skills with other countries 
with which Iran maintains friendly relations and which are participating in 
technical cooperation programs associated with that under reference, the basis 
for this certification being that: 

The Prime Minister in his letter to the American Ambassador of January 5, 
1952, stated that the Government of Iran will endeavor to insure effective utiliza- 
tion of any assistance received ; 

The Government of Iran has made effective use of technical assistance previ- 
ously received from the United States and has integrated and coordinated with 
such assistance related technical cooperation programs being carried on in Iran; 

Oral assurances have been received from competent authority of the Iranian 
Government that, if and when occasions arise, efforts will be made to cooperate 
in the mutual exchange of technical knowledge and skills with other countries 
with which Iran maintains friendly relations and which are participating in 
technical cooperation programs associated with that referred to above and that 
technical cooperation programs being carried on in Iran will, as in the past, be 
integrated and coordinated. 

The United States Technical Cooperation Mission in Iran will, in assisting 
the Government of Iran in the technical cooperation program, seek to assure that 
the requirements set forth in paragraphs 3, 4, and 5 of section 407 (c) of the 
Act for International Development are fulfilled. 

WILLIAM BD. WARNE, 
Director, Technical Cooperation Mission 
of the United States of America. 


Mr. Harpy. Now, maybe we ought to have an explanation of what 
the certificate is. 

Mr. Mountain. Mr. Gregory, you have seen this document in the 
last few weeks, have you not ? 

Mr. Grecory. In the last few days, woud be more like it, Mr. Moun- 
tain. I have not had it within my hand to study, however, at any 
time. 

Mr. Mountatn. I see. Have you had it long enough to be able 
to tell us whether in substance it represents a statement on the part of 
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the mission in response to an inquiry from Washington that in their 
judgment the Iranian Government will undertake to make effective 
use of such aid as is given ? 

Mr. Gregory. Yes. In fact, I would like to read some of the lan- 
guage here if I can: 

It is hereby certified that, in the considered opinion of the United States 
Technical Mission in Iran, the Government of Iran will, in carrying out the 
technical cooperation program, seek to the maximum extent possible full co- 
ordination and integration of technical cooperation programs being carried on 
in Iran, endeavor to make effective use of the results of the program, and will 
cooperate in the mutual exchange of techncial knowledge and skills with other 
countries with which Iran maintains friendly relations and which are par- 
ticipating in technical cooperation programs associated with that under ref- 
erence, the basis for this certification being that: 

The Prime Minister in his letter to the American Ambassador of January 5, 
1952, stated that the Government of Iran will endeavor to insure effective 
utilization of any assistance received ; 

The Government of Iran has made effective use of technical assistance pre- 
viously received from the United States and has integrated and coordinated 
with such assistance related technical cooperation programs being carried on 
in Iran; 

Oral assurances have been received from competent authority of the Iranian 
yovernment that, if and when occasions arise, efforts will be made to cooperate 
in the mutual exchange of technical knowledge and skills with other countries 
with which Iran maintains friendly relations and which are participating in 
technical cooperation programs associated with that referred to above, and 
that technical cooperation programs being carried on in Iran will, as in the 
. past, be integrated and coordinated ; 

The United States Technical Cooperation Mission in Iran, will, in assisting 
the Government of Iran in the technical cooperation program, seek to assure 
that the requirements set forth in paragraphs 3, 4, and 5 of section 407 (c) of 
the Act for International Development are fulfilled. 


Mr. Mounrarn. As you have read that, Mr. Gregory, the essence of 
it was a certificate on the part of the mission that certain requirements 
which were set forth in the law would be fulfilled; is that correct? 

Mr. Grecory. That is what the certificate purports. 

Mr. Mountain. The certificate, yes. 

Mr. Grecory. However, I have not made a study of whether it 
actually does accomplish the purpose. 

Mr. Mountain. Yes, sir. We just wanted to determine what its 
relationship was and why such a certificate was made, no matter 
what its ultimate effect was. 

Mr. Grecory. I cannot state the circumstances under which it was 
made. AsI say, I did not join the agency until later. 

Mr. Mounta1n. Were certificates made of this sort during your 
period of tenure as legal counselor ? 

Mr. Grecory. No, sir. 

Mr. Mountarn. But since there was only one master agreement, 
there would normally not be a requirement for them; is that correct! 

Mr. Grecory. That is correct. 

Mr. Mountain. I think that is all, Mr. Chairman. 

Mr. Harpy. I guess this is a good sstopping place. 

Have you any questions, Mr. Reece? 

Mr, Reece. No. 

Mr. Harpy. The committee will stand adjourned until 10 o’clock to- 
morrow morning, and we will reconvene in this room. 

(Whereupon at 4:10 p. m. the subcommittee recessed to reconvene 
at 10 a, m. Wednesday, June 13, 1956.) 
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WEDNESDAY, JUNE 13, 1956 


Hovuse or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10:20 a. m., in room 304, Old House 
Office Building, Representative Porter Hardy, Jr. (chairman of the 
subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr., (chairman), Charles 
B. Brownson, George Meader, and B. Carroll Reece. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator ; Charles Rothenberg, special counsel ; and Phyllis M. Sey- 
mour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

When the subcommittee adjourned yesterday we were receiving some 
very helpful testimony from Mr. Gregory in connection with the evo- 
lution of program agreements. And we had some discussion, as I 
recall it, on the umbrella agreement understanding that had been 
worked out. 

So we will pick up, Mr. Mountain, where we left off. 

Mr. Mounta1n. Yes, sir. I believe, Mr. Chairman, we had been 
discussing 

Mr. Harpy. Just a minute. Let the record show the presence of 
Mr. Meader and myself constituting a quorum under the rules of the 
committee. And let it further show Mr. Gregory appears as a wit- 
ness this morning. 

Mr. Mountarn. Mr. Chairman, I believe the very last point we were 
covering in yesterday’s session was a certificate which had been made 
by the Mission Director certifying that the Lranian Government would 
make effective use of such aid as was given and would do certain other 
broad things, such as assisting in any way that it could. I believe 
we had asked Mr. Gregory why such a certificate was needed. 

And I understand, Mr. Gregory, that it was to bring the program, 
the exchange of notes and provisions of that exchange of notes, into 
conformance with the requirement of the law which said that the 
President had to make a finding that certain things would be under- 
taken by the other government. 


FURTHER TESTIMONY OF CLARK S. GREGORY, DIRECTOR, UNITED 
STATES OPERATIONS MISSION, TEHERAN, IRAN 


_Mr. Gregory. I do not remember that was my statement. I would 
like to refer back to my testimony. I believe I stated that that cer- 
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tificate was made prior to the time that I got there; that I had been 
informed in Washington that the points in the law had already been 
taken care of. I am not acquainted with the circumstances under 
which the certificate was executed. I did not see it until just within 
the last few weeks. 

(Mr. Reece joined the meeting at this point.) 

Mr. Reece. Sorry to have been late. 

Mr. Harpy. That is all right. 

Mr. Mountain. I think perhaps the document we have—that is yes- 
terday’s transcript, isn’t it? 

Mr. Gregory. Yes. 

Mr. Mountain. Mr. Chairman, just to get us in line, perhaps it 
will be helpful if I read the last few sentences in yesterday’s transcript. 

Mr. Harpy. All right. 

Mr. Mounvratn (reading) : 

Mr. Mountain. As you have read that, Mr. Gregory, the essence of it was a 
certificate on the part of the mission that certain requirements which were set 
forth in the law would be fulfilled; is that correct? 

Mr. Grecory. That is what the certificate purports. 

Mr. Mountain. The certificate; yes. 

Mr. Grecory. However, I have not made a study of whether it actually does 
accomplish the purpose. ' 

Mr. Mounvralin. Yes, sir. We just wanted to determine what the relationship 
was and why such a certificate was made, no matter what the effect was. 


Mr. Gregory. I cannot state the circumstances under which it was made, As 
I say, I did not join the agency until later. 


Mr. Harpy. That gets us to a proper starting point, does it not? 

Mr. Mountain. Yes, sir. There is one further exchange here. 

Mr. Mountain. Were certificates made of this sort during your period of 
tenure as legal counsel? 

Mr. Grecory. No, sir. 

Mr. Mountain. But since there was only one master agreement, there would 
normally not be a requirement for them; is that correct? 

Mr. Grecory. That is correct. 

I believe that is all we want, to start from that point, Mr. Gregory. 

Mr. Gregory. Yes, sir. 

Mr. Mountain. Under this master agreement, which was in the 
form of an exchange of notes on January 19 and 20 of 1952, was any 
ratification of this agreement required or made under Iranian law by 
the Iranian Parliament? 

Mr. Grecory. I do not believe that there was ever any ratification 
of this agreement. 

Mr. Mounrary. Do you know whether Iranian law required such 
an agreement to be ratified ? 

Mr. Grecory. I can say that the claim was often made in Iranian 
circles to the effect that it would not be binding upon the Iranian 
Government, to all intents and purposes, unless it was ratified by the 
Majlis. 

Mr. Mountatn. In the provisions of this exchange of notes, I be- 
lieve you have testified that there was no commitment, no specific com- 
mitment in monetary terms by the Iranian Government? 

Mr. Grecory. That is correct. 

Mr. Mountain. Well, under those circumstances, would it be a fair 
assumption to say that because there was no monetary commitment It 
was not necessary, as far as the United States was concerned, that it 
be ratified by the Iranian Government or by the Iranian Parliament! 
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Mr. Greeory. I am testifying now upon Iranian law of which I am 
not necessarily an expert. 

It is my opinion, however, that the provisions of the exchange notes 
relating to diplomatic immunities, tax exemptions and various other 
provisions would ordinarily, under Iranian law, require a ratification 
by the Majlis. 

Mr. Harpy. I am sort or wondering where we are in the effectuation 
of any such agreement as this on the technical assistance program with 
a foreign country, unless that agreement carries with it assurances 
that it complies with the local law and does constitute a binding obli- 
gation on the part of the local government. 

Mr. Grecory. I would like to point out that this agreement provides 
that it may be terminated on a 3 months’ notice by either party. 

At the time that I was briefed upon Iran I was told that there was a 
great urgency, that Iran was a sick country, that it was not taking care 
of itself and that the United States was determined to assist Iran to 
maintain its status as an independent n: ution. 

In other words, the program was one in which our country had a 
definite national interest. 

Mr. Harpy. I understand that. The only thing I am thinking about 
is whether or not in this or in any agreements “with any other host 
country on the technical assistance program it is our policy to be sure 
that the agreements we work out do conform with local law and would 
anticipate a legal requirement on the host government to fulfill its 
obligations under the agreement. 

Mr. Greoory. I would like to discuss this point. In the first place, 
these are agreements between sovereign nations. Their construction 
is under international law. There is no court of enforcement of these 
agreements. In the event of a default, you can go to war with the 
other nation, you can enforce economic sanctions, or you can withdraw 
aid. 

I am not aware of any other method under international law in 
which a default could be tried and some writ of a court could be exe- 
cuted by which you would have any remedy for the default, Mr. 
Chairman. 

Mr. Harpy. I think that is a valid observation. The only question 
in my mind is whether or not it is our policy, the policy of the United 
States Government, to enter into agreements with foreign countries 
on technical-assistance programs without ascertaining whether or not 
those agreements conform to local law. 

Mr. Grecory. I will say that so far as Iran was concerned it was the 
policy, as I understood it, that the agreement would be with the Gov- 
ernment that was in administration at that time, that if and when it 
became advisable in our interests to ask that it receive the full debate 
of the Majlis which was changing from time to time, we would then 
ask the Iranian Government to take this action. 

Mr. Harpy. My only point is this, and I am trying to see whether I 
do understand the situation : 

In the case of international agreements which require Senate rat ifi- 

cation, I have a little doubt we would undertake to carry out our 
obligations under such an agreement unless it had been ratified by the 
Senate. Iam speaking of agreements where our Constitution requires 
Senate ratification. 
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If I understand this situation, there seems to be a question raised 
here as to whether Iranian law required action by the Majlis to make 
this a legal international agreement, or legal agreement between the 
two nations. 

Mr. Grecory. I rather doubt that there is such a provision in the 
Constitution of Iran, Mr. Chairman. However, I would need to make 
a specific study on this. I do say that in underdeveloped countries 
there is much less attention paid by the Government in power to the 
Majlis, to the ordinary democratic institutions as we have it here 
in this country. 

Mr. Harpy. The point is simply this, the implication has been left 
that there is a possibility that we may have started our participation 
under the overall umbrella agreement prior to the time that it became 
in fact an obligation of the Iranian Government because it had not 
complied with Iranian law. 

Maybe that is not the fact. But I am trying to ascertain whether 
it would be our policy, in any case, to enter into the performance of 
our obligation under such an agreement when that agreement had 
not been put into effect by going through the legal procedures of the 
host countries. That is the whole question. 

Mr. Grecory. I think in this particular case that it was left to 
the Iranian Government as to what steps they would determine was 
necessary in order to effectuate this agreement. 

Mr. Reece. Mr. Chairman, I think you just then touched upon what 
T had in mind, that our Government would analyze the Iranian Con- 
stitution and laws for the purpose of making a determination whether 
the Iranian executive branches of government had the authority to do 
what they might undertake to do. 

Mr. Grecory. I was informed before I left Washington, and again 
when I got in the field, that this matter of ratification by the Majlis 
would be left entirely up to the Iranian Government. 

Mr. Reece. Also, I am wondering in reference to the statement that 
you made that you were not sure if the Iranian Constitution had a 
provision in it that authorized such an agreement, whether the Iranian 
Constitution is more strict than the Constitution of the United States 
and our legislaive enactments under the Constitution, by which we 
are authorized to participate, to execute an agreement and to partici- 
pate in the agreement, such as the superagreement to which we are 
referring here, entered into by the Iranian Government. 

I am just wondering. I haven’t made a study of the Iranian Con- 
stitution. I do not know. 

But I know that in this country there has been rather wide authority 
exercised by the Executive in its relationships to other countries and 
agreements entered into with other countries, many of which, although 
rather wide and far reaching—wide in scope and far reaching in pur- 
pose—have not even been referred to the Senate for ratification. 

And as one who has not made a study of this, I am rather interested 
in the subject about the Iranian Constitution being so restrictive on 
its executive branch. 

What is the correct pronunciation; is it Iran, fran, or what? 

Mr. Greoory. Iran is what I call it. That is what they call it. 

Mr. Reece. I know you have been over there—that is what I was 
asking for information, not to be facetious. 
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Mr. Gregory. It is my belief, though I am not the best qualified 
person to testify upon this pomt—it is my belief that the Prime 
Minister of Iran considered that his joining the United Nations, which 
had been approved by his country, was sufficient authority for him to 
enter into relations with other countries along this line. 

Mr. Reece. As I understand this agreement referred to as the 
master agreement, it was to enable the Iranian Government and its 
people to receive certain benefits which we were extending. 

Mr. Grecory. That is right. 

Mr. Reece. And I presume they would be more liberal in inter- 
preting their authority when they were the recipients than one would 
ordinarily be in the government which was extending the benefits. 

Mr. Gregory. That is right, sir. 

Mr. Meaprer. Mr. Gregory, is there anything in the statute authoriz- 
ing the technical-assistance program which requires that program 
agreements be entered into, to carry out the assistance program / 

Mr. Grecory. Not that I am aware of. 

Mr. Meaper. In other words, your understanding of the act under 
which you operate was that you were not required to have any agree- 
ments at all ? 

Mr. Gregory. That is correct. Except—I will withdraw the ex- 
ception. I wanted to think of some matters but I don’t think they are 
pertinent. 

There is no provision within the act for the drafting of agreements, 
the types or kinds of agreements. That is a matter of procedure that 
was being developed by the agency at the time that I went to Iran. 

I would like to say further that we had been in operations out in 
Iran for several months before I got there without program agree- 
ments, without project agreements. 

It was a most difficult task for me to develop a documentation to fit 
the operations that were already going on within the mission. I had 
to catch up, so to speak. 

Mr. Meaper. In other words, if you entered into agreements it was 
something beyond what was called upon you by the statute to do? 

Mr. Greeory. That is correct. 

Mr. Mraper. You could go ahead and spend the money and provide 
the equipment and engage in the programs without any agreement at 
all between the United States or the operations mission and the host 
government ¢ 

Mr. Gregory. So far as the statute is concerned that is my under- 
standing. 

Mr. Harpy. So that it would be strictly technical assistance, rather 
than technical cooperation. 

Mr. Grecory. The statute itself in that year provided for technical 
and economic assistance. 

Mr. Harpy. Yes; that isallright. Iam not talking about statutory 
confusion. We have got enough of that. 

Mr. Greeory. Yes. 

Mr. Reece. Mr. Chairman, when this agreement was read into the 
record yesterday, at that time I thought that it had been executed for 
the purpose of giving protection to our operations over there and as a 
guide to indicate how our operations should be directed and how far 
they should go, so that we would always know that we had the coopera- 
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tion of the Iranian officials in what we were doing, rather than the 
agreement having been drawn up as a guide to the Iranian officials, 

Mr. Grecory. Tet me point out that there were a great many im- 
portant points that were settled in this umbrella agreement. One 
of the very important points under the Mossadegh regime lay in 
the fact that we could only carry out those activities that had been 
sgreetl to with respective ministers or people designated by the Prime 

inister. 

In other words, a technician could not roam the country, could not 
give advice here and advice there unless it had been tied into one of 
these project agreements. It became very important as the riots came 
up to be able to show that our people were not engaging in unauthor- 
ized activities. 

So that this was a very important agreement that set limits to our 
operations, and also gave us an opportunity to carry on operations. 

Mr. Mraper. With respect to this matter of ratification, Mr. Gre- 
gory, you say the claim was made that without ratification the agree- 
ment would not be binding on the Iranian Government. By whom 
was that claim made? 

Mr. Gregory. The claim has been made on 2 or 3 occasions in a legal 
division of the Ministry of Justice relating to diplomatic immunity 
of point 4 and other individuals under our program. In each case 
satisfactory agreement has been reached upon these cases, but that 
was the point at which this was raised. 

It was not raised with reference to customs or taxation, particu- 
larly. 

See and then someone, way out in the province, some tax collector 
out there, would attempt to collect a tax from us, but on being referred 
to Teheran it was cleared up at once. 

It was in these 2 or 3 cases in which point 4 people were engaged in 
automobile accidents, primarily. 

And there was one section of. the Ministry of Justice that insisted 
that this was not valid because it had not been ratified by the Majlis. 

Mr. Harpy. So it did come from a governmental agency, anyway! 

Mr. Grecory. But that position was never backed up by his superior 
who was the Minister of Justice. In fact, I said, “Well, in the event 
that this agreement is not lawful, you should give us back our aid.” 

He laughed. And that disposed of any more objection on his part. 

Mr. Meaper. So whether the agreement was legally binding on the 
Iranian Government or not, no instance arose, to your knowledge, 
where the validity or invalidity of the agreement made any difference! 

Mr. Grecory. Exactly right, sir. 

Mr. Mountain. Mr. Gregory, just so we can be clear on the role of 
the Majlis, was it true that the Majlis customarily ratified agreements, 
such as oil concessions, made with another government and that it by 
its own law set up an economic development organization known as 
the Seven Year Plan Organization. 

Mr. Grecory. That is correct. However, the establishment of the 
Seven Year Plan Organization was not a contract, or agreement with 
any foreign nation. That was solely a domestic act within the Govern- 
ment itself. 

Mr. Mountain. But in both cases, in the case of an oil concession, 4 
contract with a foreign government of that sort or the Seven Year 
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Plan Organization, these were items that involved expenditures of 
resources of Iran, did they not? 

Mr. Grecory. Can I separate the two? The plan organization is 
an agency of the Iranian Government, like a ministry or like any 
other agency of the Iranian Government. 

The oil agreement was with a consortium of seven foreign com- 
panies in which Iran provided for the sale and distribution of its 
oil products upon certain provisions, certain conditions, that did 
require a ratification by the Iranian Government, but ratification was 
necessary largely through the fact that the question of oil had been 
such a disturbing factor within the country that the Iranian Govern- 
ment itself would not dare proceed on such a volatile issue without 
submission to the Majlis. 

Mr. Mounvratrn. Can you tell us, Mr. Gregory, what the status of a 
loan agreement might be; would that require ratification by the 
Majlis ¢ 

Mr. Grecory. Yes. 

Mr. Mountain. Well, is there any significance in the fact that this 
master agreement, which I believe you testified called for an obliga- 
tion on the part of the United States to spend something in the nature 
of $23 million, had no provision for any expenditure in monetary 
terms on the part of the Iranian Government? Is there any signifi- 
cance in terms of ratification or the need for ratification ? 

Mr. Greeory. I did not understand that this would make any dif- 
ference with the agreement at all. 

Mr. Mountarn. Would you know whether or not, if there had been 
monetary undertakings on the part of the Iranian Government as 


part of their technical cooperation agreement, that would have re- 
quired ratification by the Majlis? 

Mr. Grecory. I do not understand so, because we have had several 
agreements with them since, in which they have made cash contribu- 
tions which have not required Majlis approval. 

(The subsequent change of notes covering the 1954 program fol- 
lows :) 


EXCHANGE OF NorTes RE 1954 Program. No. 19135 


10 SHAHRIVAR 1332, September 1, 1953. 
His Excellency, Loy W. HENDERSON, 
The Ambassador of the United States of America, Tehran. 

EXCELLENCY: Your note of September 1, 1953, offering up to twenty-three mil- 
lion four hundred thousand dollars for technical and economic aid during the 
current fiscal year ending June 30, 1954, and proposing the confirmation of the 
Technical Cooperation Program now in operation in Iran, has received the 
approval of my Government. 

In response to your proposals, this Government will expedite the fulfillment 
of programs designed to advance the welfare of the people of Iran. The Joint 
Commission will be continued as before with the following members representing 
the Government of Iran: 

Minister of Interior 

Minister of Agriculture 

Minister of Health 

Minister of Education 

Minister of National Economy 

Managing Director of the Plan Organization 

The formation of the Commission is entrusted to the Managing Director of 
the Plan Organization. 

In the absence of any of the above ministers, their respective under-Secretaries 
will take part in the meetings of the Joint Commission. 


GEN. FazoLttAH ZAHEDI, Prime Minister. 
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EXCHANGE OF NoTES RE 1954 PROGRAM 


AMERICAN EMBASSY, 
Tehran, Iran, September 1, 1958. 
His Excellency, GENERAL FAZOLLAH ZAHEDI, 
Prime Minister, Imperial Government of Iran, Tehran. 

EXcELLENCY: I have the honor to refer you to prior notes between the Gov- 
ernments of Iran and the United States establishing a joint program of Techni- 
cal Cooperation for Economic Development of Iran, as follows: 

(a) Memorandum of Understanding for Technical Cooperation on Rural Im- 
provement between the United States of America and Iran, executed October 19, 
1950, between Henry F. Grady, Ambassador Extraordinary and Plenipotentiary, 
United States of America, and Ali Razmara, Prime Minister of Iran: 

(b) Note of William E. Warne, Director of Technical Cooperation Mission 
of the United States of America, January 19, 1952, to Dr. Mohammad Mossa- 
degh, Prime Minister, Imperial Government of Iran, and his reply thereto under 
date of January 2 0, 1952; 

(c) Note of William E. Warne, United States Director of Technical Coopera- 
tion for Iran, to Dr. Mohammad Mossadegh, Prime Minister of Iran, December 
27, 1952, and his reply thereto under date of December 30, 1952. 

Pursuant to and on the terms and conditions contained in these notes and 
hereinafter set forth, the United States of America is prepared to make available 
for technical and economic aid during the current fiscal year ending June 30, 
1954, up to $23,400,000 including costs of United States technicians and training 
eosts outside of Iran which costs will not be included in program or project 
agreements. 

The Governments of Iran and the United States have heretofore executed, 
pursuant to above referenced notes and memorandum, twelve program agree- 
ments and seventy-one project agreements providing detailed plans and creating 
operational responsibilities and duties. It is therefore proposed that the Gov- 
ernment of the United States of America, by this note, and the Government of 
Iran, by its reply thereto, signify their acceptance and approval of the Technical 
Cooperation Program in Iran by affirming all memoranda, correspondence, agree- 
ments and other documents relating to the Technical Cooperation Program in 
Iran, and by rededicating their joint efforts to the social and economic develop- 
ment of Iran. 

If these proposals are acceptable to your Excellency’s Government, it is re- 
quested that you notify me of your Excellency’s concurrence on behalf of the 
Government of Iran. I shall be pleased to meet at an early date with the Joint 
Commission to take up continuing problems and plans. 

Accept, Excellency, the assurances of my highest consideration. 


Loy HENDERSON. 


Mr. Movunratn. Under this master agreement, which I believe vou 
testified yesterday was the controlling document under which all other 
activities were carried out, what was the next level of agreement ? 

Mr. Grecory. Those are program agreements which describe the 
field of activity, the kind of work that is to be done—sets up provisions 
that apply to all activities within the field of activity. 

A field of activity is agriculture, health, education, or like programs. 

Mr. Mountarn. I believe in the GAO report some 14 fields of activi- 
ties were listed; is that about the range ? 

Mr. Greeory. I believe that that is correct. I can check it here in 
just one moment. There are 14 in my book. There may be another 
one; I am not certain. 

Mr. Mountain. Well, I believe there were some—about 13 specific 
fields and a 14th one of miscellaneous projects, something along that 
line would be about correct. 

Mr. Grecory. We considered in the first year that our agreement 
for the importation of sugar was a program agreement, and the stu- 
dent assistance agreement was also a program agreement. 
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The sugar agreement was not later considered as a program agree- 
ment. 

Mr. Mounrarn. Well, at this point, Mr. Gregory, could you de- 
scribe for us the typical contents of a program agreement? I have 
in front of me project agreement No. 2 which later became program 
agreement No. 2, in agriculture. 

Could you use that as a basis and describe for us the kinds of things 
that were included in the program agreements ? 

Mr. Gregory. Right. In the first place, the document referred to 
the exchange of notes of January 19 and 20, 1952. So that all of the 
provisions in the exchange of notes were also a part of the provisions 
of the program agreement rather than to recite them in each case we 
referred to the overall umbrella agreement. 

It provides that the Minister of Agriculture and the Technical 
Cooperation Administration shall participate jointly in all phases of 
the planning and direction of the cooperative program. It provides 
in general terms the objectives of the senieiliened program. And 
then it carries it down and it refines it to the initiation of certain 
types of agricultural projects such as livestock management and 
other types of agricultural projects. 

It further provides that each activity under the agreement shall 
be embodied in a written operational agreement which would also 
be agreed upon between the Minister and the Director. This was 
done to provide a parallel action in the field of planning and execu- 
tion of the projects. 

It provides for training. 

Then it also provides that the books and records relating to the 
cooperative program shall be open at all times for inspection and 
audit by authorized representatives of the Administration and the 
Ministry. 

Mr. Mountarn. By “Administration” you mean the United States 
operations mission ¢ 

Mr. Greeory. Yes. 

Mr. Mountain. And the “Ministry” would be the Ministry of 
Agriculture with whom this agreement was made? 

Mr. Grecory. That is correct. It also provides that these activi- 
ties can be carried out with the United Nations as well. The United 
Nations is not specifically stated in article V but the intent of it was 
to provide for cooperation with United Nations agencies. 

Then the program agreement obligates, at that time, at least, it 
was so considered, obligated the funds that will be put into this par- 
ticular program. These amounts were given to us from Washing- 
ton and inserted in the program agreements by cable advice. 

Mr. Mountatrn. Can we understand that point a little clearer, Mr. 
Gregory, that the amounts to be allocated to agriculture were de- 
termined in Washington ? 

Mr. Grecory. That is correct. I would like to explain that at the 
time that I went out, the accounts were to a large part maintained in 
Washington. There was no way that we in the field would know 
what the balances were available for these particular activities. 

We worked very closely with Washington. They would send us 
not only amounts to insert, but changes in terminology that they had 
evolved since I was in Washington. A man by the name of Lech- 
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lighter had preceded me, and he was to work out a program agree- 
ment. He worked out some of the language for the program agree- 
ment and coon it back into Washington. 

Eventually, by communications back and forth we got the approved 
text from Washington on the program agreement. 

I had no authority in the field to execute any program agreement 
which had not been reviewed, altered, or revised here in peasningeee. 

A significant part of these program agreements, which vary from 
subsequent program agreements, lay in the fact that because of the 
newness of the program in Iran and the lack of stability within the 
Government itself, it was not possible to enter into joint fund agree- 
ments at that time. 

The language that was prepared and finally agreed upon was that 
in substance, in general, we would keep our ‘prapenty and funds that 
year and they would have their property and funds that year. 

In paragraph 2 of article VI, it provides: 

The funds contributed and made available by each party shall be expended for 
acquiring such materials, equipment, and services for use in the program as 
agreed to by the Minister and the Director. 

Paragraph 3 of article VI provides— 
the funds made available by each party shall be retained by that party for 
expenditure pursuant to the provisions of this agreement. 


I would like to read article VII: 


All funds made available to the program pursuant to article VI of this agree- 
ment shall continue to be available for the cooperative program of agriculture 
during the existence of this agreement, without regard to annual periods or 
fiscal years of either of the parties. All materials, equipment, and supplies, 
acquired for the program shall be used only in the furtherance of the agreement. 
Any such materials, equipment, and supplies remaining at the termination of 
this cooperative program shall be at the disposal of the Ministry. 


Mr. Mounrta1n. Mr. Gregory, before we get much further—— 

Mr. Grecory. Could I read just one more item here? 

Mr. Mounrarn. Certainly. 

Mr. Gregory. In subsection (e) of section 1 of article VI, there is 
a statement: 

The Ministry shall contribute and make available such technical and financial! 
assistance, personnel, supplies, facilities, and services as the Ministry determines 


to be available to further the work of the rural improvement project and other 
agricultural operations under this agreement. 


In other words, the same language in the country agreement was 
again prepared and placed in this agreement here. I might say that 
that action occurred in Washington, did not occur in the field. 

Mr. Harpy. Let me understand just one thing. Is this a so-called 
program agreement or project agreement ? 

Mr. Gregory. At the time that it was drafted and approved by 
Washington in March of 1952, it was termed a “project agreement.” 

Within 30 days, I was informed by Washington that this terminol- 
ogy was not the terminology they were then going to use, and that 
an amendment should be prepared which would describe this type of 
agreement as a “program agreement.” 

Mr. Harpy. Well now then, if we can pursue this a step further, 
did you have several agreements, project agreements under this agree- 
ment 

Mr. Gregory. We did, Mr. Chairman. 
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Mr. Harpy. That is an interesting thing that I was trying to 
develop. 

The specific amounts set forth in this agreement, and they are broken 
down in several categories, I observe, were those breakdowns provided 
by Washington ? 

“Mr. Gregory. They were. 

Mr. Harpy. So that the determination was made in Washington as 
to the amounts which would be available for the specific purposes 
under article VI; is that right? 

Mr. Gregory. That is right, sir. 

Mr. Harpy. I am talking about United States funds in this case. 

Mr. Grecory. That is right. 

Mr. Harpy. And those amounts are specific dollar amounts? 

Mr. Greeory. Dollars and rial amounts. 

Mr. Harpy. Where are the rial amounts coming from? 

Mr. Grecory. In paragraph (d). 

Mr. Harpy. In (a)? 

Mr. Grecory. Yes. 

Mr. Harpy. In that paragraph it does set forth the specific amounts 
in rials. Now, that is also United States contribution ‘ 

Mr. Greeory. That is right. 

Mr. Harpy. That is, in specific amounts. Does subparagraph (e) 
of article VI contain the entire obligation of the host government with 
respect to this program or project, with respect to contributions of the 
host government ? 

Mr. Grecory. This constitutes the obligation that they incurred on 
the date of the program agreement. 

Now, under project agreements, certain other arrangements were 
occasionally made, but at the time that our funds were obligated, Mr. 
Chairman, and at the time that these agreements were reached, they 
agreed that they would put up only such technical and financial as- 
sistance, personnel, supplies, activities, and services as the ministry 
determined to be available. 

Mr. Harpy. So, actually, the only obligation insofar as the financial 
contribution of the host government in this case is concerned, it was 
set forth in broad terms without any specific monetary value and 
specifically stated it was to be limited to services assistance. It says, 
technical financial, personnel, supplies, facilities, and services, as the 
ministry determines to be cmieile to further the work of the rural 
development project. 

So that was a complete open-end, nonspecific obligation on the part 
of the host government. 

Mr. Greeory. That is correct, sir. 

Mr. Harpy. It was specific down to the exact amount of dollars and 
the exact number of rials to which we were committed ? 

Mr. Gregory. That is right, sir. 

Mr. Harpy. Proceed. 

Mr. Mounrarn. Mr. Gregory, just pursuing that same point a little 
bit further, are you familiar with the operations of the technical 
assistance program in other areas, in Latin America, for example! 

Mr. Grecory. No, sir, I am not. I have had experience in Jordan 
but not in any South American countries. 

_ Mr. Mountain. Would you know, in broad terms, whether or not 
it was customary in the umbrella agreements used in other areas for 
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no specific obligations in terms of money to be included on the part 
of either government. I believe I could state, in fact, that that is 
true in Latin America. 

Mr. Greeory. I would state that at the present time we do not use 
the umbrella agreement to advise the Iranian Government of how 
much aid might be made available. At this particular time, we do 
not use this technique that we did in the early years of advising them 
formally in writing of the fact that pursuant to such an exchange of 
notes we will make such and such amounts available. 

This year we have had no formal presentations, let me say. That 
is no formal agreement on our part which has to do with the amount 
of assistance we make. 

Mr. Mountain. The point I am trying to make is that the master 
agreement and the program agreements with Iran, if the ones which 
we have been discussing are typical, are different from technical 
assistance program agreements which the United States has entered 
into with other countries. The difference seems to be that in other 
countries there are no commitments by the United States or the host 
government for specific amounts of money until you get down to the 
preset level, with the one exception of contributions to joint funds. 

would like to know if you think there was any particular significance 
in the fact that the United States was committed to a $23 million con- 
tribution in the master agreement and was also committed to specific 
contributions in the program agreement. 

Mr. Grecory. Those specific United States commitments were 
placed in these agreements to evidence to Iran the nature and extent 
of United States assistance to Iran at a time when it was seeking to 
maintain its own independence. I do not think there was any other 
reason for it. 

Mr. Reece. Will you yield? 

Mr. Mountarn. Yes. 

Mr. Reece. In 1951 I was a member of the Foreign Affairs Com- 
mittee, and as I recall—and I think I am correct—in all of the dis- 
cussions in connection with foreign aid, in many of them, and in the 
legislation itself, Iran, Pakistan, and one other Near East country —— 

Mr. Grecory. India. 

Mr. Reece. And in India, were in many instances specifically iden- 
tified as deserving special consideration, and additional appropria- 
tions were made for those countries. Likewise, I know you will cover 
that later although it was referred to yesterday, in Mr. Gregory’s 
testimony, references were made about the contribution of material 
and supplies in these countries as well as technical support, and those 
references I am sure will become increasingly important as your 
testimony develops. 

I think there is a possibility that as Mr. Gregory has indicated, 
recognizing the very extensive political situation that existed in those 
countries at that time, would account for and possibly justify an 
enumeration of amount of aid in dollars that might be mentioned 
earlier as distinguished from what might happen in Latin American 
countries. 

Mr. Mountarn. Mr. Reece, that is precisely the fact that I wanted 
to bring out by this line of questioning to show—— 

Mr. Reeor. Iam sorry. I should have desisted. 
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Mr. Mountarn. I think you have clarified the direction in which 
these questions are leading. We merely wanted to document that this 
was unique and there were, of course, reasons for it, but its unique 
nature so far as these agreements are concerned, I thought we ought 
to have on the record. 

Mr. Reece. Possibly, I misunderstood the direction your questions 
were assuming, Mr. Mountain, and I regret it. 

Mr. Grecory. Mr. Chairman, I have in my hands a document dated 
May 5, 1952, that was issued by the Department of State as Foreign 
Service point 4 circular No. 4, subject, Basic operating policies for 
formulating point 4 programs, which in effect restates the briefing 
that I got in Washington in February, and I think clarifies the policies 
with regard to contributions, grants, and various other things. 

Mr. Harpy. I understand that is of a pretty general nature. It 
refers to the general broad policy with respect to those subjects. 

Mr. Grecory. It does also refer to the point 4 programs in Iran, 
India, and Pakistan specifically. 

Mr. Harpy. We would like to receive a copy of that circular for our 
record. 

Mr. Greoory. This is the only copy that I have. I thought that I 
might read some parts of it, but in the event that you would prefer 
that I not do it, I will present the copy. 

Mr. Harpy. If we could have a copy submitted, Mr. Gregory, it 
would probably serve our purpose. 

Mr. Grecory. Perhaps I can submit this copy. 

Mr. Harpy. I do not want to take your last copy, unless you can 
get another one. 

Mr. Gregory. I will get another one some place. 

Mr. Harpy. Very fine, thank you. 

(The document appears on p. 577.) 

Mr. Greoory. If, however, I am questioned on the document I hope 
I can have it in my hands. 

Mr. Harpy. Yes, certainly, certainly. We will be glad to let you 
lave it. 

Mr. Mounratrn. I think you said there was in this agricultural 
agreement a segregation of funds. Was there in connection with this 
agreement later, or other agreements, the establishment of joint funds? 

Mr. Grecory. Speaking specifically to the 1952 fiscal year funds, 
there was only one joint fund, and that was in industrial development. 
I think it is called the Joint Fund for Economic Development. 

The joint funds in agriculture, health, and education, did not follow 
until the following year. The first joint fund was executed on De- 
cember 30, 1952, and agriculture and education followed on April 
1, 1953. 

Mr. Mountarn. Can you cite us an example of a program agree- 
ment in which there was a joint fund and what the contribution pro- 
visions were under that arrangement ? 

Mr. Mraper. Mr. Chairman, before we go on to this joint fund 
business, could I ask a question about the agreement just read by 
Mr. Gregory ? 

Mr. Harpy. Sure. What agreement are you talking about? 

Mr. Mraper. I am talking about that agreement he read several 
passages from, article 6. 
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Mr. Reece. Pardon me. Off the record. 

(Discussion off the record.) 

Mr. Reece. On the record. 

I think “master agreement” is better than I do the “umbrella agree- 
ment,” for the reason the umbrella agreement carries the wrong 
connotation, or might do so, in that it attempts to shield somebody, 
whereas the term “master agreement” indicates that it is giving 
authority. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Meaper. I was interested in this article 6, paragraph 1 (e), 
which I believe you read, saying the ministry shall contribute and 
make available such technical and financial assistance, personnel, sup- 
plies, facilities, and services as the ministry determines to be avail- 
able for the work of the rural improvement project. 

Now, that doesn’t bind the ministry to produce anything, does it, 
Mr. Gregory ? 

Mr. Grecory. Not specifically. However, in fairness, I should 
point out that all of these projects, the livestock management project, 
the land itself, were all projects which either were then within the 
Iranian Government or we had asked them to put within the Iranian 
Government in the year previous to this, in which we had a purely 
technical assistance progrem. 

So, at the time this agreement was prepared and signed, there was 
at least an idea of the kind of things that could be made available, but 
the exact amounts and the specific details were still not entirely worked 
out. They did know that they would put up sites, put up land, put 
up buildings, contributions in kind, but there were no cash contribu- 
tions in that sense of the word. 

Mr. Meaper. Well, now, my question was this: In the negotiation 
of this agreement, did the mission seek to get something more specific, 
concrete, and binding upon the ministry than actually turned up in 
this agreement, in the language I read ? 

Mr. Grecory. In the execution of the project agreements we at- 
tempted to get from them everything that we could possibly get from 
them. They still had the authority, so to speak, to decide when they 
could put it up, how they could do it within their own resources, 
but generally every division chief worked out a plan with the respec- 
tive ministry “4 the principal officers which obtained from the 
Iranian Government the maximum contributions in kind, in terms of 
personnel, of lands, of buildings, of facilities of all kinds. That was 
at the official level, at the top level. 

Mossadegh, who was a very sensitive sort of a person, would not— 
repeat, not—bind himself to any act that would seek to bring him from 
an appearance of neutrality. Therefore, he chose to view the point 
4 operation as being separate from the Embassy. 

he master agreement was not signed by the Ambassador but was 
signed by the director of point 4, because he wanted to preserve an ap- 
pearance of absolute neutrality. 

However, at the working level within the respective ministries, 
they were anxious to cooperate because the programs that we were 
supporting for them were actually, gentlemen, the only programs go- 
ing in that whole country. There was no other activity during much 
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of this time except point 4 activity. Cars were not moving. Things 
weren’t being done except and unless it was those activities which 
we were supporting. 

They did put up, in my estimation, as much as they could in con- 
tributions of kind. 

Perhaps I have got off from your question. 

Mr. Mraper. The question was, in the negotiation of the agreement 
I have before me, which was originally called a project agreement 
in agriculture—on this copy “project” is struck out and “program” is 
written in in pencil over it—whether our negotiators, and I don’t know 
whether that was you or your predecessors, sought to get something 
more specific and more binding than the language which I read. 

Mr. Gregory. No. It is my understanding that in the negotiation 
of this agreement no effort was made to get greater assurance of con- 
tributions for the reason that the decision had already been made at 
a very high level that we would give assistance to Iran without 
getting some back for us, in that sense of the word, because the United 
States was determined to assist Iran to preserve its independence. 

Mr. Harpy. If I could interrupt just a second. 

I think this is a rather important point that Mr. Meader has raised. 
You said it was your understanding. 

Now, did you have any personal knowledge of what was or was not 
done with respect to trying to get a specific commitment? 

Mr. Grecory. First, could I explain how these are negotiated ? 

Mr. Harpy. Well, my point is that you testified it was your under- 
standing, and if you had no personal knowledge of what was in the 
minds of the people that negotiated it, no personal knowledge with 
respect to the top level policy decision which you referred to in your 
observation, it seems to me maybe we ought to have this testimony 
from somebody who did. 

Mr. Grecory. I would be glad to have Mr. Warne testify on it, 
who was more closely in the negotiation. 

Mr. Harpy. I believe that question should be addressed to Mr, 
Warne. 

Mr. Meaper. This agreement was dated April 1, 1952. Did you 
participate in the negotiation of it? 

Mr. Grecory. I participated in the drafting of it, in the discussion 
at the Cabinet Committee meeting at which this agreement was signed. 

Mr. Harpy. I wonder, then, if you could make your statements on 
the basis of your knowledge rather than your understanding, because 
it was unclear to me. I had a feeling you didn’t actually participate. 

Mr. Grecory. I did actually participate in the negotiations of agree- 
ments. However, not in all cases, but I would say that, generally 
speaking, I did participate in the negotiation with the host country 
officials, 

Mr. Harpy. Then, in connection with this, if we can have it clear 
that your statement, with respect to the fact that no effort was made 
to get a more specific contribution, a specific statement of contribu- 
tions, is based on your knowledge of the negotiations, that is all I 
think weneed. But I didn’t want it to be left hanging in the air. 

Mr. Grecory. Can I, with your permission, ask Mr. Warne if he 
carried out separate negotiations at which I wasn’t present 

Mr. Harpy. Certainly. Confer in any respect you want. 
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Mr. Warne. No. I never carried out any separate negotiation in 
connection with any of the program agreements in 1952 that you 
weren’t present, so far as I can remember now. You might have been 
ill 1 day. I will say I never missed a single negotiation meeting in 
31% years over there. 

Mr. Harpy. Well, now, Mr. Warne, as long as you are commenting 
on this point, don’t you think we ought to get this clearly understood, 
that actually there wasn’t any effort made to make it more specific 
because there was a top level policy decision not to. Is that correct? 

Mr. Warne. Yes, sir. 

As Mr. Gregory has said, the language was given to us. 

Mr. Mraper. That language that I have read was prepared or 
agreed to in Washington and sent to you, to incorporate in the agree- 
ment; is that correct ? 

Mr. Greeory. That is correct, sir. 

Mr. Reece. May I comment there? I guess this would run to Mr. 
Warne rather than Mr. Gregory. 

Did you keep a record and make reports on the Iranian contribu- 
tion to these various projects ? 

Mr. Warne. We dia. when the project agreements were set up, 
when they were, just as rapidly as they could be, under these pro- 
grams. Then reports were kept on the contributions. Of course, 
when you are judging contributions in kind, it is a little difficult to 
fix any monetary value on many of them. 

Mr. Reece. By the way of interjection, Mr. Chairman, based upon 
the knowldege that I gained from the various representatives that 
came before the Committee on Foreign Affairs, I am agreeably sur- 
— that they were able to, and did, execute an agreement with the 

ranian officials to make any contributions. 

I am rather astonished to find that they got an agreement going even 
as far as this one did, and I want to commend the State Department 
officials and the FOA officials at the time for being able to attain even 
that much. 

Mr. Warne. Thank you, Mr. Reece. 

Mr. Mountarn. Mr. Gregory, we had a question pending and I think 
it was a reference to the inclusion of joint funds in some of these pro- 
gram agreements, and I believe I asked you to cite the provisions which 
pe in a typical agreement that included the establishment of a joint 

und. 

Mr. Grecory. I would like to cite now the first joint fund agree- 
ment that was executed following the fiscal year 1952 funds, which 
is the first extension of program agreement No. 3 in public health 
which states in paragraph 4 of article VI: 

The Minister, for the period from the date of entry into force of this agree- 
ment through June 30, 1953, shall deposit to the credit of the joint fund the sum 


of Ris 5 million. This deposit shall be made in quarterly installments as needed 
and at such times as the Minister and the Director shall agree upon. 


Then I would like to cite section 2 of article VII: 


The Ministry, in addition to the cash contribution provided for in paragraph 4 
of article VI hereof, will, at its own expense pursuant to the agreement between 
the codirectors: 

(a) Appoint specialists and other necessary personnel to collaborate with 
the health mission in preparing and carrying out the cooperative program 
of public health ; 
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(b) Make available such office space, office equipment and furnishings, 
and all materials and supplies, DDT spraying equipment, DDT, all vehicles 
and other transportation equipment and all other materials now available 
and which were used during the summer of 1952 in the program of the Min- 
istry’s Department of Preventive Medicine and Public Health, including 
its Antimalaria Service; 

(c) make available the general assistance of the other governmental agen- 
cies for carrying out the cooperative program of public health. 


Mr. Mountain. I am sorry, Mr. Gregory, I am not sure I know what 
the program agreement is that you were referring to. 

Mr. Gaauoer: That was the first extension of program agreement 
No. 3 in public health that set up the first joint fund in health. It was 
signed on December 31, 1952. 

Mr. Mountain. Did the provisions for setting up the joint fund 
specify any monetary contributions in specific amounts by the United 
States ? 

Mr. Gregory. Yes. It provided—— 

Mr. Mountain. What article is that in? 

Mr. Grecory. In paragraphs 1, 2, and 3 of article VI. 

Mr. Mountain. Paragraphs 1, 2, and 3 of article VI. 

Mr. Gregory. Paragraph 1 provides the administration will pay the 
salaries and expenses of the American personnel. 

Paragraph 2, that they will continue the balance of the fund that 
was set up, the balance of the amounts that were in the agreement of 
April 1 as well as an additional contribution of $1,542,000. 

Then they also agreed to put up the balance of Rls90,245,595, as 
well as an additional contribution of R1ls38,526,592. 

Mr. Mountain. The Rls90 million had accrued from a student- 
assistance program ; is that correct ? 

Mr. Greeory. It had accrued primarily from the importation of 
sugar and also from the student-assistance program agreements. 

Mr. Mountain. I see. And I believe in paragraph 4, the Ministry 
undertakes to contribute certain monetary 

Mr. Grecory. Five million rials is the monetary contribution placed 
there by the Ministry of Health. 

Mr. Mountain. Would this joint fund have roughly the equivalent 
status of the servicio of the Latin American countries ? 

Mr. Grecory. I believe that is correct. While I haven’t made a 
study of the servicio, that is my understanding of what I heard about 
servicios in South America. 

Mr. Mountarn. So this joint fund was a working fund to be jointly 
administered ? : 

Mr. Grecory. That is correct. 

Can I read the important paragraph on this subject which I think 
ought to be in the record ? 

_Mr. Mountain. Mr, Chairman, I would request we put this par- 
ticular program agreement in the record for clarity of Mr. Gregory’s 
testimony. : 

Mr. Harpy. Without objection. 

Mr. Mountarn. May we also do that with the agricultural agree- 
ment to which he originally referred ? 
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(The documents referred to are as follows :) 


FIRST EXTENSION OF PROGRAM AGREEMENT NO. 3 IN PUBLIC HEALTH 


Under Technical Cooperation Program Between the Ministry of Health of Iran 
and the Technical Cooperation Administration of the United States of 
America 


PROGRAM AGREEMENT IN PUBLIC HEALTH’ 


Program Agreement No. 3 in Public Health, entered into on April 1, 1952, 
between Mohammad Ali Maleki, then Minister of Health of Iran, and William 
E. Warne, Director of Technical Cooperation for Iran, and amended on May 12, 
1952, and June 23, 1952, under which a cooperative program of public health 
was initiated in Iran, is hereby extended by this program agreement between 
Dr. Sabar Farmanfarmayan, Acting Minister of Health, and William E. Warne, 
Director of Technical Cooperation for Iran, in accordance with the terms, con- 
ditions, and variations stated herein as follows: 


ARTICLE I 


Pursuant to the exchange of notes between the Governments of Iran and the 
United States, signed at Tehran, on January 19 and January 20, 1952, relating 
to the technical cooperation program for the economic development of Iran, a 
cooperative program in public health was initiated. The program so initiated 
covered the period from April 1, 1952, through June 30, 1957. It is the purpose 
of this agreement to continue this type of assistance by extending the program 
with certain variations through June 30, 1958. Where any of the provisions 
of this agreement differ from those of the previous agreement, this agreement 
shall be governing. 

ARTICLE II 


As in the agreement of April 1, 1952, as amended, the obligations assumed 
herein will be performed by the Ministry of Health of Iran (hereinafter re- 
ferred to as the “Ministry’), and the Technical Cooperation Administra- 
tion, U. S. Department of State, an agency of the Government of the United 
States (hereinafter referred to as the ‘“‘Administration”). The Ministry and 
the Administration shall participate jointly in all phases of the planning and 
direction of the program. This agreement and all activities carried out pur- 
suant to it shall be governed by the terms and conditions of the said exchange 
of notes dated January 19 and January 20, 1952, referred to above, as weil as 
such other documents as are mutually agreed upon as relevant to the Technica! 
Cooperation Program for Iran. 


ARTICLE III 


The objectives of this cooperative program of public health are: 

1. To facilitate the development of public health and related fields in Iran 
through cooperative action on the part of the Administration and the Ministry. 

2. To stimulate and increase the interchange between the two counries of 
knowledge, skills, and techniques in the field of public health. 

3. To promote and strengthen understanding and goodwill between the peoples 
of Iran and the United States of America, and to foster the growth of democratic 
ways of life. 

ARTICLE IV 


It is agreed that this cooperative program of public health shall be primarily 
concerned with the prevention of disease and will include: 

1. The furnishing, by the Administration, of American public health special- 
ists (hereinafter referred to as the “Health Mission’), to collaborate in carry- 
ing out the cooperative program of public health. The Health Mission wil! 
be headed by a Chief of Health Mission, an American public health officer, under 
the general direction of the Director of Technical Cooperation for Iran. 

2. The establishment in the Department of Preventive Medicine of the Min- 
istry, of a cooperative Bureau of Local Health Services (hereinafter referred 
to as the “Cooperative”), which shall have such essential working divisions 
as Communicable Diseases Control, Maternal and Child Health Services, Sanitary 
Engineering, Nursing, Public Health Education, Public Health Statistics, and 
such other divisions and branches thereof as may be deemed necessary by the 
parties hereto. 
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3. The training of Iranian physicians, sanitary engineers, public health nurses, 
other technicians, and sub-professional technicians, such as sanitation aides, 
nurses aides, and laboratory aides in, and the demonstration of, such public 
health activities. (including methods, techniques, equipment and supplies, and 
administrative guidance in carrying out a public health program), designed 
primarily to further the development of a disease-prevention public health 
service. 

4. The initiation and execution of public health projects pursuant to written 
operational agreements between the Minister of Health of Iran (hereinafter 
referred to as the “Minister”), and the Administration’s Director of Technical 
Cooperation for Iran (hereinafter referred to as the “Director”), which may 
include activities of the following types: 

a. Establishment and operation of Regional Offices of the Department of 
Preventive Medicine, including public health laboratory services, commu- 
nity health centers, and mobile health services. 

b. Communicable disease control, including immunization campaigns, spe- 
cial emphasis on malaria and trachoma control, and emergency control of 
epidemics. 

ec. Maternal and child health care, including school health services. 

d. Infirmary type outpatient care of the ill. 

e. Public health nursing-midwifery services. 

f. Sanitary engineering services, including the provision of safe drinking 
water, public baths, latrine construction, refuse disposal, food sanitation, 
and insect and rodent control. 

g. Health education of the public. 

h. Didactic and in-service training of professional and sub-professional 
personnel. 

i. Gathering of public health statistics and information. 

j. Such other public health projects as may be hereafter mutually agreed 
upon. 

5. Related training activities, both within and outside of Iran. 


ARTICLE V 


There is hereby established the Iran-American Joint Fund for Public Health 
(hereinafter referred to as the “Joint Fund’). The Joint Fund shall serve as an 
agency of the Government of Iran and shall administer the cooperative program 
of public health in accordance with the provisions of this agreement. The 
Minister and the Director shall serve as Co-Directors of the Joint Fund. The 
monies of the Joint Fund may be maintained in such bank or banks as the Co- 
Directors shall select and shall be available only for the purposes of this agree- 
ment. 


ARTICLE VI 


The parties shall contribute and make available, to the extent provided below, 
funds for use in carrying out the program during the period covered by this 
agreement in accordance with the following schedule: 

1. The Administration, during the period from the date of entry into force of 
this agreement through June 30, 1953, shall make available the funds necessary 
to pay the salaries and other expenses of the members of the Health Mission, as 
well as such other expenses of an administrative nature as the Administration 
may incur in connection with this cooperative program. These funds shall be 
administered by the Administration and shall not be deposited to the credit of 
the Joint Fund. 

2. In addition, for the period from the date of entry into force of this agree- 
ment through June 30, 1953, the Administration shail contribute to the Joint 
Fund the balance of the $5,201,442 provided in the agreement of April 1, 1952, 
as amended, which is unused and unexpended on the date hereof, as well as an 
additional contribution of $1,542,000. The parties agree that these sums shall 
be withheld in the United States of America to meet payments to be made outside 
of Iran in U. 8S. dollars. The amounts used for such payments, when expended 
as agreed upon by the Minister and the Director, shall be considered as if de- 
posited to the credit of the Joint Fund. The Minister and the Director may here- 
after agree to the deposit in cash of any part of such sum to the credit of the 
Joint Fund in such installments as needed and as they may agree upon. 

3. In addition, for the period from the date of entry into force of this agree- 
ment through June 30, 1953, the Administration, from rials obtained pursuant 
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to the Student Assistance Program Agreements and the exchange of notes of 
March 30-31, 1952, and October 28-29, 1952, between the Minister of Finance of 
Iran and the Administration relating to the importation of sugar, shall con- 
tribute to the Joint Fund the balance of the Rials 90,245,595, provided for in 
the agreement of April 1, 1952, as amended, which is unused and unexpended on 
the date hereof, as well as an additional contribution of Rials 38,526,592. This 
additional contribution is subject to the actual receipt by the Administration of 
rials in the amounts stated and which are not required to meet the undertakings 
to contribute rials under any previous program agreement with the Government 
of Iran. The Minister and the Director may hereafter agree to the deposit in 
cash of any part of such sum to the credit of the Joint Fund in quarterly in- 
stallments as needed and at such times as they may agree upon. The Adminis- 
tration will provide for use by the Cooperative all available furniture, office 
equipment, and vehicles and other transportation equipment, materials and sup- 
plies now committed to the Health Program. 

4. The Minister, for the period from the date of entry into force of this agree- 
ment through June 30, 1953, shall deposit to the credit of the Joint Fund the 
sum of Rls5,000,000. This deposit shall be made in quarterly installments as 
needed and at sueh times as the Minister and the Director shall agree upon. 

5. The parties may later agree in writing upon the amount of funds that 
each will contribute and make available each year for use in carrying out the 
program during the period from June 30, 1953, through June 30, 1958. 

6. No funds shall be withdrawn from monies of the Joint Fund for any purpose 
except by issuance of a check or other suitable withdrawal document signed by 
both Co-Directors of the Joint Fund. The Co-Directors shall include in the 
deposit agreement to be made with any bank, a provision that the bank shall be 
obligated to repay to the Joint Fund any monies which it shall pay out from the 
Joint Fund on the basis of any document other than a check or other withdrawal 
document that has been signed by the two Co-Directors or their designated 
representatives. 

7. The contributions made available under this agreement may be consolidated 
with other receipts from other sources, and such funds may be accounted for 
through a consolidated set of accounts which shall show the use made of the 
funds. 

ARTICLE VII 


1. It is agreed that the activities to be undertaken in accordance with this 
agreement may include cooperation between the parties hereto and other gov- 
ernmental and municipal agencies as well as other legal entities, and inter- 
national organizations of which the United States of America and Iran are 
members by projects submitted through the Ministry concerned. By agreement 
between the Minister and the Director, contributions of funds, property, services 
or facilities by either or both parties, or by third parties may be accepted for 
use in effectuating the cooperative program of public health, in addition to the 
funds, property, services, and facilities contributed under this agreement. 

2. The Ministry, in addition to the cash contribution provided for in para- 
graph 4 of Article VI hereof, will, at its own expense, pursuant to agreement 
between the Co-Directors: 

a. Appoint specialists and other necessary personnel to collaborate with 
the Health Mission in preparing and carrying out the cooperative program 
of public health. 

b. Make available such office space, office equipment and furnishings, and 
all materials and supplies, DDT spraying equipment, DDT, all vehicles and 
other transportation equipment and all other materials now available and 
which were used during the summer of 1952 in the program of the Ministry's 
Department of Preventive Medicine and Public Health, including its Anti- 
Malaria Service. 

ce. Make available the general assistance of the other governmental agen- 
cies for carrying out the cooperative program of public health. 


ARTICLE VIII 


1. The cooperative program of public health herein provided for shall consist 
of a series of projects to be jointly planned and administered by the Co-Directors 
of the Joint Fund. Each project shall be embodied in a written project agree 
ment which shall be signed by the Co-Directors, shall define the work to be 
done, shall make allocations of funds therefor from monies available in the 
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Joint Fund, and may contain such other matters as the parties may desire to 
include. It is expressly understood and agreed that the funds herein wade 
available are not committed beyond June 30, 1953, unless obligated prior thereto 
by project agreements executed by and between the parties hereto. 

2. Upon substantial completion of any project, a Completion Memorandum 
shall be drawn up and signed by the Co-Directors which shall provide a record 
of the work done, the objectives sought to be achieved, the expenditures made, 
the problems encountered and solved, and related basic data. 

3. The selection of specialists, technicians, and others in the field of public 
health to be sent for training to the United States of America or elsewhere at 
the expense of the Joint Fund pursuant te this program, as well as the training 
activities in which they shall participate, shall be determined jointly by the 
Co-Directors. 

4, The general policies and administrative procedures that are to govern the 
cooperative public health program, the carrying out of projects, and the opera- 
tions of the Joint Fund, such as the disbursement of and accounting for funds, 
the incurrence of obligations of the Joint Fund, the purchase, use, inventory, 
control and disposition of property, the appointment and discharge of officers 
and other personnel of the Joint Fund and the terms and conditions of their 
employment, and all other administrative matters, shall be determined jointly 
by the Co-Directors. The Joint Fund will provide suitable and adequate office 
space, storage facilities, telephone, electrical, water, janitor services, and other 
necessary building services for the Cooperative. 

5. The Joint Fund will maintain, or cause to be maintained, books, accounts, 
and records adequate to identify the goods purchased in whole or in part with 
project funds, to disclose the end use thereof, for the project, and to record the 
progress of the project. 

6. The Joint Fund will enable accredited representatives of the Administra- 
tion to inspect any and all goods purchased in whole or in part out of the project 
funds and any of the sites on which the project is carried out, and to inspect, 
audit, and make copies of any books, account, records, contracts, orders, invoices, 
studies, reports, and other documents relating to the goods purchased in whole 
or in part with project funds, and the use thereof in the project or to the progress 
of the project. 

7. The Joint Fund will furnish, or cause to be furnished, to the Administra- 
tion, all such information at such times, in such form and in detail as the 
Administration shall reasonably request, relating to the expenditure of the proj- 
ect funds, the rate schedules, the use of the goods purchased in whole or in part 
with project funds, the progress of the project, and the internal and external 
financial and economic conditions of the project. 

8. All contracts and other instruments and documents relating to the execu- 
tion of projects under this agreement shall be executed in the name of the Joint 
Fund and shall be signed by the Co-Directors. The books and records of the 
Joint Fund relating to the cooperative program shall be open at all times for 
examination by authorized representatives of the Ministry and the Administra- 
tion. The Co-Directors of the Joint Fund shall render an annual report of their 
activities to the two Governments and other reports at such intervals as may be 
appropriate. 

ARTICLE IX 


1, Except as heretofore provided in paragraph one of Article VIII, all funds 
deposited to the credit of the Joint Fund pursuant to this agreement shall con- 
tinue to be available for the cooperative program of public health during the 
existence of this agreement, without regard to annual periods or fiscal years of 
either of the parties. 

2. All materials, equipment, and supplies acquired for the cooperative program 
shall become the property of the Joint Fund and shall be used only in the further- 
ance of this agreement. Any such materials, equipment, and supplies remaining 
os termination of the cooperative program shall be at the disposition of the 

inistry. 

3. Interest received on funds of the Joint Fund and any other increment of 
assets of the Joint Fund, of whatever nature or source, shall be devoted to the 
carrying out of the cooperative program and shall be credited against any con- 
tribution due from either Government. 

4. Any funds of the Joint Fund which remain unexpended and unobligated on 
the termination of the cooperative program in public health shall, unless other- 
Wise agreed upon in writing by the parties hereto at that time, be returned to 

79239—56——29 





438 UNITED STATES AID OPERATIONS IN IRAN 


the parties hereto in the proportion of the respective funds contributed by the 
parties under this agreement, as it may be from time to time amended and 


extended. 
ARTICLE X 


1. The parties declare their recognition that the Administration, being an 
agency of the Government of the United States of America, is entitled to share 
fully in all the privileges and immunities which are enjoyed by the Government 
of the United States of America. 

2. The Ministry will endeavor to obtain the enactment of such legislation, 
and will take such executive action as may be required to carry out the terms 


of this agreement. 
ARTICLE xI 


Any right, privilege, power, or duty conferred by this agreement upon either 
the Minister or the Director may be delegated by either of them to any of his 
professionally qualified Public Health assistants, provided that each such dele- 
gation be satisfactory to the other. Such delegation shall not limit the right 
of the Minister and the Director to refer any matter directly to one another for 
discussion and decision. 

ARTICLE XII 


This agreement may be referred to as the “Public Health Joint Fund Pro- 
gram Agreement.” It shall enter into force on the date stated in the last para. 
graph of this agreement, and shall remain in force through June 30, 1958, or 
until three months after either party shall give notice in writing to the other 
of intention to terminate it, whichever is the earlier; provided, however, that the 
obligations of the parties hereto under this agreement, for the period from June 
30, 1953, through June 30, 1958, shall be subject to the availability of appropria- 
tions to both parties for the purposes of the program and further to the agree- 
ment of the parties pursuant to Article VI, paragraph 5, hereof. 

Done in duplicate, in the English and Persian languages, at Tekran, this 31st 
day of December, 1952, both the English and the Iranian texts being valid. 

For the Technical Cooperation Administration: 

(Sgd.) Wirritam E. WaRNE, 
United States Director of Technical Cooperution for Iran. 

For the Ministry of Health of Iran: 

(Sgd.) S. FARMANFARMAYAN, 
Acting Minister of Health. 


PROJECT AGREEMENT NO. 2 


Under Technical Cooperation Program Between the Ministry of Agriculture of 
Iran and the Technical Cooperation Administration of the United States of 
America 

ProgEct AGREEMENT IN AGRICULTURE 


This Project Agreement in Agriculture, entered into between Khalil Taleghani, 
the Minister of Agriculture of Iran (hereinafter referred to as the ‘Minister”) 
and William E. Warne, Director, Technical Cooperation for Iran, as designated 
representative of the Technical Cooperation Administration (hereinafter referred 
to as the “Director”), witness that the parties hereto have agreed as follows: 


ARTICLE I 


Pursuant to the exchange of notes of January 19 and January 20, 1952, relating 
to the Technical Cooperation Program for the Economic Development of Iran, 
a cooperative program of agriculture shall be initiated in Iran. The Ministry of 
Agriculture of Iran (hereinafter referred to as the “Ministry”) and the Tech- 
nical Cooperation Administration (hereinafter referred to as the ‘“‘Administra- 
tion”) shall participate jointly in all phases of the planning and direction of the 
Cooperative Program. This agreement and all activities carried out pursuant 
to it shall be governed by the terms and conditions of the said exchange of notes 
dated January 19 and January 20, 1952, referred to above. 
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ARTICLE II 


The objectives of this Cooperative Program of Agriculture are: 

1. To facilitate the development of agriculture and related fields in Iran 
through cooperative action on the part of the Administration and the Ministry. 

2. To stimulate and increase the interchange between the two countries of 
knowledge, skills, and techniques in the field of agriculture. 

8. To further otherwise the overall economic development of Iran. 


ARTICLE III 


It is agreed that this Cooperative Program of Agriculture will include: 

1. The furnishing by the Administration of specialists (hereinafter referred 
to as the “Technical Mission”) to collaborate in carrying out the Cooperative 
Program of Agriculture. 

2. The development and carrying out of activities of the following types: 

a. The initiation and execution of agricultural projects pursuant to writ- 
ten operational agreements between the Minister and the Director, which 
may include activities of the following types: Livestock management, includ- 
ing animal disease control and pasture improvements; agricultural exten- 
sion; soil and water conservation; forestry; plant improvement and plant 
cultural practices; utilization, operation, and maintenance of farm ma- 
chinery ; irrigation development ; rural electritication ; fishing developments ; 
and such other agricultural projects as they may hereafter mutually agree 
upon. . 

b. Related training activities. 


ARTICLE IV 


1. Each activity undertaken under this Agreement shall be embodied in a writ- 
ten operational agreement which shall be agreed upon and signed by the Minister 
and the Director; shall define the kind of work to be done; shall set forth the 
contributions to the activity ; and may contain such other matters as the parties 
may desire to include. The operational agreements shall contain suitable pro- 
visions to prevent duplication of activities between the operations performed 
under this project agreement and those performed in the agricultural phases of 
the Rural Improvement Project. Upon completion of any activity, a completion 
report shall be drawn up and signed by the Minister and the Director, which 
shall provide a record of the work done, the objectives achieved, the contributions 
made, the problems encountered and solved. and related materials. 

2. The selection of qualified specialists, technicians and others in the field 
of agriculture to be sent for training to the United States of America or else- 
where pursuant to this agreement, as well as the training which they shall under- 
take, shall be determined jointly by the Minister and the Director. 

3. The books and records relating to this Cooperative Program of Agriculture 
shall be open at all times for inspection and audit by authorized representatives 
of the Administration and the Ministry. 


ARTICLE V 


It is agreed that the activities to be undertaken in accordance with this agree- 
ment may include cooperation between the parties hereto and other govern- 
mental and municipal agencies as well as other legal entities and international 
organizations of which the United States of America and Iran are members by 
projects submitted through the Ministry concerned. By agreement between the 
Minister and the Director contributions of funds, property, services or facilities: 
by either or both parties, or by third parties, may be accepted for use in effectuat- 
ing the Cooperative Program of Agriculture, in addition to the funds, property, 
services and facilities contributed under this agreement. 


ARTICLE VI 


1. The parties hereby agree to contribute and make available, to the extent 
Provided below, during the period beginning July 1, 1951, through June 30, 1952, 
Hunds for use in carrying out the program, as follows: 

a. The Administration shall pay the salaries and other expenses of the 
members of the Technical Mission, as well as such expenses of an adminis- 
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trative nature as the Administration may incur in connection with this 
program. 

b. In addition, the Administration shall make available $2,481,457 for the 
Rural Improvement Project being carried on in Iran. This amount shall be 
utilized in carrying forward the agricultural aspects of the Rural Improve. 
ment project. 

ce. The Administration shall also make available for agricultural opera- 
tions under this agreement, other than those included within the Rural 
Improvement Project, the sum of $631,313. 

d. There shall also be made available Rls51,744,000 for the agricultural 
aspects of the Rural Improvement Project and R1s18,180,360 for other agri- 
cultural operations under this agreement from the local currency account 
of the Government of the United States of America established pursuant to 
the provisions of the notes dated January 19 and January 20, 1952, referred 
to above. 

e. The Ministry shall contribute and make available such technical and 
financial assistance, personnel, supplies, facilities, and services as the Min- 
istry determines to be available to further the work of the Rural Improve- 
ment Project and other agricultural operations under this agreement. 

2. The funds contributed and made available by each party shall be expended 
for acquiring such materials, equipment, and services for use in the program as 
agreed to by the Minister and the Director. 

3. The funds made available by each party shall be retained by that party for 
expenditure pursuant to the provisions of this agreement. 

4. The contributions made available to the Rural Improvement Project under 
this agreement may be consolidated with other receipts for that project from 
other sources, and such funds may be accounted for through a consolidated set 
of accounts which shall show the use made of the funds by activity. 

5. The parties hereto may later agree in writing upon the amount of funds 
that each will contribute and make available each year for use in carrying out 
the program during the period from July 1, 1952, through June 30, 1957. 


ARTICLE VII 


All funds made available to the Program pursuant to Article VI of this agree- 
ment shall continue to be available for the Cooperative Program of Agriculture 
during the existence of this agreement, without regard to annual periods or 
fiscal years of either of the parties. All materials, equipment, and supplies 
acquired for the program shall be used only in the furtherance of the agreement. 
Any such materials, equipment, and supplies remaining at the termination of 
this cooperative program shall be at the disposal of the Ministry. 


ARTICLE VIII 


Subject to the provisions of Article VI hereof, any funds which remain 
unobligated on the termination of the Cooperative Program of Agriculture shall, 
unless otherwise agreed upon in writing by the parties hereto at the time, be 
returned to the party concerned under this agreement, as it may be from time to 
time amended and extended. 


ARTICLE IX 


Any right, privilege, power, or duty conferred by this agreement upon either 
the Minister or the Director may be delegated by either of them to any of his 
respective assistants, provided that each such delegation be satisfactory to the 
‘other. Such delegation shall not limit the right of the Minister and the Director 
to refer any matter directly to one another for discussion and decision. 


ARTICLE X 


This agreement may be referred to as the “Agricultural Project Agreement.” 
It shall enter into force on the date on which it is signed and shall remain in 
force through June 30, 1957, or until three months after either party shall have 
given notice in writing to the other of intention to terminate, whichever is 
earlier; provided, however, that the obligations of the parties under this agree 
ment for the period from July 1, 1952, through June 30, 1957, shall be subject to 
the availability of appropriations to both parties for the purposes of the Pr 
gram and to the further agreement of the parties pursuant to the Article V], 
paragraph four hereof. 
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Done in duplicate, in the English and Persian languages, at Tehran this 
/w/ 1st day of /w/ April 1952. Both the English and the Iranian texts are 
valid. 

For the Technical Cooperation Administration : 


(signed) Wuttram EB. WARNE, 
U. S. Director of Technical Cooperation for Iran, 

For the Ministry of Agriculture of Iran: 

(signed) Kuatit K. TALEGHANI, 

Mr. Mountain. In addition, however, to these joint funds, and I 
believe this is standard practice in technical assistance wherever con- 
ducted, the United States paid for technicians’ salaries and certain 
dollar costs ? 

Mr. Grecory. That is correct. In addition to the amounts that were 
contributed under the program agreements, the payment of American 
technicians was controlled entirely by United States Government 
agencies. 

Mr. Mountarn. On the other hand, the Ministry was responsible for 
payment of salaries of such of its own technicians as were supplied to 
the joint operation ; is that correct ? 

Mr. Gregory. That is true. I would like to state that it was a policy 
of the mission that each American technician have a counterpart in 
the Iranian Ministry whom he trained in the type of work that he 
himself was able to do. 

Mr. Mounrarn. Was that consistent policy from the beginning? 
Did this characterize ¢ 

Mr. Grecory. It was a consistent policy from the time I arrived in 
the mission until I left, and even since I have been back. 

Mr. Mounrarn. Now, the next level of agreement after these pro- 
gram agreements was project agreement; is that correct ? 

Mr. Gregory. That is correct. 

Mr. Mounta1n. Will you describe for us the nature of these agree- 
ments? Perhaps you can use a sample. 

Mr. Gregory. Can I borrow that paper I just gave you? 

I would like to first describe very briefly the evolution of the docu- 
ments known as project agreements. 

When I arrived in Iran, I found that we had the master agreement 
which had been executed about 3 days previous to my arrival in Iran. 

I also found operations going forward at a very rapid pace pur- 
suant to the urgency which was held in Washington to exist in Iran. 

There had been single sheets of papers that had been drawn up be- 
tween technicians, some of them signed before Mr. Warne got there, 
some of them signed after Mr. Warne got there, and some of them 
were signed even after I got there, but without going across my desk. 

Our task was to evolve a system of agreements that would cover the 
operation that was going on and bring the operation into confined 
manageable segments. I was informed when I Jeft Washington that 
we would proceed first with the drafting of program agreements; that 
after program agreements had been signed, we would then, within the 
specific activities set forth in the program agreements, develop project 
agreements. 

In late May of 1952 I received this document known as Foreign 
Service Point 4 Circular No. 5, 1952, which said: 


We shall make available to you later material and forms of agreement which 
Will describe the ways in which cooperative services, joint funds, and other 
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devices can facilitate the establishment of such patterns of cooperative ad- 
ministration. , 

Simultaneously with this, Mr. Warne received, a letter from Mr. 
Fryer in which Mr. Fryer pointed out the urgency of reducing these 
matters into project agreements. 

Mr. Warne instructed me to proceed at once with the drafting of 
project agreements. 

I proceeded to draft agreements. We then had a discussion with 
Mr. Weskianse: the program officer, who insisted that the responsi- 
bility for project agreements should be entirely within his shop. Mr. 
Workinger and I went to Mr. Warne. 

Mr. Warne assigned to me the responsibility of drafting the agree- 
ments, but assigned to the program officer the responsibility of co- 
ordinating these draft documents throughout the rest of the organi- 
zation. 

In other words, the program officer had final responsibility for get- 
ting the views of the various division chiefs, the controller, and any- 
one else who might have an interest in the matter. 

I proceeded to draft the agreements, and in so doing I discussed with 
Mr. Reeves the question of accountability. Mr. Reeves prepared 
certain statements of accountability which, by and large, provided 
for reports to be sent to him from the Iranian Government. 

This, in turn—this draft was presented to the program officer. The 
program officer came to me and asked me, “Where did you get these 
accountability provisions ?”, and I informed him that Mr. Reeves had 
proposed them. 

He immediately took the document, went down to Mr. Reeves’ of- 
fice with it. I heard nothing further from this document for about 
36 hours, when the document was returned to me with the accounta- 
bility provisions materially changed, and with Mr. Reeves’ surname 
on the document. His name was on the document. 

I called up Mr. Reeves and I asked Mr. Reeves: “What are you 
going to do about this?” and he said: “Well, I am going to work out 
a system by which I advance sums to the Iranian agencies, to the pro- 
vincial directors, to the various organizations, against which they are 
to file with me appropriate documentation. 'To the extent the appro- 
priate documentation is approved by me, I will advance them more 
funds.” 

I then prepared draft agreements in the industrial program, 
which followed the wording that had come back to me. This word- 
ing in the project agreements, that it will be advanced on the call, as 
needed, as approved by the division chief, was, in the first instance, 
proposed by Mr. Reeves. 

hese agreements were sent in to Washington for approval, and 
the first few of them received Washington approval, so far as the 
form and content. 

About the ist of July, or shortly thereafter, I received a letter from 
Washington stating that the industrial project agreements were not 
considered to be sufficiently full and complete—is about as close as 
I remember the wording—and I was asked to prepare another set of 
agreements in the industrial program and send them in to Washington. 

In the use of terminology, I termed them “project fund agreement. 
I sent in this documentation to Washington, I believe about the last 
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part of July, and received final approval on this documentation in 
about the first or second week of October. 

This, very briefly in my estimation, gives the steps on the evolve- 
ment of the project agreements. I would like—— 

Mr. Harpy. Excuse me. If you have finshed with that—were you 
getting ready to go into the discussion of a project agreement, as such, 
now, or did you have something further? 

Mr. Grecory. I did wish to point out that in the drafting of the 
project agreements I used this point 4 circular that was the first 
one that we had had as a guide as to the types and kinds of grants 
that covld be made, grants of funds, grants oF tiateiciale and supplies. 

(Later instructions appear in the following excerpt from TCA 
Manual, Vol. I, dated September 1, 1953 :) 


$21.45 Project Agreements 

a. Each form of program agreement provides that the program shall consist 
of a series of projects to be formulated and agreed upon by representatives of 
the two governments, and that each project shall be embodied in a written proj- 
ect agreement. Each project agreement should describe in specific detail what 
the project consists of; what is to be done, when, where, how, and by whom; 
how the project is to be financed ; and how it is to be operated and administered. 
The project agreements are drawn up successively, over a period of months and 
years, as particular projects are agreed upon, and can be freely amended from 
time to time as experience requires. Separate projects can be combined into 
one, or a single project can be divided into two or more, by amendment of the 
project agreements, as required. This helps make possible flexibility in program 
planning, and continuous adjustment of program operations to new conditions. 
Each project agreement is intended to be subordinate to the program agreement 
under which it is executed, and is governed by the provisions of the program 
agreement. It is not necessary to repeat in any project agreement any of the 
provisions of the parent program agreement, but each project agreement should 
reveal in its caption and its text the program agreement under which it is 
executed. 

b. It has not proved feasible to prepare a standard form of project agreement 
because the projects differ so widely and each project agreement must be tailored 
to fit the details of the particular project. Copies of executed project agreements 
in various fields of activity are, however, available upon request for use by field 
officers as reference material. 
$21.5 Preparation and Signing of Agreements 

321.51 No General Agreement, program agreement, annual supplement to a 

program agreement, or other agreement with a foreign government relating to 
a Technical Cooperation Program which obligates the United States Government 
to participate in any activity or make any expenditures, shall be entered into 
without prior specific authorization from the Washington office. 
_ 321.52 The agreements mentioned in 1 TCA 321.6 will be drafted in the Wash- 
ington office by the General Counsel, in consultation with the appropriate offices 
of the Foreign Operations Administration, offices of the State Department, and 
participating agencies, on the basis of information and recommendations to be 
secured from the American Ambassador and the Director of Technical Coopera- 
tion. Such proposed agreements, accompanied by suitable information and in- 
structions for their negotiation, will be transmitted to the Ambassador. The 
United States signed original of any such agreement shall be transmitted to the 
Department of State for the attention of the Assistant for Treaty Affairs, Office 
of the Legal Adviser, in accordance with standing instructions regarding inter- 
national agreements. 

821.53 The standard forms shown in the exhibit are not issued for the pur- 
pose of enabling adaptation of these standard forms to be prepared and executed 
in the field, but only for the information and guidance of field officers in planning 
techniques of administration and in discussing proposed program agreements 
with host government officers pursuant to appropriate authorization from the 
Washington office. 

321.54 Project agreements and revisions of project agreements (other than 
project agreements which are obligating documents under the test stated in 
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821.51) may be prepared and executed by the Director of Technical Cooperation 
or his designee, when such project agreements are consistent with the parent 
program agreement and provide for the expenditure of only such funds as are 
available under the parent program agreement. Executed copies of project 
agreements entered into in the field shall be transmitted to FOA/Washington, 
marked for the attention of the General Counsel, as promptly as possible after 
their execution. Operations may proceed forthwith under such project agree- 
ments immediately after their execution. It will be the responsibility of the 
General Counsel to review such executed project agreements, bring appropriate 
revisions to the attention of supervisory officers, and prepare communications 
advising the Director of Technical Cooperation of any revisions in such project 
agreements that may be necessary. 

321.55 Directors of technical cooperation may be requested to submit particular 
project agreements for review and approval prior to execution. 


$821.56. Authority to Sign Agreements 


a. The General Agreement for Technical Cooperation will be signed on behalf 
of the United States by the Ambassador and on behalf of the host government 
by its Foreign Minister. 

b. Program agreements and annual supplements to program agreements will 
be signed on behalf of the United States by the Director of Technical Coopera- 
tion, or his designee, and on behalf of the host government by the appropriate 
operating Minister. (Note: Where a program agreement or manual supple- 
ment is to be signed before the supplemental diplomatic notes discussed in 
section 321.48 ¢ have been exchanged, the agreement or supplement will need 
to be signed for the United States by both the Ambassador and the Director 
of Technical Cooperation, and for the host government by its Foreign Minister 
and the appropriate operating Minister.) 

ec. Project agreements will be signed on behalf of the United States by the 
Director of Technical Cooperation, or his designee, and on behalf of the host 
government by the suitable operating representative of that government. 

321.57. No exchange of diplomatic notes is required for execution of any of 
these agreements, but such an exchange may take place whenever, in the judg- 
ment of the Ambassador, it will serve a useful purpose. 


821.6 Transition from Earlier Agreements 

No attempt will be made to revise any existing program agreement to bring 
it more nearly in line with the standard form or for other purposes, until, in 
the judgment of the Ambassador and the Director of Technical Cooperation, 
the operation of the program can be improved by revising the agreement along 
the lines of the standard form. Many existing program agreements contain 
ambiguities and deficiencies which make their revision desirable as soon as such 
revision can be accomplished without disturbing the continuity of operations. 
The Ambassador and the Director of Technical Cooperation should be alert 
to opportunities, at the time of executing annual supplements to program agree- 
ments and at other suitable times, for making suitable revisions in existing 
agreements. Discussion with officers of the host governments of these proposed 
changes in program agreements can help to clarify the administrative policies 
and procedures of the Technical Cooperation Program. 

Mr. Harpy. Well, now, I think that you have just given us some 
very pertinent information. Of course, it grew out of a request to 
discuss the nature of a program agreement. 

Mr. Grecory. Of a project agreement. 

Mr. Harpy. Project agreement, I should say. 

I wonder whether this rather clear and chronological statement of 
the development of project agreement results from your having had 
an opportunity to review the record of the development of these agree- 
ments within the last few days. 

Mr. Greoory. No, sir. 

The development of project agreements was something that I have 
been very, very intimately concerned with, and it has not been de- 
veloped in that sense of the word. I have always known of the general 
framework. 
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However, I have read the individual project agreements themselves, 
because I understood that I would be asked questions upon individual 
project agreements. 

Mr. Harpy. That is correct. 

The thing that impressed me particularly in your recital of these 
events was the fact that you were able to keep a clear, concise and 
chronological presentation of the development of project agreements, 
which is very fine, and I am awfully glad to have it in the record. 

It did raise 1 or 2 questions in my mind, though, as to whether you 
had reviewed some of the file on this matter within the last few days. 
I am thinking particularly in terms of your discussion of including 
provisions for accountability. 

Mr. Grecory. I was informed that I would be asked about account- 
ability, Mr. Chairman, and that was why I included it, because it was 
a part of this step. 

Mr. Harpy. I am glad you did, but the only question in my mind 
about it was whether or not you have—and, frankly, if you do, I would 
like you to admit it—the copy of the document that you referred to 
as having, I believe you said, come from Mr. Workinger’s office with 
Mr. Reeves’ surname on the bottom of that. 

Mr. Greeory. Sir, I will have to get that from the field, and I will 
be glad, when I return to the field to get it back here to you, and it 
was there—I can say, that it was there in September of 1953. Since 
that time my files have been taken over by someone else. 

Mr. Harpy. Your reference to it was so clear that I hoped you might 
have a copy of it with you. 

Mr. Reece. Off the record. 

(Discussion off the record.) 

Mr. Harpy. On the record. 

Mr. Mraper. Mr. Gregory, I recall visiting Teheran briefly in No- 
vember of 1953, and I believe at that time you gave me copies of some 
industrial project agreements, and I was rather intrigued by a clause 
which required the Iranian agency—l believe it was the plan organi- 
zation—to divest itself of title within a certain period of time in the 
future, by offering the facility, the industrial facility, for sale to pri- 
vate capital. Are you familiar with what I am speaking about? 

Mr. Gregory. Yes, sir. I am attempting to find the provision itself 
so I can read it into the record, so that everyone will know. 

Mr. Meaper. I would like to have it in the record, and I would like 
to ask a question, whether or not that was a standard provision in all 
project agreements relating to industrial facilities. 

Mr. Grecory. I would like to read section 8, project fund agreement 
No. 6, between the Seven-Year Plan Organization of Iran and the 
Technical Cooperation Administration, under date of December 24, 
1952: 

To provide for increased participation of free private enterprise in the owner- 
ship of the Fars cement plant, the plan organization hereby covenants and 
agrees that it will, on or before 5 years from the date hereof, offer to sell, 
transfer, and assign to private enterprisers its ownership in and to the Fars 
cement plant. In the event that legal authority for the sale of such ownership 
is nonexistent at the time such sale is contemplated, the plan organization 
agrees to seek the enactment of appropriate legislation authorizing the sale 
of such ownership. Should the ownership of the plant facilities and other 
assets of the Fars cement plant be transferred to any other legal entity, the 
liabilities under this agreement will become the joint and several liabilities 
of the transferee and the transferor. 
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This is in project fund agreement No. 6, which has to do with the 
Fars cement plant. 

In project fund agreement No. 5, for the Teheran slaughterhouse, 
in section 8, it provides that: 

When, in the opinion of the administration, it appears advisable to provide 
for increased participation of free private enterprise in the ownership of the 
Teheran slaughterhouse, the administration may request the municipality of 
Teheran to offer to transfer and assign to private enterprisers in whole or in 
part its ownership in and to the Teheran slaughterhouse. 

Mr. Meaper. By the “administration,” is meant the Operations 
Mission, a United States agency, not the administration of the Gov- 
ernment of ‘Teheran ? 

Mr. Grecory. That is correct. 

This is followed out also in the Shiraz power system. It is a part 
of the assistance to the Rey cement plant. It is a part of the assist- 
ance to the the Tchitsazi cotton mill, and it is a part of the assistance 
to the Fassa sugar refinery. It is included in all these agreements, 
that or similar terminology. 

Mr. Meaper. Now, is that the complete list of the industrial proj- 
ects financed with our aid? 

Mr. Grecory. It is a list of all of the large plants. We have some 
industrial projects that do not go—that should not be called capital 
projects. They are projects to Sap them with their glassmaking or 
something like that, to bring in a wool-scouring piece of equipment, 
something like that, which does not contain the same provisions, but 
this series of projects constitutes at least 85 percent of our total in- 
dustrial program within Iran. 

Mr. Reece. Mr. Chairman, if I may, most of our references here 
have been to 2 or 3 projects and now in the response to Mr. Meader’s 
question you are referring to a good many additional projects, and I 
am wondering how many, in general terms, industrial projects we 
were connected with over there for which you had the responsibility 
of drawing up agreements. Not an exact—— 

Mr. Grecory. Through what period of time, might I ask? 

Mr. Reece. Well, from 1951 up through 1955 is what I really have 
in mind. Maybe Mr. Warne would be more familiar with it. 

Mr. Grecory. Yes. You see, I wasn’t there during 1955. I can 
trace it through during the period of time I was there. I will have 
to go through the books. 

I would say that roughly in all there were 15 to 18 industrial proj- 
ects, some of which were small projects. 

Mr. Harpy. I believe, if the gentleman would permit me, that the 
GAO report indicates there were 23. 

Mr. Grecory. In all. 

Mr. Warne. We are discussing now industrial projects only ? 

Mr. Harpy. That is right. 

Mr. Reece. Well, my question really went beyond industrial proj- 
ects. I realize, however, the industrial projects are the ones that. we 
are immediately concerned with now. But I will defer that. But 
like my friends on my right here, I am agreeably surprised at the term 
that got into that agreement, and I am feeling that Government-con- 
nected projects here in this country have ack eit quite so careful in 
that phase. 
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Mr. Meaper. Mr. Gregory, could I ask you whether that section 8 
which you read, requiring the divesting of title to private capital, was 
ST tet suggested by Washington, or was that developed in the 
field 

Mr. Grecory. That was developed in the field. All of the phrase- 
ology in the project funds agreements was developed in the field and 
forwarded into Washington. 

Mr. Meaper. It was approved by Washington ? 

Mr. Greeory. It was approved by Washington; yes, sir. 

Mr. Mraper. Well, I would just like to say, Mr. Chairman, that 
I commend Mr. Gregory for incorporating phraseology of this kind 
in agreements, because I am a great supporter of free enterprise and 
privat capital, as my record on the floor shows the other day, and 
I don’t like to see our taxpayers’ money used to promote socialism. 

Mr. Reece. I would suggest a wide opportunity for Mr. Gregory 
here. 

Mr. Harpy. Did I understand that similar provision was put into 
ach one of these industrial agreements ? 

Mr. Grecory. Of these first six large capital improvement projects. 
They were put into each and every one of them. I would like to point 
out also that under the project fund agreements, all of this money is 
to be repaid to the Joint Fund for Economic Development and then 
reprogramed into other projects of similar kind. 

Mr. Harpy. I would like to return for just a moment to the matter 
we were discussing in connection with project agreements, particularly 
the background which you gave awhile ago. 

Can you fix the date, approximately, of this background develop- 
ment you were discussing, particularly the memorandum from Mr. 
Workinger which bore Mr. Reeves’ signature ? 

Mr. Gregory. This was not a memorandum from Mr. Reeves. This 
was a draft project agreement that had been sent to Mr. Workinger 
who coordinated it with Mr. Reeves and returned it to me with the 
accountability provisions stricken out and other provisions inserted to 
show that it would be put up on the call of the Iranian agency, ap- 
proved by our chief technicians in part of that work, and would be 
sent to them as needed. 

Mr. Reeves was to determine how fast and when they needed it. 

Mr. Harpy. I understand those were accountability provisions 
which you had written into the proposed agreement. 

Mr. Grecory. These were accountability provisions which Mr. 
Reeves had written and I had included in the draft-project agree- 
ments, 

Mr. Harpy. Can you fix the date of that, approximately ? 

Mr. Grecory. This all occurred between approximately May 20 and 
July 1, through this period. 

Mr. Harpy. 1952? 

Mr. Gregory. 1952; through this period of time we engaged in the 
drafting of 29 project agreements and 7 amendments to program 
agreements. 

The initial accountability matter came up, as I remember, in two 
phases. One was the draft agreement that had them and which was 
returned to me with the provision stricken, and secondly, on the send- 
Ing of cables into Washington which we sent—we cabled in in those 
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days because of the urgency—the verbatim text of proposed project 
agreements, and it was on the text of one of these agreements, sub- 
sequent to it, when Mr. Workinger and Mr. Reeves again discussed 
the matter and Mr. Reeves himself surnamed the cable that went into 
Washington that had the text of the proposed project agreement. 

Now, I will try to find those. I would say this date is in late May. 
I can’t remember the exact date, but I would say it was between May 

27 and probably June 1, Mr. Chairman. 

I will attempt to find this in the field. 

Mr. Harpy. I wish you would, and, Mr. Gregory, I want to ask also 
that you refer to the transcript of June 5 and your testimony be- 
ginning on page 393—— 

Mr. Ganote?. I donot havea record here. 

Mr. Harpy. I don’t mean to do it now. I believe your testimony 
begins on page 392. I am a little bit sorry that we didn’t get this 
testimony that you have just given us—it is very helpful testimony, 
and I wish we had had it at the time Mr. Reeves was here. We didn’t 
get it, and I wish you would refer to your testimony beginning on 
page 392 and extending on through 397, and maybe a little bit further. 

I think I would like to have any comments you would like to make. 

We are going to have to adjourn now. 

Mr. Grecory. 393 to 397. 

Mr. Harpy. Yes; and see whether or not you want to make any 
comments about it when we return this afternoon. 

Mr. Meaper. I was just going to ask Mr. Gregory—you don’t have 
now the original draft of the accountability provisions and the redraft 
resulting from the discussion between Mr. Workinger and Mr. Reeves/ 

Mr. Grecory. I certainly do not have any of these papers here. | 
can return to the field and attempt to find them. 

Mr. Mraper. You mentioned a cable sent to Washington over Mr. 
Reeve’s signature. 

Mr. Grecory. Yes. He had surnamed it at the top, together with 
dll five of us that were present at the conference in which this cable 
coming to Washington was discussed. His name appears there, along 
with the rest, so far as my best memory is on this particular subject. 

Mr. Meaper. Did that cable contain the reworked language or the 
original language on accountability ? 

By the way that cable is available in Washington ? 

Mr. Grecory. Yes. 

Mr. Harpy. I think, by all means, we ought to see it, if the staff 
hasn’t seen it. It is news to me. 

Mr. Gregory. I haven’t been able to find all of them. I have been 
able to find one. 

Mr. Meaper. You mean, there were several cables ? 

Mr. Grecory. Yes, sir; there were several cables. 

Mr. Harpy. Well, I hope that we will be able to get a complete pic- 
ture of what transpired in that matter. We have been trying awfully 
hard, and I know we have had the assistance of a lot of folks to try 

to help us. Little by little, it seems to be fitting into position. 

Mr. Grecory. I have here 

Mr. Warne. Is that classified ? 

Mr. Grecory. No, this is not classified. 

I have here a cable, June 9 and 10, 1952, from Teheran to the Sec- 
retary of State, 4767. It is in two sections. One section was sent on 
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June 9, one section was sent on June 10, in which the exact terms of the 
project agreement were sent in to Washington. __ 

Mr. Harpy. Including the accountability provision ? 

Mr. Greeory. Yes, sir. Though—well, depending upon what we 
mean by accountability provision. 

Mr. Harpy. I am trying to use your definition. You brought this 
thing in a while ago, and I don’t know whether we are talking about 
the same thing or not. 

(The documents under discussion are as follows :) 


DEPARTMENT OF STATE 
[Incoming telegram] 
TELEGRAPH BRANCH 
UNCLASSIFIED 


Ree’d : June 9, 1952, 7:25 p. m. 
From: Tehran 

To: Secretary of State 

June 9, (PART ONE OF TWO) 
PRIORITY 

TOTEC 

Subject is project for improvement of Shiraz municipal power system. 

Part one is project justification. Part two is project agrmt. 

Request authority to execute project agrmt. Third of six industrial projects. 
PART ONE. 

Location of project. 

Shiraz is capital of Fars Prov, Ostan 7. 

Objective and purpose of project. 

Inadequate electric power supplies and inefficient systems for distribution of 
available electric power are major obstacles to econ development of Iran. De- 
mand for power greatly exceeds present supplies. Potential of existing econ 
development activities and further developments greatly retarded by power 
shortages. 

Shiraz with population of 140,000 is typical. Present power suppliers are Fars 
Electric Co., peak capacity 1500 kw., and Fars Manufacturing Co, peak capacity 
400 kw, with present demand estimated as 6000 kw. Fars Electric Co now op- 
erates overhead, low tension distribution system badly in need of repair and 
improvement. Present distribution system supposedly has operating voltage of 
220 volts but drops to 60 volts at end of line. 

Municipality has agrmt with Fars Electric Co to take over distribution system 
and has developed plans for installation of high tension, underground distribu- 
tion system including step-up transformers and transmission lines to present 
power producers. Plans also to install new generating capacity of 6000 kw. In- 
stallation of high tension, underground distribution system will require $200,000 
for fon purehases and 4,500,000 rials for local installation costs. To supplement 
the existing power supply, the municipality as first step plans installing 2000 kw 
generating unit as municipal power plant at an estimated cost of $400,000 for 
fon purchases and approx four million rials for local installation costs. Munici- 
pality has reed offers from German firms for necessary distribution equipment at 
a cost of $200,000 with six months delivery. 

Purpose of project is to make available $200,000 under TCI’s FY 52 prog as 
4 loan from the joint fund for econ development by plan org to municipality to 
finance the fon purchase costs of distribution equipment required for high ten- 
Sion, underground system, in order to assist in providing demonstration econ 
development benefits available from more adequate and efficient system, to 
develop and improve techniques and skills required in installation and operation 
of such Systems, and to assist in making additional electric power available. 
Municipality will furnish all local rial costs and repay dollar loan in ten years at 
four percent. ; 

Project agrmt for improvement of Shiraz municipal power system. 

_ This operational agrmt, hereinafter referred to as “project agrmt”, entered 
into between Ahmad Zaodaneh, managing director of the seven year plan org, 
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an agency of the Iran Govt (hereinafter referred to as the “plan org’) ; M. G. 
Ghavami, Mayor of the municipality of Shiraz; and William E. Warne, director, 
TC for Iran, and designated rep of the TCA (hereinafter referred to as the 
“admin”’) witness that the parties hereto have agreed as fols: 

Considering that it is the purpose of this agrmt to aid the efforts of the people 
of Iran to develop their resources and improve their working and living condi- 
tions by encouraging the exchange of technical knowledge and skills and the flow 
of investment capital ; 

Desiring that these efforts by the people of Iran shld be aided by utilizing 
available Pt Four funds to assist in providing demonstrations of the econ develop- 
ment benefits of more adequate and efficient electric power systems, to develop and 
improve techniques and skills in the development and operation of electric power 
systems, and to make additional electric power available to further econ devel- 
opment ; 

Recognizing that increased production per man unit results from fair wages 
and improved working conditions, reasonable returns on capital investment as 
a result of efficient management, effective labor-management relations, appren- 
ticeship and in-service training, elimination of child labor, and adoption of 


modern methods of finan management. 
HENDERSON 


[Incoming telegram] 
DEPARTMENT OF STATE 
TELEGRAPHIC BRANCH 


UNCLASSIFIED 

Ree’d: June 10, 1952, 5: 38 a. m. 
From: Teheran > 
To: Secretary of State 
June 9, (SECTION TWO OF TWO) 
PRIORITY 
WARNE FOR TCI 

Finding that the municipality of Shiraz is situated in the southern part of 
Iran in the center of a major industrial and agric area; that its sources of elec- 
tric power are inadequate to service the present needs of power users sustain ad- 
ditional econ development ; that the muncipality of Shiraz has prepared plans for 
the construction of a municipal power plant equipped with diesel electric gen- 
erating unit accessories, transformers, circuit breakers, and other accessory 
electrical equipment together with a high tension underground distribution sys- 
tem; that, immediately upon receiving funds to finance foreign exchange costs of 
electrical equipment, materials and supplies, the municipality of Shiraz will 
proceed to improve the municipal power system; that its completion will pro- 
vide in Iran a technically and economically sound demonstration of efficient 
power system facilities; that the project (A) is an appropriate part of a prog 
designed to contribute to the econ development of Iran, (B) is actually needed 
and economically sound, and (C) that the capital investment provided for is 
required because private capital is not (rept not) available to finance the neces- 


sary investment. 
Now, therefore, the parties hereto mutually agree that: 


Article I. 

Pursuant to the industry prog agrmt entered into between the Plan Org and 
the Admin on May 12, 1952 a project relating to improving the Shiraz Municipal 
power system is hereby undertaken by the parties hereto. This agrmt and all 
activities carried out pursuant to it shall be governed by the terms and conditions 
of the industry prog agrmt. 

Article II 

The Admin will provide to the Joint Fund for Econ Development, established 
pursuant to Article V of the industry prog agrmt for foreign exchange costs 
necessary to purchase foreign made electrical equip, materials, and supplies 
for improvement of the distribution facilities of the Shiraz municipal power sys 
tem, the sum of $200,000. Funds so used will constitute an advance by the 
joint fund to the municipality of Shiraz subject to repayment as hereinafter pro- 


vided in Art VII. 
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Article III 


In the event the contribution of the $200,000 shld prove insufficient to finance 
foreign exchange costs, the Municipality of Shiraz will provide the additional 
foreign exchange funds necessary for improvements to the Shiraz municipal 
power system contemplated by this agrmt. It is expressly understood and agreed 
that the provision of $200,000 by the Admin does not (rpt not) in any way, 
obligate the US of Amer to furnish any additional funds. 


Article IV 


The Joint Fund for Econ Development will receive the $200,000 in install- 
ments as needed on the call of the co-directors of the Joint Fund for Econ De- 
velopment. It is estimated that the payments of the installments will be com- 
pleted prior to Sept 30, 1952. 


Article V 

The Municipality of Shiraz agrees that it will arrange for the financing of 
all rial costs, estimated as rials 4,500,000, which will be required to improve dis- 
tribution facilities of the Shiraz municipal power system. 
Article VI 

Pursuant to Article IV of the industry prog agrmt, general technical super- 
vision and technical aid and assistance in the accomplishment of this project 
will be provided by technicians of the Admin and the Plan Org. It is expressly 
understood and agreed that such technicians shall have access to the plant, 
facilities, books and records of Shiraz municipal power system for the purpose 
of giving such advice and guidance as may be necessary to attain the objectives 
contained in Article II of industry prog agrmt. All specifications and contracts 
will be submitted to the Admin prior to adoption or execution. 
Article VII 

The Plan Org undertakes to negotiate amd execute by and with the Municipal- 
ity of Shiraz an agrmt providing for repayment to the Joitn Fund for Econ De- 
velopment of the rial equivalent of all funds, computed at the official rate of 
exchange on the due date or date of payment whichever is earlier, advanced by 
the Joint Fund for Econ Development. Such repayments are to be made in 
equally early installments over a period of ten years with interest thereon at 
the rate of 4 percent per annum payable with the yearly installments, beginning 
July 1, 1954. The terms and provisions of the loan agrmt shall be submitted to 
the Admin and its approval obtained prior to execution thereof by the Plan Org. 


Article VIII 


This agrmt may be referred to as the “project agrmt for improvement of 
Shiraz municipal power system”, It shall enter into force on the date on which 
it is signed and shall remain in force until all funds advanced to the Municipal- 
ity of Shiraz shall have been repaid in full. 

Done in duplicate, in the English and Persian languages, at Tehran, this 
blank day of blank, 1952. Both the English and the Iran texts are valid. 

End of contract text. 

HENDERSON. 

JAK: AW 


Mr. Gregory. Well, then, I should clarify it. The fact is that it 
was my understanding, resulting from the conference with Mr. Work- 
inger and Mr. Reeves, that the accountability provisions which had 
been prepared by Mr. Reeves would not be included within project 
agreements, that instead Mr. Reeves would work out a procedure by 
which he would advance amounts to the various grantees against 
which they would furnish him a document which, if he approved, he 
would again advance further amounts to them on a revolving fund 
basis. 

This resulted in language of this kind: 

The Joint Fund for Economic Development will receive the $200,000 in install- 
ments as needed, on the call of the Co-Directors of the Joint Fund for Economic 


Development. It is estimated that the payments of the installments will be 
completed prior to September 30, 1952. 
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In other words, that they would ask for the money; Mr. Reeves 
would decide whether they needed that much money; advance them 
the money for their needs, and, as they submitted appropriate docu- 
mentation to him, he would advance them more. That was the under- 
standing of the system. 

Mr. Meaper. I think the record should show he stopped quoting. 
The record should show, Mr. Gregory, that you stopped quoting be- 
fore all of this matter of Mr. Reeves came into it. According to the 
project agreement, there is nothing about his withholding future 
advances unless they furnished him with a record of how they spent 
his first advance. 

Mr. Gregory. That is true. There is nothing in the project agree- 
ment. 

However, there was a change made in the draft of the project 
agreement, by which the words that they would receive it on the call, 
as needed 

Mr. Harpy. Now, may I inquire right there. As counsel to the 
mission—I believe that was your job at the time—did you make a 
determination as to Mr. Reeves’ legal authority to exercise those acts 
which he proposed to exercise ? 

Mr. Greeory. Sir, all of the project agreements were drawn in 
accordance with this point 4 circular No. 4 that I have presented to 
you, but there is no provision within the act itself as to how and when 
and where we are to make these grants. 

Mr. Harpy. That isn’t the question. Mr. Gregory, I don’t mean 
to interrupt you, but the question is about the legal authority for Mr. 
Reeves to exercise the discretion that he proposed to exercise under 
the statements you just made. 

Mr. Grecory. He was assigned the responsibility for initiating the 
procedures. He was the representative of the country director. He 
was the controller of the funds. 

Mr. Harpy. Just one point, and this is all I want to know: Did 
you make a finding that Mr. Reeves had the legal authority to per- 
form the acts that you have just stated he told you he proposed to 
perform ? 

Mr. Greeory. I considered them to be legal. I did not make a 
formal 

Mr. Harpy. That is all right. 

Mr. Grecory (continuing). Make a formal opinion, but I con- 
sidered them to be legal. 

Mr. Harpy. That is all I want. That answers the question. 

Mr. Meaper. Mr. Gregory, I have been glancing at this point 4 
circular No. 4, dated May 5, 1952, to which you referred as your guide 
in drafting project agreements. I haven’t seen anything in here, and 
your familiarity with the document would lead me to think you could 
find it, if it is here, about the accountability in project agreements. 

Mr. Grecory. There are no statements in this dealing with account- 
ability provisions except a statement that at some later time we will 
receive some form of direction out of Washington. 

Mr. Meaper. Did you receive it? 

Mr. Greoory. I never received any instructions concerning account- 
ability, at any time. When I discussed the matters of appropriate con- 
trols at the Rome conference with Mr..Glick, we agreed that we should 
move as swiftly as possible in the establishment of joint funds. I did 
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not receive any complaint about the type of project agreements that 
had been prepared here. 

There was a discussion between Mr. Glick and I that it was difficult 
to carry on a unilateral program in which each party kept its funds 
until a certain time, and I did not receive at any time any provisions 
from Washington regarding accountability. 

And, I might say that the present project agreements themselves 
do not contain the type of accountability that Mr. Reeves proposed 
back in May 1952. 

Mr. Harpy. I think we are going to have to adjourn. 

Mr. Meaper. I would like to follow this one step further. 

Mr. Gregory, in other words, the TCA people in Washington, 
neither in the document to which you referred nor in any subsequent 
document nor in any letter, or otherwise, have ever instructed that 
accountability provisions be incorporated in project agreements ? 

Mr. Gregory. To my knowledge, they have never. Now 

Mr. Meaper. Would that be interpreted in the normal procedure of 
Government to indicate that it was the policy of the head agency in 
Washington not to include accountability provisions in project agree- 
ments ? 

Mr. Greeory. I myself, based upon the experience that I have had 
over the years, am opposed primarily to attempting to effectuate that 
type of control by a piece of paper. Experience has shown that con- 
trol follows from the way that you handle it. It is the management. 
It is the people who make the end-use checks. It is the actual organi- 
zation that you set up to be able to report to the Congress on the use 
of its funds. 

That is the important thing, not to put faith in a piece of paper, 
because, as I have said before, in the event that you have a piece of 
paper that reports will be filed by the host government, and they don’t 
file those reports, the only thing you can do is go through a diplomatic 
channel with a complaint of some kind. 

By that time, the goods may be here, the goods may be there, and you 
again have the responsibility of going out and finding those goods, and 
finding out what actually happened, so that I don’t think that putting 
it in a piece of paper assures the type of accountability that the Con- 
gress of the United States wants. 

Mr. Meaper. Well, I don’t know that I would disagree with you 
that men are important, as well as provisions of law or contract, but 
my question was whether or not the absence of any instructions from 
Washington indicated that it was the policy of Washington, the head 
agency here in Washington, not to require accountability provisions 
in project agreements. 

Mr. Gregory. They had no policy at the time I went out, at all. By 
the time September came, they then had reached the conclusion—and 
perhaps earlier than that, though I don’t know it—that we would not 
give grants of dollar funds, that that would all be done by procure- 
ment within the States, so that by that one act they assured a large 
measure of control of equipment, supplies, coming from abroad. 

But, you still have the problem of checking on the goods and sup- 
plies after they get into Iran. 

Mr. Harpy. I think maybe we can close this particular item out. 
Insofar as I recall the record of thts specific point, there is a letter 
Which was after the date that you indicated these project agreements 
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were being set up where this question of accountability was under 
discussion, but not too far after it, and certainly it related to subse- 
quent matters of this kind. 

The letter from Mr. Fryer to Mr. Warne dated September 18, while 
it did not specifically state project agreements, contains one section 
that reads as follows, and we have already put this in the record: 

Adequate accountability is established and the maintenance of effective rec- 
ords by the Iranian agencies is assured, including property records, files of bids, 
contracts, vouchers, and other fiscal documents. 

Now, it doesn’t say that they shall be put into the project agreement. 
But it does say that savommnhenliives should be established and mainte- 
nance of effective records by the Iranian agencies should be established. 

Mr. Grecory. Yes, sir. 

Mr. Harpy. Now, I think that is somewhat in conformance with the 
thing that the gentleman from Michigan had in mind, though it 
doesn’t specifically state project agreements. 

Weare going to have to go answer the rollcall. 

Mr. Mountain, what is it that you have got! 

Mr. Mountain. I want to ask two very brief questions. 

One, whether or not in connection with these provisions about turn- 
ing some of these enterprises over to private enterprise, any of them 
in fact have been so turned over. 

Mr. Grecory. The time is not right; the time has not elapsed on 
these agreements. We have had a great many discussions with the 
Plan Organization upon this matter. 

Their views have changed from time to time. So far as I am con- 
cerned, I intend to insist on the carrying out of that provision. 

Mr. Harpy. The answer to the question is “No,” is that right 

Mr. Grecory. Well, these were to be done within 5 years. 

Mr. Harpy. I know; but there was a specific question asked, and 
it could have been answered “No.” Of course, I would appreciate the 
helpfulness of these other side comments, if I weren’t in a hurry. 

Mr. Mounta1n. May I ask a second question, Mr. Gregory ? 

Could the Plan Organization turn over to private enterprise any of 
a paeaeities in which it is engaged without authorization of the 
Majlis? 

Mr. Greoory. I believe they can, sir. 

Mr. Harpy. We stand adjourned, to reconvene at 2 o’clock. 

(Whereupon, at 12: 20 p. m., the subcommittee recessed until 2 p. m. 
the same day.) 

AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Mr. Gregory, as I indicated to you when we adjourned, my refer- 
ence to your previous testimony had only one specific connotation. 
It seemed to me that your original testimony on this general subject 
of fiscal accountability lacked considerable frankness and complete- 
ness. 

I don’t have any feeling about any further comment by you on it 
unless you wish to make something, but I did feel that I should call 
your attention to the transcript, the earlier transcript. 


- 
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FURTHER TESTIMONY OF CLARK S. GREGORY, DIRECTOR, UNITED 
STATES OPERATIONS MISSION, TEHERAN, IRAN 


Mr. Grecory. I would like to reply that I have read the transcript 
upon page 393 in response to a question by Mr. Mountain: 


As legal adviser, what was your role in connection with the controllership 
activity? What connection did you have, if any, with that? 

My reply: 

I had no relationships with such activities except as international agreements 
were drafted and submitted to the office of the Controller. 

I thought, Mr. Chairman, I was being frank at the time. In the 
event that I haven’t been frank, it has not been intentional. 

Mr. Harpy. That is all right. I just want you to know of my 
reaction to your earlier testimony. 

I have no thought in suggesting that you might want to amplify it. 

Now, Mr. Mountain, let’s get back to where we left off. 

Mr. Mountain. I believe, Mr. Gregory, the last question which I 
asked you was whether or not the Plan Organization could divest 
itself of certain enterprises and turn them over to private enterprise 
without the approval of the Majlis, which set up the Plan Organiza- 
tion. 

I believe your answer was you thought they could. 

Mr. Grecory. That is correct. 

Mr. Mountain. Just for precision purposes, could you tell us 
whether or not this judgment on your part is based on actual study 
of that problem or a general impression ? 

Mr. Gregory. No, it is not. It is based upon background informa- 
tion accumulated over the years that these industrial projects were 
part of an industrial bank that went defunct and that these assets 
were turned over to the Plan Organization to operate. 

[ was not aware that I would make a particular study of this matter. 
I would have to contact the field and get an opinion, if you think it 
is important. 

Mr. Mountain. Mr. Gregory, I believe you have testified that it 
was your interest and intent to foster the turning over of as many of 
these enterprises as possible to private hands. 

Mr. Gregory. It was, and it still is. 

Mr. Mounrarn. Is there any progress that has been made in that 
direction, in your judgment? 

Mr. Gregory. No. Can I amplify that statement ? 

Mr. Mounrarn. Yes, 

Mr. Grecory. There has been a changing condition within Iran. 
We have had several conversations on the subject. We have attempted 
to induce the Plan Organization at various times to turn over their 
pps not only plants which we have put funds into, but other plants 
as well, 

These plants cannot be turned over until they have been strength- 
ened and put in good management to the point that they can make a 
profit. 

The Plan Organization desires to get rid of those that do not make 
a profit, and keep those that do make a profit. 
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We feel that they should turn over the various industries as soon 
as they can make a profit, so that private industry can take them over. 

These discussions have occurred from time to time. We are still 
in the process of doing it, and according to these agreements, gentle- 
men, in the event that the Plan Organization does not turn them over, 
does not offer them for sale to private industry, the amount which we 
invested will become immediately due and payable and the Plan Or- 
ganization must pay these amounts back into the joint fund for eco- 
nomic development for further agreement and project agreements. 

Mr. Mountain. Then some of the projects in this industrial sector, 
particularly, were in a sense advances by the United States to the Plan 
Organization through the medium of joint funds, which were to be re- 
paid to the joint funds by the Plan Organization ? 

Mr. Grecory. That is correct, sir. 

Mr. Mountain. Have any repayments been made by the Plan Or- 
ganization up to now? 

Mr. Grecory. I do not believe that there have been any of them that 
have become due at this time. The plants were to be into operation 
generally, and to acheive a certain production schedule before the 
payments would be made. 

I would like to report that we have spent a great deal of time in the 
last several months, up to the time that I returned to the States, to 
get these accounts settled with the Plan Organization. 

There is discussion as to whether this fund cannot be an integral 
part of an industrial bank. There is movement and progress in this 
respect at this time. However, I do not believe that there have been 
any amounts that have been repaid to this joint fund at this time. 

Mr. Mounrarn. I think we may want to discuss the Plan Organiza- 
tion in its relation to its program in perhaps somewhat more detail, 
but at this juncture we were asking about the nature of project agree- 
ments, and I believe that you had begun earlier in our session this 
morning to describe the general scope of project agreements. 

Had you completed your statement on that ? 

Mr. Greoory. I, at that time, was replying to the evolvement, the 
evolving of project agreements. 

The project agreements that were later executed under the joint 
funds provided, in substance, for the same type of a statement. They 
were amplified so far as objectives and purposes. 

The aeiacaeeiien was placed under the joint fund, which provided 
for joint signatures of both of the codirectors. 

There had been a steady evolvement up to the present time. 

For what period of time would you like me to discuss this? 

Mr. Mountain. Well, I think the point we are trying to get clear 
for record purposes, Mr. Gregory, were things in this area: That the 
project agreement was probably the most specific of all these agree- 
ments; it had, if it did, a limited period of time and a limited objec- 
tive; that it included specific contributions by both parties, usually in 
monetary terms; and whether the contributions were in addition to 
or portions of those which had been listed in the program agreement 
to which the project pertained. 

Mr. Harpy. Break that down. You got such a big dose at one time. 
I would like to get specific answers on the specific parts of that. 

First of ail, is it accurate that the ~—_ document is the most 
specific of all the documents under which you operate? 
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Mr. Grecory. I think it isso. However, it is not the most important 
document by a long, long way. The project agreement includes, along 
with it, both the country agreement and the program agreements. 
So this is what we call the working level. 

These agreements, by and large, provided a statement of how the 

roject would be financed. 

In the early industrial projects, generally it provided that we were 
to put up a certain amount of foreign exchange costs. They would 
put up the balance of the foreign exchange costs and all of the rial 
costs. 

Mr. Harpy. We are talking now about the project agret ment ? 

Mr. Grecory. About the project agreement, sir. 

That was true in the industrial projects. 

In the agricultural and health and education projects, that was 
where the greatest amount of our local currency cost existed. That 
was what we call social services. That included nurses’ aids; that 
included the training of schoolteachers. It was heavy upon the local 
currency expenditures, but not so heavy on dollar soaunditecen 

Mr. Harpy. Was there a considerable similarity in all of these 
project agreements ? 

Mr. Grecory. Yes, sir; there was. 

Mr. Harpy. So we can visualize this total picture, I am trying to 
understand just what this project agreement did contain. 

Mr. Mountain started off by saying it was the most specfic of the 
documents. Of course, it is a part of your program and your master 
agreement, I believe. That is the way we decided to call it. 

Mr. Grecory. Yes, sir. 

Mr. Harpy. But the project agreement gets down to the working 
level and contains more specifics relating to that particular project; 
is that right? 

Mr. Grecory. That is correct. 

Mr. Harpy. Then does that project agreement, among other things, 
contain a specific agreement with respect to the amounts of contribu- 
tions of both parties ? 

Mr. Gregory. It does, sir, except on the Iranian side there is either 
a statement that they will pay all ofthe rial expenses or that they will 
contribute facilities and services estimated at a certain amount. 

Mr. Harpy. In any event, it has a figure in there or a percentage ? 

Mr. Gregory. In the project agreements where we put up all or 
part of the foreign exchange they agreed that they would pay all of 
the rial costs of the project. 

Mr. Harpy. They agreed they would pay all of the rial costs? 

Mr. Gregory. That is right. 

Mr. Harpy. Now, I am trying to make a contrast here between this 
and the master agreement. In the master agreement there is no stipu- 
lation as to what the amount would be on the part of the Iranian 
Government ? 

Mr. Grecory. That is correct, sir. 

Mr. Harpy. And it leaves it wide open to the Iranian ministry to 
make the determination as to what is available, isn’t that right? 

Mr. Greaory. That is correct, sir. 

Mr. Harpy. So that now, when we get into a project agreement, we 
do arrive at some specific contributions which the host government 
1S supposed to make / 
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Mr. Grecory. Yes, sir. This would arise in this form: The tech- 
nician and the chief of his division who is in charge of the project 
would work out with the Iranian ministry a plan for carrying out the 
project that would entail large-scale contributions in kind of the 
Iranian Government. 

That formed the basis for the project agreement. 

Now, in the very early days in 1952 their plans between the Minis- 
try and our people were often subject to change, arising from changes 
in government, changes in personnel. The following year a project 
plan and justification that showed in detail how much the Ministry 
could put up was presented as a combined plan by the Ministry and 
our people. 

The division chiefs and the technicians under the division chiefs 
were instructed time and time again that they were, to the maximum 
extent possible, to encourage the Iranian Government agency to put 
up facilities, personnel, sites, rights of way, and so forth. 

Mr. Harpy. Of course, that is policy and administrative action on 
the part of our people. 

Mr. Grecory. That is exactly right, sir. 

Mr. Harpy. Now I am trying to confine ourselves, if I can, to the 
project agreement as such. The project agreement provides, among 
other things, the specific amount in dollars or rials which will be the 
United States contribution and also the contribution in either cash 
or kind or both on the part of the host government. 

Is that right, sir? 

Mr. Greaory. Sometimes 

Mr. Harpy. Sometimes. I know you are not going to get the same 
thing in every one, but the project agreement would be the document 
in which the specific obligation of the host government to make a con- 
tribution would be set forth; is that right? ‘ 

Mr. Grecory. That is right, sir. 

Mr. Harpy. And the specific contribution of the host government 
was set forth in each project agreement ? 

Mr. Greeory. I believe so, sir. 

Mr. Harpy. So, to restate the question, did you sometimes have 
specific contributions in cash set forth in project agreements ? 

Mr. Grecory. We did, sir. 

Mr. Harpy. And sometimes you had specific contributions of speci- 
fied types of services set forth in project agreements ? 

Mr. Grecory. Yes, sir. 

Mr. Harpy. And sometimes you had provisions for third-party 
contributions in project agreements? 

Mr. Grecory. That is right, sir. 

Mr. Harpy. That is the thing that I want, so we can understand 
what we are talking about. 

Mr. Mountain. Just for clarity of the record, Mr. Gregory, a third- 
party contribution would be cae like some municipality. If you 
were going to assist them in building a water-works or a powerplant, 
they might contribute some of their own funds toward it in adilition 
to those contributed by the central government and ourselves? 

Mr. Grecory. That is right. 

Mr. Harpy. I think we have got a fairly complete picture of the 
three basic types of documents. 
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Mr. Mountarn. One further question on the project agreements and 
the funds under it. Were the United States funds additional to the 
ones that had been mentioned in the program agreements ! 

Mr. Gregory. No,sir. The original amount was stated in the master 
agreement by program agreements. It was subdivided between fields 
of activity and by project agreements. It was divided between activi- 
ties within the fields of activities. 

Mr. Harpy. So we are talking about the same dollars or the same 
rials all the way through? 

Mr. Gregory. That is correct, sir. 

Mr. Mountain. The joint fund contributions, however, were sep- 
arate and apart from United States contributions to a project to which 
joint funds were also contributed ; isn’t that approximately correct 4 

Mr. Grecory. In the joint funds, the cash contributions of both 
Governments were placed in the fund and the project agreements that 
were executed under that joint fund in turn allocated the combined 
amounts of money to the project agreements. 

Mr. Mountarn. So that whenever a joint fund existed, a project 
that was carried out in the presence of a joint fund derived all its funds 
from the joint fund ? 

Mr. Grecory. That is correct. 

Mr. MountTarn. There were none in addition to those in the joint 
fund? 

Mr. Grecory. No. 

Mr. Harpy. And those funds in the joint fund were a part of the 
original amount set forth in the master agreement—in the program 
agreement ¢ 

Mr. Grecory. That is right, sir. 

Mr. Harpy. Did I understand that the joint fund sometimes made 
loans to the Plan Organization ? 

Mr. Grecory. Yes; in the joint fund for economic development that 
was established in 1952. The joint fund was the depository through 
which the funds traveled to the Plan Organization and to whom the 
Plan Organization was to make repayment. That was based upon a 
belief that we should not be in a creditor relationship to people and 
individuals concerned with plants but that we should have our rela- 
tionship with the Plan Organization. 

Mr. Harpy. I am trying to think now not in terms of policy, but in 
terms of the source of the funds. 

The funds that went to the Plan Organization on a loan basis, or 
wae basis, were also covered by a project agreement. Is that 
correct ¢ 

Mr. Greeory. The funds that went to the Plan Organization were 
always in accordance with the project agreement. 

Mr. Harpy. So there had to be a project agreement by which the 
funds were provided to a joint fund, which in turn could make funds 
available to the Plan Organization; is that right ? 

Mr. Gregory. That is correct, sir. 

Mr. Mountain. Were these special agreements known as project 
funds agreements ? 

Mr. Gregory. We had the project agreements, which also provided 
substantially the same thing that you have just stated, Mr. Chairman. 
The project funds agreements set out the conditions in much greater 
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detail the technical assistance, the repayment clause, this question 
about selling it to private industry, and so forth. 

That is a very much more complete document that was developed in 
the summer of 1952. 

Mr. Mountain. You had a special series of project funds agree- 
ments, did you not? 

Mr. Grecory. That is correct, sir. 

Mr. Mounrarn. And every one of these involved the 7-Year Plan 
Organization or arrangements with the 7-Year Plan Organization? 

I believe there is one exception. Project fund agreement No. 10 
was with the Irrigation Bongah, 

Mr. Greeory. Yes, sir, that was not with the Plan Organization, 

Mr. Mountain. That was for funds for establishment of a recon- 
naissance geological survey from funds formerly allocated to Sheik Ali 
KXhan Dam and Krhrang Irrigation Tunnel. 

We have been given, Mr. Gregory, copies of a series of project funds 
agreements totaling 11. Were there more than these / 

Mr. Greeory. Ten and 11 were executed after I left the organization 
in April 1954. At the time that I left there were nine. I do not 
believe that there have been any project funds agreements signed dur- 
ing the time that I have been there. 

Mr. Mounrarn. There was still another type of project agreement, 
I believe. Wasn’t there an administrative project agreement, or 
something that bore that name? 

Mr. Grecory. Administrative agreements were prepared in order to 
establish an operating administrative organization to perform certain 
types of work. 

And an administrative agreement was used to dissolve the Joint 
Commission for Rural Improvement and establish the terms under 
which that would be liquidated. 

An administrative agreement was used in the formation of the 
master joint fund. 

There were then other administrative agreements that were drawn 
as we went along that set forth a way of administration of a certain 
segment of our operations that we thought ought to be changed or 
documented. 

Mr. Mountatn. They did not involve commitments on either party 
for the contribution of funds? 

Mr. Grecory. No; they did not. 

Mr. Mountain. They were simply administrative agreements of a 
procedural nature? 

Mr. Greoory. That is right. 

Both the administrative agreements and the project funds agree- 
ment did not involve any additional commitments on the part of either 
Government, but they did determine the means and the ways by which 
the funds were to be put to work. 

(A sample administrative agreement follows :) 


ADMINISTRATIVE AGREEMENT No. 2 


Between the Minister of Agriculture of Iran and the Minister of Education of 
Iran and the Seven Year Plan Organization of Iran and the Techincal Coopera- 
tion Administration of the United States of America 


This agreement, by and between Khalil Taleghani, Minister of Agriculture of 
Iran: Dr. Mehdi Azar, Minister of Education of Iran: Ahmad Zangueneh, Man- 
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aging Director of the Seven Year Plan Organization of Iran; and William E. 
Warne, Director of Technical Cooperation for Iran, and designated representa- 
tive of the Technical Cooperation Administration of the United States of Amer- 
ica, witnesses that: 

Whereas Khalil Taleghani, Minister of Agriculture, and William BE. Warne, 
Director, Technical Cooperation for Iran, by the First Extension of the Program 
Agreement in Agriculture, executed February 4, 1953, did provide for the estab- 
lishment of the Iran-American Joint Fund for Agriculture; and 

Whereas Dr. Mehdi Azar, Minister of Education, and William E. Warne, 
Director, Technical Cooperation for Iran, by the First Extension of Program 
Agreement in Education, executed March 19, 1953, did provide for the establish- 
ment of the Iran-American Joint Fund for Education; and 

Whereas Ahmad Zangueneh, Managing Director of the Seven Year Plan Or- 
ganization of Iran, and William E. Warne, Director of Technical Cooperation 
for Iran, by the program Agreement in Industry, executed May 12, 1952, did 
provide for the establishment of the Iran-American Joint Fund for Economic 
Development ; and 

Whereas the Iranian-United States Joint Commission for Social and Economic 
Development was established pursuant to the exchange of notes by and between 
the Prime Minister of Iran, Dr. Mohammad Mossadegh, and the Director of 
Technical Cooperation for Iran, William E. Warne, dated December 27 and 
80, 1952; and 

Whereas it is considered desirable to provide administrative support to the 
Joint Funds so established in order to obtain maximum effectiveness in opera- 
tions ; 

Now, therefore, the parties hereto mutually agree that: 


ARTICLE I 


Pursuant to the above described Program Agreements in Agriculture, Educa- 
tion and Industry, a cooperative project providing administrative support to 
the Joint Funds in Agriculture, Education and Economic Development is hereby 
undertaken by the parties hereto. This agreement and all activities carried out 
pursuant to it shall be governed by the terms and conditions of the program 
Agreements above described and Project Agreements executed in accordance 
therewith. This agreement shall not be applicable to Public Health and Public 
Statistics Cooperatives, since separate agreements have heretofore been executed. 


ARTICLE IT 


The Administration will establish, in office space now occupied by it, an office 
to be known as “Office of Consolidated Services.” This office shall be under the 
joint supervision and direction of the Comptroller of the Technical Coopera- 
tion Administration for Iran and the representative of the Plan Organization 
and shall provide all fiscal services necessary to the operations of the Joint Funds. 
The Ministers of Agriculture and Education and the Managing Director of the 
Seven Year Plan Organization agree to detail to this office such technicians, 
administrators, accountants, auditors, clerks, and inspectors as they shall 
determine may be made available for the conduct of the Consolidated Services, 
and who are acceptable to the Directors of the Office of Consolidated Services. 
During the period of their detail, they will retain their Ministry status, seniority 
and other rights. The Administration shall detail to such office such technicians 
and supervisors as it shall deem necessary to guide the operations of the Office 
of Consolidated Services. The Directors of the Office of Consolidated Services 
shall employ such other personnel as may be necessary to carry out the activities 
of the Office of Consolidated Services. 


ARTICLE III 


For the purpose of providing funds for the payment of personnel and supplies 
necessary for the operation of the Office of Consolidated Services, the following 
amounts will be contributed by the respective Joint Funds to the Office of Con- 
Solidated Services, on the call of the Directors of the Office of Consolidated Serv- 
ices, as follows: 

(a) The Joint Fund for Agriculture will contribute the sum of Rials 
1,000,000 ; 
(b) The Joint Fund for Bducation will contribute the sum of Rials 


,000 ; 
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(c) The Joint Fund for Economic Development will contribute the sum of 
Rials 1,000,000. 
ARTICLE IV 


The Administration will provide such other administrative services, including 
procurement, personnel, transport, warehousing, and such other administrative 
services as it shall deem necessary to carry out the operations of the Joint Funds, 
and to the Directors of the Office of Consolidated Services such of these adminis- 
trative services as he may request. 


ARTICLE V 


In addition to the foregoing sums made available by the Joint Funds in Agri- 
culture, Education and Economic Development, the following sums shall be 
made available for the secretariat of the Iranian-United States Joint Commis- 
sion for Social and Eccnomic Development, established pursuant to an exchange 
of notes of December 27-30, 1952, between Dr. Mohammad Mossadegh, Prime 
Minister of Iran, and William E. Warne, Director of Technical Cooperation for 
Iran: 

(a) From the Joint Fund for Agriculture, the sum of Rials, 150,000; 
(b) From the Joint Fund for Education, the sum of Rials 150,000; 
(c) From the Joint Fund for Economic Development, the sum of Rials 


150,000. 

These sums shall be made available to the secretariat of the Iranian-United 
States Joint Commission for Social and Economic Development for the purpose 
of providing personnel and supplies, upon the call of the Secretariat, or as other- 
wise directed by the Iranian-United States Joint Commisison for Social and 
Economic Development at any of its regular meetings. 

DONE IN DUPLICATE, in the English and Persian languages, at Tehran, this 1st 
day of April, 1953. Both the English and the Persian texts are valid. 

For the Technical Cooperation Administration : 


U. 8. Director of Technical Cooperation for Iran. 
For the Seven-Year Plan Organization of Iran: 


Managing Director. 
For the Ministry of Agriculture: 


Minister of Agriculture. 
For the Ministry of Education: 


Minister of Education. 


Mr. Mountarn. You also have, I believe, a series of project agree- 
ments known as emergency aid project agreements. How were these 
related to the project agreements you have described ? 

Mr. Grecory. They had no relationship with our technical assist- 
ance program in that sense of the word. 

When the emergency relief assistance arrived in Iran in November 
of 1953 and the use of counterpart funds «vas being agreed upon, it 
was determined by agreement that 455 million rials would be placed 
by the Iranian Government for a special emergency relief program, 
which we called the impact program. 

This brought about a series of agreements which were peculiarly 
adapted to this particular emergency program. They were called 
emergency aid projects, because when we got into the actual alloca- 
tion of this 455 million rials to specific projects, we thought it advis- 
able to have an agreement with the Iranian Government on that par- 


ticular form of activity. 
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(The following document describes procedures for handling 
emergency aid funds:) 


EXCHANGE OF Notes RE ProcepureEs Fiscat YEAR 1954 Funps 


NOVEMBER 1, 1953. 
His Excellency, Dr. ALI AMINI, 


Minister of Finance, Tehran, Iran. 


EXCELLENCY: I have the honor to refer you to prior notes between the Govy- 
ernments of Iran and the United States establishing a program of emergency 
economic assistance and technical cooperation programs for Iran as follows: 

(a) Memorandum of Understanding for Technical Cooperation on Rural Im- 
provement between the United States of America and Iran, executed October 
19, 1950, between Henry F. Grady, Ambassador Extraordinary and Plenipoten- 
tiary, United States of America, and Ali Razmara, Prime Minister of Iran; 

(b) Note of William E. Warne, Director of Technical Cooperation Mission 
of the United States of America, January 19, 1952, to Dr. Mohammad Mossadegh, 
Prime Minister, Imperial Government of Iran, and his reply thereto under date 
of January 20, 1952; 

(c) Note of William E. Warne, United States Director of Technical Coopera- 
tion for Iran, to Dr. Mohammad Mossadegh, Prime Minister of Iran, December 
27, 1952, and his reply thereto under date of December 30, 1952; 

(d) Note of Loy W. Henderson, Ambassador, United States of America, 
September 1, 1953, to General Fazlalah Zahedi, Prime Minister of Iran, and 
his reply thereto under the same date; (hereinafter referred to as the point 4 
program) ; 

(e) Note of William E. Warne, United States Director of Technical Coopera- 
tion for Iran, September 8, 1953, to Dr. Ali Amini, Minister of Finance, and his 
reply thereto of the same date; 

(f) Note of William E. Warne, Director of U. 8S. of America Operations 
Mission to Iran, September 15, 1953; to Dr. Ali Amini, Minister of Finance; 

(g) Note of William E. Warne, Director of U. S. Operations Mission to Iran, 
October 11, 1953, to Dr. Ali Amini, Minister of Finance, and his acceptance 
thereof on the same date; and 

(h) Note of William E. Warne, Director of U. S. Operations Mission to Iran, 
October 11, 1953, to Dr. Ali Amini, Minister of Finance, and his acceptance 
thereof on the same date (second sugar transaction). 

Pursuant to the above referenced notes, the government of the United States 
has provided the sum of $10,000,000 for the importation of essential commodities 
in accordance with reference (e) above; the further sum of $10,000,000 for the 
purchase of R1s837,000,000 in accordance with reference (g) above; and has 
obligated itself to the importation of 100,000 tons of sugar in accordance with 
the provisions of references (f) and (h) above, at an estimated cost of 
$12,000,000. 

It is apparent, therefore, that not to exceed $13,000,000 remains of the $45,- 
000,000 emergency assistance with which to import commodities and thus gen- 
erate rials for use by the Government of Iran. In addition, there may be up 
to $8,000,000 of point 4 program funds which may be made available for the 
importation of commodities and generation of rials. It is proposed that these 
dollar funds be made available to the Government of Iran in accordance with 
the following procedures: 

1. The Ministry of Finance will request the Government of the United States 
to issue purchase authorities for the importation of essential commodities 
describing in broad categories the items desired to be imported, the estimated 
commodity and ocean freight costs and recommended geographic sources. Such 
requests will utilize code numbers which will be supplied by this Mission to the 
Minister of Finance. Upon approval in whole or in part of such requests, this 
Mission will issue purchase authorities authorizing a bank in Iran as an Ap- 
proved Applicant to establish dollar credits in the name of government or private 
importers for the importation of such commodities. 

The Approved Applicant will assure that at least 50 percent of the rial equiva- 
lent of the dollar value of the letter of credit will be deposited by the importer 
with it on the establishment of the letter of credit, and that the balance of the 
rials to be provided by the importer will be deposited prior to the entry of such 
commodities into Iran. 
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The Approved Applicant will promptly deposit to the Special Account No. 30824 
of the Minister of Finance an amount equal to 90 percent of all rials received 
from importers at the time the letters of credit are established, and the remainder 
of the rial equivalent of the foreign exchange utilized in settlements under the 
letters of credit will be deposited by the bank to the credit of this Special Account 
simultaneously with the release of title documents for the imports in question. 

2. All rials purchased, generated, or otherwise derived from the use of dollar 
funds, including dollar funds heretofore supplied in accordance with references 
(d), (e), (f), (g), and (h) above, will be deposited by the Government of Iran 
in the Special Account of the Minister of Finance, Account No. 30824. This 
account shall be maintained in collaboration with the Comptroller of this Mission 
in sufficient detail so that prompt and accurate reportings may be transmitted 
by him to the Government of the United States. 

3. The Minister of Finance shall promptly make available, upon request of 
this Mission, sufficient rials to finance the point 4 program in Iran. Such pay- 
ments shall be deposited to the account of the Office of Consolidated Services, 
established pursuant to Administrative Agreement No. 2, executed April 1, 1953, 
between William E. Warne, Director of Technical Cooperation for Iran, and the 
then Minister of Agriculture, the then Minister of Education, and the then Man- 
aging Director of the Seven Year Plan Organization, as amended, the Co-Direc- 
tors of the Office of Consolidated Services will apportion these rials funds to this 
Mission and Joint Funds established with ministries and agencies of the Iranian 
Government. In addition, the Ministry of Finance will determine the respective 
amounts destined for budgetary support and an economic development (impact) 
program. The Ministry of Finance will pay into the Joint Fund for Emergency 
and Special Economic Assistance, hereinafter established, the amount determined 
to be available for an impact program. 

4. None of the dollar funds heretofore or herein provided, nor any of the rial 
funds purchased, generated or otherwise derived from the sale of such dollars, 
shall be used to make payments on account of the principal or interest of any 
debt of the Government of Iran or on any loan made to the Government of Iran 
by any other foreign government; nor shall any of these funds be expended for 
any purpose for which funds have been withdrawn by the Government of Iran 
to make payment on such debts. 

5. There is hereby established the Iran-American Joint Fund for Emergency 
and Special Economie Assistance, hereinafter referred to as the “Joint Fund.” 
The Joint Fund shall serve as an agency of the Government of Iran and shall 
administer the expenditure of funds made available to it under the terms of 
this note. The Managing Director of Plan Organization and the Director of 
United States Operations Mission to Iran shall serve as the Co-Directors of 
this Joint Fund. Rials held by the Joint Fund may be maintained in such bank 
or banks as the Co-Directors shall select and shall be available only for the 
purposes of this agreement. 

6. From the total of rials generated as a result of expenditures out of the 
$45,000,000 emergency and special economic assistance funds, including rials 
acquired pursuant to the exchange of notes of September 8, 1953, the Govern- 
ment of Iran will determine the respective amounts destined for budgetary 
support and an economic development (impact) program, and the Ministry of 
Finance will pay into the Joint Fund, hereinbefore established, the amount 
determined to be available for the impact program. The Joint Fund will use 
the rials for the following purposes and under the following conditions: 

(a) Grants designed to promote economic development in Iran, in such 
amounts and under such conditions and limitations as may be determined by 
the Co-Directors of the Joint Fund; 

(b) Payment of local currency administrative expenses of the Joint Fund 
as the Co-Directors may determine; 

(c) No funds sball be withdrawn from the monies of the Joint Fund for any 
purpose except by issuance of a check or other suitable withdrawal document 
signed by both Co-Directors of the Joint Fund; 

(d) The Co-Directors of the Joint Fund shall determine the general policies 
and administrative procedures that are to govern the operations of the Joint 
Fund, such as disbursement and accounting for funds; incurrence of obliga- 
tions of the Joint Fund; purchase and use, inventory control and disposition of 
property; and the appointment and discharge of officials and other personnel 
of the Joint Fund; 
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(e) All contracts and other instructions and documents shall be executed in 
the name of the Joint Fund and shall be signed by the Co-Directors of the 
Joint Fund. The books and records of the Joint Fund shall be open at all 
times for examination by authorized representatives of the Governments of 
Iran and the United States. The Co-Directors of the Joint Fund shall render 
an annual report of their activities to the two Governments and such other 
reports aS May be appropriate; 

(f) All materials, equipment, and supplies acquired pursuant to this agree- 
ment shall become the property of the Joint Fund. Subject to limitations im- 
posed by paragraph 4 above, the Co-Directors of the Joint Fund may transfer 
such goods, materials, supplies, and equipment acquired by the Joint Fund 
in such manner as to contribute to the economic development of Iran. Any 
such goods, materials, supplies, and equipment remaining at the termination 
of this agreement shall be at the disposal of the Seven Year Plan Organization; 

(g) Any unobligated balance of rial funds left to the account of the Joint 
Fund at the termination of this agreement shall be disposed of as mutually 
agreed upon by the Government of Iran and the Government of the United States; 

(h) Under the terms of this proposal, the Seven Year Plan Organization of 
Iran shall place at the disposition of the Co-Directors of the Joint Fund all of its 
facilities, personnel, plans, and information relating to the economic develop- 
ment of Iran. In addition, the Seven Year Plan Organization of Iran shall 
contribute and make available such local currency as its budgetary condition 
will permit. 

If this proposal meets with the approval of your Government, it is requested 
that your signature and the signatures of the Governor-General of Bank Melli 
and the Managing Director of the Seven Year Plan Organization of Iran be 
affixed on the acceptance clauses appearing below. 

Sincerely yours, 


WILLIAM EB. WARNE, 
Director of United States Operations Mission to Iran. 


Accepted this 1st day of November 1953; 
For the Ministry of Finance of Iran: 
(Sgd.) Dr. AMINT, 
Minister of Finance. 
For Bank Melli, Iran: 
(Sgd.) NASSER, 
Governor General. 
For the Seven Year Plan Organization of Iran: 
(Sgd.) A. H. PANARTI, 
Managing Director. 


Mr. Mountain. Did you also have special project agreements for 
the import of commodities, or were they covered in one of these series? 
Mr. Greeory. They were not project agreements. The import of 
commodities was contained in exchanges of notes usually with the 
Minister of Finance, which stated the way in which commodities 
would be brought into the country and the use and deposit of the 
proceeds from the sale of those products by the Iranian Government. 

It was not a project in our sense of the word. 

I might say that in our present Operation Blueprint system of ICA 
there is a division between project assistance and nonproject assist- 
ance. These types of operations would fall within what we now call 
nonproject assistance. 

Mr. Harpy. Give us an example of that. Was the sugar import 
program one example of that? 

Mr. Gregory. Yes, sir. 
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(The following document was supplied for the record :) 


CONSUMER GOODS PROGRAM 
PROGRAM AGREEMENT NO. 7 


AMERICAN EMBASSY, 
Tehran, Iran, March 30, 1952. 
THE MINISTER OF FINANCE, 
Ministry of Finance, Tehran, Iran. 


Your Exce.tiency: I have the honor to refer to recent conversations between 
representatives of our Governments regarding procurement by the Government 
of the United States of sugar for the Government of Iran for sale within Iran 
and to paragraph nine of my letter of January 19, 1952, to the Prime Minister 
of Iran and to his reply thereto of January 20, 1952, according to which the rial 
proceeds from such sale would be made available to the Government of the United 
States for support of the Technical Cooperation Program undertaken in accord- 
ance with the exchange of letters cited above. 

It is the understanding of the Government of the United States that the trans- 
action involving the procurement of sugar for sale within Iran shall be governed 
by the following provisions: 

1. The Government of the United States shall procure for the Government 
of Iran 34,000 metric tons, or quantity not exceeding five million dollars cost 
to the Government of the United States delivered Iran, of refined sugar of 991% 
polarization and shall deliver on board vessel at Khorramshahr or other Persian 
Gulf port of Iran approximately a third of this amount in May, 1952, approxi- 
mately a third in June, 1952, and the balance in July, 1952. Title shall pass to 
the Government of Iran on arrival of vessel, with that Government responsible 
for costs of discharge, demurrage and other costs after arrival. 

2. The Government of Iran shall deposit with Bank Melli Iran, for credit 
to United States Technical Cooperation for Iran account No. 1, 9.60 rials for 
each kilogram of sugar so procured, 25 percent of which shall be deposited imme- 
diately upon notification to the Government of Iran by the United States Technical 
Cooperation Mission for Iran that the contract or contracts for the procurement 
of the sugar have been concluded and the remaining 75 percent immediately upon 
similar notification in respect of each shipment that the sugar has been placed 
on board ship. 

3. The responsibilities of the Government of Iran hereunder shall be discharged 
by its Ministry of Finance. 

4. The above provisions shall become effective on the date on which the Minister 
of Finance indicates the concurrence of the Government of Iran therein. 

If Your Excellency’s Government concurs in the provisions set forth above, it is 
requested that Your Excellency notify me to that effect. 

Accept, Excellency, the renewed assurances of my highest consideration. 


WILLIAM FE. WARNE, 
Director, Technical Cooperation Mission of the United States of America. 


PROGRAM AGREEMENT NO. 7 
No. 85 
TEHRAN 11/1/1331, 
March $31, 1952. 
Mr. WILitAM E. WARNE, 
Director, Technical Cooperation Mission of the United States of America 
in Tran: 


In reply to your letter of March 30, 1952, concerning transactions on an amount 
of sugar with the Ministry of Finance, I wish now to announce my concurrence 
therewith as herebelow specified : 

1. The Ministry of Finance for the purpose of ensuring the needs of the country 
purchases from the United States of America. 34,000 metric tons or a quantity 
not exceeding five million dollars cost to United States of America delivered Iran 
white refined sugar 9914 polarization to be taken over on board ship at Khor- 
ramsbahr or another Perian Gulf Port, approximately a third of this amount in 
May 1952, approximately a third in the month of June 1952, and the rest in the 
month of July 1952. Title of sugar in question shall pass to the Government of 
Iran on arrival of vessel at port and, in the meanwhile, the Ministry of Finance 
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will be responsible for payment of costs of discharge, demurrage, and other costs 
accruing from that sugar after arrival. 

2. The Ministry of Finance will pay to account No. 1 of U. 8S. Technical Coop- 
eration in Iran with Bank Melli Iran, the sum of Rls9.60 for each kilo of the 
sugar subject to transaction in this way: 


25 percent of the price immediately after receipt of an announcement from 
United States Technical Cooperation Mission in Iran that the contract or con- 
tracts for the purchase of sugar have been concluded and the remaining 75 percent 
immediately after receipt of announcement on loading of each ship. 


3. The fulfillment of this transaction will be upon the Imperial Iranian Ministry 
of Finance, 


4. The above provisions will become effective from this date. 
Accept please the renewed assurance of my highest consideration. 
MINISTER OF FINANCE. 


Mr. Harpy. Funds derived from such programs were in excess of 
the amounts contained in your program agreements? 

Mr. Greeory. No, sir; the funds that we received out of our tech- 
nical assistance funds in 1952 and in 1953 were used to import sugar 
which the Iranian Government then sold and deposited the local cur- 
rency to a United States account, which in turn provided the local 
currency which we obligated in our program agreements. 

Mr. Harpy. You bought the sugar with funds that had been appro- 
priated to the technical assistance program; is that right? 

Mr. Gregory. Yes, sir. 

Mr. Harpy. And allotted to the Iranian technical assistance pro- 
gram under the program agreements; is that correct? 

Mr. Greeory. That is right, sir. 

Mr. Harpy. Did you have any funds of a similar nature derived 
from the sale of surplus commodities that were shipped to Iran ? 

Mr. Grecory. There was a transaction during the year that I was 
gone, Mr, Chairman. 

Mr. Harpy. None while you were there? 

Mr. Gregory. None while I was there. We do have a large surplus 
commodity sale in process now, but I am sure you aren’t asking about 
that. 

Mr. Harpy. Just one point on that. Funds derived from that are 
not a part of the funds set down in your program agreements / 

Mr. Gregory. Could you clarify this question ? 

Mr. Harpy. Funds derived from the sale in the Iranian market of 
surplus commodities under Public Law 480 are not a part of the 
amounts stipulated in your program agreements ? 

Mr. Grecory. That is correct. 

Mr. Mounrarn. I believe you testified, Mr. Gregory, that one of the 
reasons why the program agreements did not specify Iranian contribu- 
tions in fixed amounts was because the condition of the Iranian econ- 
omy was such that forecasts couldn’t be made, or something to that 
effect. 

Mr. Greoory. I don’t believe that I quite said that. Could I ask the 
question to be read back to me? I lost it a little ways there. 

(The pending question by Mr. Mountain was read back by the 
reporter. ) 

Mr. Greeory. As I recall my testimony, it was to the effect that the 
United States had made a decision that we would give assistance, 
knowing that their oil income had been more or less cut off because of 
their controversy, and that they were not in a position to make cash 
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contributions; and that because of the delicate political situation, that 
the Iranian Government would have the right to determine how much 
it would give. 

Mr. Mounrarn. Well, I think that is substantially the testimony 
that you gave earlier to which I referred. 

At the project level, however, I believe you have testified that each 
project did include cash contributions. 

Mr. Greoory. No, sir; I said that it included contributions in kind 
in each instance, and sometimes there were cash contributions coming 
from municipalities and third parties, and sometimes the Ministries 
and agencies themselves. 

But it will depend upon what you call a cash contribution. 

In the event that the project agreement provided that all rial costs 
of the project would be paid by the Iranian Government, while that is 
in effect a contribution to the project, it is simply an expenditure of 
their own funds for an installation that will belong to them when the 
project is completed. 

So there is a distinction between the payment of cash by the Iranian 
Government for the local currency costs of the project and the deposit 
of cash into a joint fund over which we have joint control over the 
expenditures. 

Mr. Mountarn. When you list contributions in kind, I presume one 
of the contributions in kind, to which you referred I believe this morn- 
ing, was personnel furnished by the Iranian Government, perhaps some 
of their own technicians, some of their own officials, who participated 
in this program; is that correct ? 

Mr. Grecory. That is right. 

Mr. Mountain. Such a contribution, although recorded in kind, 
would have to be funded by an actual cash payment to those employees, 
would it not; for their salaries ? 

Mr. Grecory. They were a part of the budgetary expense of the 
Government of Iran. 

Mr. Mountarn. But it would not be listed as a cash contribution? 

Mr. Grecory. No. 

Mr. Harpy. And they would not be paid out of the joint fund? 

Mr. Grecory. Their basic salary was not paid out of a joint fund. 

There were some instances in which, because of the extra hours of 
work, and other considerations, they received additional compensation 
from the joint fund. 

Mr. Harpy. But the amounts of the contributions in kind refer only 
to funds from sources other than the joint fund ? 

Mr. Grecory. Contribution in kind refers to the contribution of a 
thing in contradistinction to cash. 

Mr. Harpy. And it did not go through the joint fund ? 

Mr. Grecory. It did not go through the joint fund; that is correct. 

Mr. Mountarn. I am not clear about this distinction on things, Mr. 
Gregory. I believe—— 

Mr. Harpy. It would include services along with things; wouldn’t 
it? 

Mr. Grecory. That is correct. That includes personnel, sites, 
rights-of-way, facilities, anything that is furnished and supplied to a 
project in any other form except out of cash. 

Mr. Mounrtarn. But cash contributions then would be in cash ? 

Mr. Grecory. That is correct, sir. 
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Mr. Mountain. And made available to whom ? 

Mr. Gregory. That would go through the joint funds. 

Mr. Mountain. So that all cash contributions would be contribu- 
tions of money to be administered by the joint fund ¢ 

Mr. Greoory. That is correct. 

Mr. Mountatn. And there would be no cash contributions counted 
as such outside of that ? 

Mr. Gree@ory. That is correct. 

Mr. Mountain. Were there cash contributions of the kind we have 
discussed made under these project agreements ? 

Mr. Grecory. Under the first project agreements I do not know 
specifically of any cash contributions whic h were made by which we 
acquired a joint control over the funds. They certainly made many, 
what we might call a kind of cash contribution, when they paid huge 
amounts of laborers to dig up the streets of Teheran to put in pipe, or 
when they paid the personnel, or when they paid the cost of erecting 
a building. 

However, under the first program and project agreements they 
were to keep their money and we were to keep our money. There 
were no cash contributions as such, except I do believe that the plan 
organization deposited eleven million rials or some such figure into 
the Joint Commission for Rural Improvement shortly before I get 
there. 

I do not know the circumstances of it, but Mr. Warne can probably 
explain that. 

Mr. Harpy. When was the arrangement for keeping the funds 
separate discontinued ? 

Mr. Greeory. In the health program the joint fund was established 
December 1952. The agr icultural and education programs were put 
under a joint fund 

(Discussion off the record. ) 

Mr. Mountain. Mr. Gregory, I wonder if before you leave the 
chair, you want to make any further statement about the matter of 
the Levant Express Co. ? 

Mr. Greeory. I would like to, if I may, have the permission of the 
chairman to reserve this matter until Friday of this week, at which 
time I can have a reply from the field to certain inquiries that I have 
addressed to the field. I would like to be able to discuss this matter 
further with the committee on Friday of this week or as soon there- 
after as possible. 

Mr. Harpy. That would be quite all right. I am not at all sure 
we will be in session on Friday, but if not we will do it at the next 
go-around. 

Mr. Grecory. I do want at that time to have an opportunity to 
make a fairly sbihe statement. 

Mr. Harpy. We will be glad for you to do that. 

Thank you. 

Mr. Sibeeese, Mr. Chairman, I would like to ask Mr. Warne 
some of these questions we have been addressing to Mr. Gregory, of 
which I think perhaps he has direct knowledge. 

Mr. Harpy, Mr. Warne, if you would please have a seat, sir. 


79239—56——-31 
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FURTHER STATEMENT OF WILLIAM E. WARNE, DIRECTOR, 
UNITED STATES OPERATIONS MISSION TO BRAZIL, INTERNA. 
TIONAL COOPERATION ADMINISTRATION 


Mr. Mountarn. Mr. Warne, as you know, we have been inquiring 
into the cash contributions made by the Iranian Government under 
the project agreements, and I think the direction of our questioning 
was along the line that if under the program agreements it was im- 
possible to make a specific forecast of their ability to contribute in 
cash, at what point was it determined in connection with project 
agreements that they could do so? 

Mr. Warne. The contribution in cash always was brought up and 
discussed with the responsible Iranian agency at the time the project 
agreement was under consideration. 

Mr. Mowunrarn. But I believe Mr. Gregory has stated that the 
earlier project agreements did not include, contributions in cash. 

Mr. Warne. That is right. Later on they did. 

Mr. Mounratn. Do you know, in point of time, when they began to 
include contributions in cash ¢ 

Mr. Warne. Well, we had a lot of project agreements. You would 
have to go back and review them individually. 

I know it happened during the period when we were working—I 
am trying to remember the actual discussions and who the personnel 
were. 

I believe it was at the start of the agreements during the 1953 fiscal 
year. 

Mr. Harpy. I wondered whether or not you could separate it by 
agreements rather than by calendar date. 

Mr. Warne. I think in 1953 fiscal year, as we went into the sup- 
plementation of the projects or the construction of new project agree- 
ments, that the problem of Iranian contribution of cash and kind 
came to the fore in each individual discussion. 

Now, I place that by reason of the fact that the first joint funds 
came into existence with the 1953 fiscal year. We had a long series 
of discussions in the old Cabinet Committee, which was replaced by 
the Joint Commission for Social and Economic Development, just 
about the time we started to document the 1953 program, which would 
make it late in December of 1952 or early in January of 1953, in which 
there would be a discussion back and forth across the table among 
the Iranians as to whether it would be feasible to make the cash con- 
tribution that was indicated, and usually the plan organization repre- 
sentative made an agreement with the ministry that it would be 
possible to carry out the agreement. 

Mr. Harpy. There is something that I am not clear on. At the 
beginning of each new fiscal year, how did you handle newly allotted 
appropriated funds? 

Mr. Warne. We got our allotment out there, or an indication of 
what the size of our allotment was going to be, not at the beginning 
of the new fiscal year, Mr. Hardy, but we did get it at a period during 
that fiscal year. 

Now, in 1953 fiscal year it was about December 8 of 1952 when 
we were advised the approximate sum of our 1953 fiscal year 
allotment. 
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Mr. Harpy. So you had between 6 and 7 months to get it worked out. 

Mr. Warne. Now, this is what we did then. I think it might help 
you if I told you what was actually done at that time. 

With this knowledge that it would be again approximately $23 
million, well, a little more than $23 million, we entered another agree- 
ment with the Iranian Government which was the agreement of De- 
cember 19, 1952, in which we indicated the amount which would be 
put up out of the 1953 funds and in addition we e agreed on the estab- 
lishment of the Joint Commission for Social and Economic De- 
velopment. 

Now, in the 1954 fiscal year, the decision as to the quantity of funds 
that would be available for the point 4 program was made such earlier. 
[t was made in the closing days of August of 1953. We were so advised 
and the amount again was approximately $23 million. 

Now, on that occasion, with a new Prime Minister, General Zahedi, 
then in the Prime Ministry, an agreement was entered into or a joint 
note was signed between Ambassador Henderson and Prime Min- 
ister Zahedi that established the overall amount of our 1954 fiscal 
year technical assistance program. 

And on that occasion, the agreement went back and reaffirmed the 
1950 agreement of October 19, which has already been discussed here 
in the record. 

It cited the exchange of notes which we have described as the 
master agreement of January 19 and 20 of 1952, and it cited the ex- 
change of notes between me and Dr. Mossadegh of December 19, 1952. 

Mr. Harpy. The one thing that I really wanted to try to under- 
stand—I think that does help to clarify the picture some—but a new 
program agreement was not worked out every time you got an allo- 
cation of funds, was it? 

Mr. Warne. No, but in those years—and I don’t know whether it 
is still being done or not, or I don’t know whether it is done in other 
countries; it is not done in Brazil, for example—but in those years a 
general statement of the size of the program and any additional ma- 
terial that was deemed pertinent at that particular time was included 
in what amounted to a supplement to the master agreement. 

Mr. Harpy. So a new agreement was drawn up as a supplement to 
the original ? 

Mr. Warne. As a supplement to the original agreement. 

Mr. Harpy. Well now, that new agreement carried a new commit- 
re on the part of the United States to additional funds; is that 
right ? 

Mr. Warne. Some of them might not have been committing docu- 
ments, but they certainly indicated the size of the annual program. 

Mr. Harpy. Well, the only question that was in my mind was this: 
In view of the fact that each time you had a new allocation you had to 
have an addendum to the program agreement, or a new program 
agreement, was there any discussion with the host government at the 
time that you were discussing the agreement or the addendum eon- 
cerning their putting in some contribution other than the ver y broad 
and nonspecific statement in the original agreement? 

Mr. Warne. Yes. Of course, in 1952, a discussion of that type 
would have been strictly academic. 

Mr. Harpy. Yes, but I am just wondering if it was all the way 


through. 





472 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Warne. No; it was not. And, as a matter of fact, as we went 
on through and got into the establishment finally of the master joint 
fund, very serious consideration was given to it, and there the joint 
contributions to a single fund by the two governments were agreed 
upon. And, it is my information that each year since then, there 
have been joint contributions made into the joint fund. 

Mr. Harpy. Well, now, is that analogous to a project agreement 
arrangement, or is it analogous to a program agreement ? 

Mr. Warne. Well, it is hardly analogous to either since—— 

Mr. Harpy. Well, maybe that is a poor word. 

Mr. Warne. Yes. It more nearly would be considered, I think, an 
amendment, or a supplement to the master agreement. 

Mr. Harpy. Supplement to the master agreement rather than the 
program agreement ? 

Mr. Warne. Yes; because it set up the new conditions under which 
the program would be financed. 

Mr. Harpy. I thought that the master agreement was an umbrella 
which stipulated no amounts with respect to either government. 

Mr. Warne. Allright. Then this is a supplement which commences 
to stipulate the amounts of beth governments; do you see ? 

Mr. Harpy. It becomes then, in substance, an addendum to the 
master agreement ? 

Mr. Warne. And it introduces the joint financing of the program. 

Mr. Harpy. Can you fix, approximately, the date when the agree- 
ment first contained an indication of a stipulated monetary participa- 
tion by the host government ? 

Mr. Warne. Well, without going back and reviewing each one of 
them 

Mr. Harpy. Will you have somebody check for us? 

Mr. Warne. The PHCO agreement of December 31, 1952, set up 
a joint fund into which funds were contributed both by us and by the 
Iranian Ministry. 

Mr. Harpy. That is in 1952? 

Mr. Warne. In 1952. 

Mr. Harpy. Well, that was not the master agreement? ‘That was 
the program agreement, as I understand it from previous testimony. 

Mr. Warne. I hope you don’t have as much trouble as I did follow- 
ing the nomenclature. 

Mr. Harpy. I am having a terrible time. 

Mr. Warne. That was the project funds agreement, but it actually 
amended the program agreement in health. The first year the program 
agreement in health was a committing document. 

Mr. Harpy. We are talking about a specific program now, we are 
not talking about a project. 

Mr. Warne. Well, Mr. Chairman, if you will bear with me, and it 
may be difficult, the first year we understood that the program agree- 
ment was the committing document. The second year, the project 
funds was the committing document. Isn’t that correct ? 

Mr. Grecory. The project agreements. This is more in my field 
now, Mr. Chairman. 
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Mr. Warne. This is a very complicated situation. 

Mr. Harpy. If you will forgive me for opening this subject, we will 
vet on to another one. 
~ Mr. Warne. Well, let me at least introduce into the record the pro- 
oram support agreement between the Ministry of Finance of Tran and 
the Co-Directors of the Joint Fund of the Technical and Economic 
Development and the Foreign Operations Administration of the 
United States of America, dated June 16, 1954, which did establish the 
funding of the master joint fund. 

(The document referred to is as follows:) 


PROGRAM SUPPORT AGREEMENT 


Between the Ministry of Finance of Iran and the Co-Directors of the Joint Fund 
for Technical and Economic Development and the Foreign Operations Admin- 
istration of the United States of America 


This program support agreement, entered into between Dr. Ali Amini, the 
Minister of Finance of Iran: Dr. Seyed Fakhredin Shademan, as Co-Director 
of the Joint Fund for Technical and Economic Development; and William PB. 
Warne, as Director of the United States Operations Mission to Lran and desig- 
nated representative of the Foreign Operations Administration of the United 
States of America (hereinafter referred to as the “‘Administration”’) and as 
Co-Director of the Joint Fund for Technical and Economic Development, 
witnesses that: 

ARTICLE I 


Pursuant to “An Agreement Outlining the Functions of Iranian and United 
States Technical Agencies,” entered into between the parties hereto and the 
members of the Joint Commission for Social and Economic Development on the 
21st day of April 1954, it has become necessary to establish funds for the 
organization and initial operating costs of the Joint Fund for Technical and 
Economic Development. 

It is therefore agreed that the Administration will contribute to the Joint 
Fund the sum of $450,000 for this purpose, of which $395,500 is from Special 
Economie Aid funds and $54,500-is from Technical Assistance funds. The parties 
agree that this sum shall be withheld in the United States of America to meet 
payments to.be made outside of Iran in U. 8S. dollars. The amounts used for 
such payments, when expended as agreed upon by the Co-Directors of the 
Joint Fund, shall be considered as if deposited to the credit of the Joint Fund. 

In addition, from riel funds made available to the Administration by and 
conditional upon the performance of obligations assumed by the Minister of 
Finance in the exchange of notes executed between William EK. Warne, Director 
of U. S. Operations Mission to Iran, and Dr. Ali Amini, Minister of Finance 
of Iran, on October 11, 1953, the Administration will make available to the 
Joint Fund not to exceed Rls. 49,500,000, of which Rls. 27,000,000 shall be 
derived from Special Economic Assistance funds and Rls. 22,500,000 from 
Technical Assistance funds. 

The Government of Iran will contribute the services and pay the salaries of 
approximately 200 Government of Iran employees, who have previously been 
detailed to the United States Operations Mission to Iran and who will be detailed 
to the said Joint Fund. 

ARTICLE II 


It is further agreed that the Administration and the Government of Iran will 
contribute further sums to cover the operating costs of the Joint Fund at such 
future times as may be required and in accordance with the availability of funds 
for such purpose. 

This agreement may be referred to as the Program Support Agreement. It 
Shall enter into force on the day of signature and shall remain in force through 
June 30, 1959, or until three months after either the Government of Iran or the 
Administration shall have given notice in writing to the other of the intention to 
terminate, whichever is earlier. 
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DONE IN DUPLICATE, in the English and Persian languages, at Tehran, this 
16th day of June 1954. Both the English and the Persian texts are valid. 


For the Foreign Operations Administration : 
WILLIAM E. WARNE, 


Director of U. S. Operations Mission to Iran. 
For the Ministry of Finance of Iran: 
ALI AMINI, 
Minister of Finance. 
For the Joint Fund for Technical and Economic Development: 
S. E. SHADEMAN, 
Co-Director. 
WILLIAM FE. WARNE, 
Co-Director. 


Mr. Warne. I also want to introduce the agreement between the 
Ministry of Finance, the Ministry of Agriculture, the Ministry of 
Interior, the Ministry of National Economy, the Ministry of Health, 
the Ministry of Education, the Seven- Year Plan Organization of Iran, 
and the Foreign Operations Administration of the United States of 
America, dated the 21st day of April 1954, which set up the master 
joint fund and the manner in which it was going to be operated, to 
place before you the manner in which the joint contributions to the 
programing was introduced in the program. 

Mr. Harpy. Thank you. 

Without objection, it will be included in the record. 

(The document refered to is as follows :) 


AGREEMENT 


Between the Ministry of Finance and the Ministry of Agriculture and the Min- 
istry of Interior and the Ministry of National Economy and the Ministry of 
Health and the Ministry of Education and the Seven-Year Plan Organization 
of Iran and the Foreign Operations Administration of the United States of 


America 


AGREEMENT OUTLINING FUNCTIONS OF IRANIAN AND UNITED STATES 
TECHNICAL AGENCIES 


This Agreement, entered into between Dr. Ali Amini, the Minister of Finance 
of Iran; Ahmad Hossein Adle, Minister of Agriculture of Iran; General Mo- 
hammad Hossein Jahanbani, Deputy Minister of Interior of Iran; Dr. Seyed 
Fakhredin Shademan, Minister of National Economy of Iran; Dr. Jahanshah 
Saleh, Minister of Health of Iran; Reza Djaffari, Acting Minister of Education 
of Iran; Abol Ghassem Panahy, Managing Director of the Seven-Year Plan Or- 
ganization of Iran; and William BE. Warne, Director of the United States Opera- 
tions Mission to Iran, and designated representative of the Foreign Operations 
Administration of the United States of America (hereinafter referred to as the 
“Administration” ), witnesses that: 


ARTICLE I 


Pursuant to the exchange of notes between the Governments of Iran and 
the United States, signed at Tehran on January 19 and 20, 1952, a cooperative 
technical assistance program was initiated. It is the purpose of this agreement 
to define operational relationships and to create administrative units facilitating 
the execution of this cooperative program. All activities provided herein shall 
be performed pursuant to the exchange of notes of January 19 and 20, 1952. 


ARTICLE If 


The chart, marked “Exhibit A” and attached hereto, depicting the functions 
of the United States Operations Mission to Iran, the Ministries, and the Joint 
Funds, including units thereof, is hereby approved and adopted. 
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ARTICLE III 


To facilitate the administration of our cooperative programs and to assure 
that the fullest benefits accrue to the Government and people of Iran, it is agreed 
that operations of cooperative programs will be conducted pursuant to the 
attached chart in accordance with responsibilities assigned as follows : 


A. Joint Fund for Technical and Economic Development 


1. There will be established the Iran-American Joint Fund for Technical and 
Economic Development. This Joint Fund will serve as an agency of the Govern- 
ment of Iran, and shall provide countrywide economic and financial planning 
and administrative services to Iranian Ministries and Joint Funds established to 
carry out specific program responsibilities. The Director of the United States 
Operations Mission to Iran and Dr. Seyed Fakhredin Shahdeman, Minister of 
National Economy of Iran, shall serve as Co-Directors of the Joint Fund for 
Technical and Eeonomic Development. The monies of the Joint Fund may be 
maintained in such bank or banks as the Co-Directors shall select and shall be 
available only for the purposes of this agreement. Allocations of technical 
assistance and special economic assistance funds in support thereof, appropri- 
ated by the Governments of Iran and the United States, exclusive of pay, allow- 
ances, subsistence, and related costs of the United States technicians, shall be 
channelled through this Joint Fund. The Office of Project Manager and all 
activities thereunder shall be conducted pursuant to the direction of the Co- 
Directors of the Joint Fund. At the option of the Administration, the United 
States allocations of dollars may be withheld to make payments outside of Iran 
and, when expended as agreed upon by the Co-Directors, shall be considered as if 
deposited to the credit of the Joint Fund. 

2. No funds shall be withdrawn from monies of the Joint Fund for any purpose 
except by issuance of a check or other similar withdrawal document signed by 
both Co-Directors of the Joint Fund. The Co-Directors may include in the 
deposit agreement to be made with any bank a provision that the bank shall be 
obligated to repay to the Joint Fund any monies which it shall pay out from the 
Joint Fund on the basis of any document that has not been signed by the two 
Co-Directors or their designated representatives. 

3. It is agreed that the activities to be undertaken in accordance with this 
agreement may include cooperation between the parties hereto and other govern- 
mental and municipal agencies as well as other legal entities, and international 
organizations of which the United States of America and Iran are members. 
sy agreement between the Co-Directors of the Joint Fund for Technical and 
Economie Development contributions of funds, property, services, or facilities 
by either or both parties, or by third parties, may be accepted for use in effectu- 
ating the cooperative program, in addition to the funds, property, services, and 
facilities contributed under this agreement. 

4. Cooperative programs initiated jointly by the Governments of Iran and 
the United States shall be contained in program agreements executed between 
the United States Operations Mission to Iran and the Ministry or other Iranian 
agency concerned with the execution of the program. Within the limits of 
available funds, the Co-Directors shall make the following apportionments : 

(a) Program operation supplies, equipment and funds necessary to provide 
administrative services to agreed specific programs ; and 

(b) Program supplies, equipment and funds to Iranian agencies and specific 
program Joint Funds in accordance with recommendations issued by the Iran- 
American Joint Commission for Social and Economic Development. 

5. The general policies and operational procedures that are to govern the 
operations of the Joint Fund, such as the disbursement of and accounting for 
funds, the incurrence of obligations of the Joint Fund, the receipt, purchase, use, 
inventory, control and disposition of property, the appointment and discharge of 
officers and other personnel of the Joint Fund and the terms and conditions of 
their employment, and all other operational matters, shall be determined jointly 
by the Co-Directors. 

6. The Joint Fund will maintain or cause to be maintained, books, accounts and 
records adequate to reflect all financial activity and to identify the goods pur- 
chased in whole or in part by it, and to disclose the end use thereof. 

7. The Joint Fund will enable accredited representatives of the Administration 
to inspect any and all goods purchased in whole or in part, and to visit any of 
the sites on which a project is carried out, and to inspect, audit and make copies 
of any beoks, accounts, records, contracts, orders, invoices, studies, reports and 
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other documents relating to the goods purchased in whole or in part by the 
Joint Fund, and the use thereof in a project or to the progress of the project, 

8. The Joint Fund for Technical and Economic Development, as well as specific 
program Joint Funds, will furnish or cause to be furnished to the Administration 
all such information at such times, in such form and in such detail as the Admin- 
istration shall reasonably request, relating to the expenditure of funds, the use 
of the goods purchased in whole or in part, the progress of the project, and the 
internal and external financial and economic conditions of the projects. 

9. All contracts of the Joint Fund and other instruments and documents shall 
be executed in the name of the Joint Fund and shall be signed by the Co-Di- 
rectors. The books and records of the Joint Fund relating to the cooperative 
program shall be open at all times for examination by authorized representatives 
of the Administration. The Co-Directors of the Joint Fund shall render an 
annual report of their activities to the two Governments, and other reports 
at such intervals as may be appropriate. 

10. All funds actually deposited to the credit of the Joint Fund pursuant to 
this agreement shall continue to be available for the cooperative program without 
regard to annual periods or fiscal years of either of the parties. 

11. All materials, equipment, and supplies acquired by the Joint Fund for the 
cooperative program shall become the property of the Joint Fund, and shall be 
used only in the furtherance of this agreement. Transfers of goods, supplies, 
equipment, and funds to specific program Joint Funds shall be effectuated by the 
Co-Directors of this Joint Fund in accordance with duly executed program and 
project agreements. Any materials, equipment, and supplies remaining with the 
Joint Fund at the termination of the cooperative program shall be at the 
disposition of the Ministry of Finance. 

12. Interest received on funds of the Joint Fund, and any other increment of 
assets of the Joint Fund, of whatever nature or source, shall be devoted to the 
carrying out of the cooperative program. 

13. Any funds of the Joint Fund which remain unexpended and unobligated on 
the termination of the cooperative program, unless otherwise agreed upon in 
writing by the parties hereto at that time, shall be returned to the parties hereto 
in the proportion of the respective funds contributed by the parties under this 
agreement, as it may be from time to time amended and extended. 

14. The parties declare their recognition that the funds provided in this agree- 
ment for expenditure by the Administration or the Iran-American Joint Fund for 
Technical and Economic Development are used in furtherance of the technical 
cooperation program in Iran, and that the Administration and the Joint Fund 
are entitled to the rights and privileges provided for in the exchange of notes 
executed between the Governments of Iran and the United States, referred to in 
Article I of this agreement. 

15. Any right, privilege, power, or duty conferred by this agreement upon either 
of the Co-Directors may be delegated by either of them to any of their assistants, 
subject to any limitations that may be prescribed by their respective Governments. 


B. Iranian Ministries, including Plan Organization 


Iranian Ministries assume primary responsibility for the execution of coopera- 
tive programs and projects, and agree to utilize to the maximum extent the tech- 
nical assistance services of the United States Operations Mission to Iran. Within 
funds made available for those purposes, the Ministries concerned will receive 
operational assistance from the Joint Fund for Technical and Economic Develop- 
ment and financial assistance from Joint Funds established within their 
organizations. 


C. United States Operations Mission to Iran 


1. This Mission will continue to make available the funds necessary to recruit, 
transport, and pay the dollar expenses of United States technicians. In addition, 
this Mission will provide an administrative staff to the Director of the Mission. 

2. This Mission may appoint provincial directors to represent the Director of 
the Mission in provincial capitals and prominent cities of Iran. It is agreed that 
such provincial directors will also direct the regional offices of Project Manage- 
ment, established within the Joint Fund for Technical and Economic Develop- 
ment, in accordance with Exhibt A attached hereto. 


D. Joint Commission for Social and Economic Development 


In addition to recommending the apportionments of program funds (Article II, 
Section A, paragraph 4 (b), this Commission will continue to: 
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1. Advise and assist in determinations of basic economic and social needs and 
in the establishment of relative priorities for economic development programs: 

» Advise and facilitate the coordinated development, integration, and applica- 
tion of program objectives and policies ; 

3. Review proposals for cooperative programs and submit recommendations 
thereon to the Director of United States Operations Mission to Iran and the 
appropriate Minister or Ministers of the Government of Iran ; 

4, Recommend to the Co-Directors of the Joint Fund operational policies, pro- 
cedures, regulations, and accounting procedures limiting the expenditures of 
funds to the purposes and objectives set forth in duly executed cooperative 
programs or projects. 

ARTICLE IV 


This agreement may be referred to as the “Agreement Outlining the Functions 
of Iranian and United States Technical Agencies.” It shall enter into force on 
the date on which it is signed and shall remain in force through June 30, 
1959, or until three months after either the Government of Iran or the Admin- 
istration shall have given notice in writing to the other of intention to termi- 
nate, whichever is earlier. 

Done in duplicate, in the English and Persian languages, at Teheran, this 
2ist day of April 1954. Both the English and the Persian texts are valid. 

For the Foreign Operations Administration : 

(Sgd.) Wutir1aAm E. WARNE, 
Director of U.S. Operations, Mission to Iran. 

For the Ministry of Agriculture: 

(Sgd.) AnnmaAp H. ADLE, 
Minister of Agriculture. 

For the Ministry of Interior: 

(S¢d.) H. JAHANBANTI, 
Deputy Minister of Interior. 

For the Ministry of Health: 

(S¢d.) JAHANSHAH SALEH, 
Minister of Health. 

For the Seven-Year Plan Organization of Iran: 

A. G. PANARY, 
Managing Director. 

For the Ministry of Finance: 

(Sgd.) Dr. AMINI, 
Minister of Finance. 

For the Ministry of Education : 

(Sed.) RR. DJArrart, 
Acting Minister of Education. 

For the Ministry of National Economy : 

(S¢d.) S. F. SHADEMAN, 
Minister of National Economy. 


Mr. Mountain. Mr. Warne, do you recall, and, of course, this would 
be subject to correction, as we check the specific documents, whether 
there were any cash contributions agreed to by the Iranian Govern- 
ment prior to the fall of 1954? 

Mr. Warne. The fall of 1954? 

Mr. Mounrarn. I am sorry, the fall of 1953. 

Is it correct that the cash contributions of the Iranian Government 
were not agreed to until after we started our program of giving them 
economic aid arrel budget support ? 

Mr. Warne. Well, I can tell you this: I am not sure whether these 
were meant to cover cash contributions that were to become binding on 
the Iranian Government as a result of agreements that we made, but 
many months before that the Iranian Ministries had entered into 
agreements with us that they considered binding on them, and requir- 
ing cash, Iranian rials, on their part, and that money was supplied to 
them by the Plan Organization. 
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Now, I wouldn’t be ina ee to tell you at this moment that those 
obligations were accepted by them in a way that necessitated listing in 
our project agreements a cash contribution, but they did obligate the 
Iranian Ministry in such a way as to require cash which they didn’t 
have in sight, and which the Plan Organization had to underwrite for 
them. And, that was a year at least before our aid program started 
out there. 

Mr. Harpy. I still am not clear on the time element with respect to 
when there was agreement by the Iranian Government to make cash 
contributions to these projects. I should like to try to relate what you 
are now saying to some of the previous testimony given by other 
witnesses. I recall some testimony on this by either Mr. Dickins or 
Mr. Reeves. Are we talking about the same period of time to which 
they referred ? 

Mr. Mountain. Just a little earlier. I believe, so far as the chro- 
nology goes, that the Mossadegh government fell in August of 1953. 
Is that correct, Mr. Warne? 

Mr. Warne. That is correct. 

Mr. Mountain. And, also, I believe you stated in your testimony at 
the introduction of our hearings, that it was after that point, approxi- 
mately September 1953, that the United States began to give budget 
assistance. I believe the initial increment was something in the 
amount of $45 million on top of the $23 million in technical assistance. 

Mr. Warne. That is correct. 

Mr. Mountain. The time, Mr. Chairman, that Mr. Dickins was 
functioning in Iran was just prior to this point, which was May 23, 
1958, I believe, through July 22, 1954, and I don’t know if that is 
relevant to what is in your mind or not. 

Mr. Warne. Mr. Dickens didn’t give any testimony on that subject 
at all. 

Let me go back and pick up a point which may serve to refresh your 
memories and help everybody fix the point in time. 

It seems to me that there was a discussion growing out of the trip 
Mr. Reeves made to Washington in August and September of 1952 
of the question of whether or not the Iranians would indeed make the 
contributions that they had agreed to make under the project 
agreements. 

Mr. Harpy. That is right, and that was one of the things that we 
had considerable discussion on the other day. 

Mr. Warne. That was in 1952. 

Mr. Harpy. That was 1952? 

Mr. Warne. That’s right. 

Now, when that statement was investigated by me in Teheran, I 
think you will recall from the record, the investigation disclosed that 
no one had any suggestion as to how that could have come about, 
excepting only that Mr. Reeves mentioned a Crown lands project, 
which actually was signed some 9 days after the letter of September 
18 from Mr. Fryer. 

Mr. Harpy. The thing that I was trying to do at the moment was 
to fix the period. 

Mr. Warne. In doing so you have fixed it in my mind, Mr. Chair- 
man, and the Crown lands project did set out a commitment on the 
part of the Crown Lands Agency, AMLOK, but it was not a com- 
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mitment to pay money into a joint fund but rather to make a deposit, 
a capital deposit in a development bank in which we were cooper: one 


too. 
(The pertinent program and project agreement documents follow :) 


PROGRAM AGREEMENT No. 12 


Under Technical Cooperation Program, Between The Ministry of the Court of 
His Imperial Majesty of Iran and the Technical Cooperation Administration 
of the United States of America 


PROGRAM AGREEMENT CONCERNING LAND DISTRIBUTION 


This Program Agreement Concerning Land Distribution, entered into between 
Hossein Ala, Minister of the Court of His Imperial Majesty, Mohamed Reza 
Shah Pahlevi (hereinafter referred to as the “Minister’”’), and William E. Warne, 
Director of Technical Cooperation for Iran, and designated representative of 
the Technical Cooperation Administration (hereinafter referred to as the 
Director”), witness that the parties hereto have agreed as follows: 


Article I 


Pursuant to the exchange of notes of January 19 and January 20, 1952, relating 
to the Technical Cooperation Program for the economic development of Iran, 
a cooperative program concerning land distribution shall be initiated in Iran. 
The Minister of the Court of His Imperial Majesty, Mohamed Reza Shah Pabhlevi, 
and the Technical Cooperation Administration (hereinafter referred to as the 
“Administration”), shall participate jointly in all phases of the planning and 
direction of the Cooperative Program. This agreement and all activities carried 
out pursuant to it shall be governed by the terms and conditions of the said 
exchange of notes dated January 19 and January 20, 1952, referred to above. 


Article II 


The objectives of this Cooperative Program Concerning Land Distribution are: 
1. To provide needed technical assistance and aid to the distributees 
under His Majesty’s Land Distribution Program with respect to improved 
economie and social practices. 
2. To stimulate and increase the interchange between the two countries 
of knowledge, skills and techniques in the field of farm ownership, manage- 
ment, exploitation and conservation. 


> 


3. To further otherwise the overall economic development of Iran. 
Article ITI 


It is agreed that this cooperative program of land distribution will include: 
1. The furnishing by the Administration of specialists (hereinafter re- 
ferred to as the “Technical Mission’’), to assist in carrying out the coopera- 
tive program. 
2. The development and carrying out of activities of the following types: 
The initiation and execution of projects pursuant to written opera- 
tional agreements between the Minister and the Director, which may 
include activities of the following types: Training and supervising the 
activities of village and area supervisors; providing to distributees 
technical assistance; providing assistance to financial institutions en- 
gaged in extending credit to distributees; projects otherwise aiding the 
land distribution program of His Imperial Majesty, Mohammed Reza 
Shah Pahlevi; and such other related projects as they may hereafter 
mutually agree upon. 
Article IV 


1. Each activity undertaken under this agreement shall be embodied in a 
written operational agreement which shall be agreed upon and signed by the 
Minister and the Director; shall define the kind of work to be done; shall set 
torth the contributions to the activity ; and may contain such other matters as the 
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parties may desire to include. Upon completion of any activity, a completion re- 
port shall be drawn up and signed by the Minister and the Director, which shail 
provide a record of the work done, the objectives achieved, the contributions 
made, the problems encountered and solved, and related materials. 

2. The selection of any persons to be sent for training to the United States of 
America and elsewhere pursuant to this agreement, as well as the training 
which they shall undertake, shall be determined jointly by the Minister and the 
Director. 

3. The book and records relating to this cooperative program of land distribu- 
tion shall be open at all times for inspection and audit by authorized representa- 
tives of the Administration and the Ministry. 


Article V 


It is agreed that the activities to be undertaken in accordance with this agree- 
ment may include cooperation between the parties hereto and other governmental 
and municipal agencies, as well as other legal entities and international organi- 
zations of which the United States of America and Iran are members by proj- 
ects submitted through the Ministry concerned. By agreement between the 
Minister and the Director, contributions of funds, property, services, and facili- 
ties by either or both parties, or by third parties, may be accepted for use in 
effectuating the cooperative program of land distribution, in addition to the 
funds, property, services, and facilities contributed under this agreement. 


Article VI 


1. The parties hereby agree to contribute and make available to the extent 
provided below, during the period ending September 30, 1952, funds for use in 
earrying out the program, as follows: 

(a) The Administration shall pay the salarfes and other expenses of the 
members of the Technical Mission, as well as such expenses of an admin- 
istrative nature as the Administration may incur in connection with this 
program, 

(b) In addition, the Administration shall make available for the coopera- 
tive program of land distribution Rls 27,500,000 from the local currency 
account of the Government of the United States of America, established 
pursuant to the provisions of the notes dated January 19 and January 20, 
1952, referred to above. 

(c) The Ministry shall contribute and make available such technical and 
financial assistance, personnel, supplies, facilities, and services as the Min- 
istry determines to be available to further the work of the cooperative pro- 
gram of land distribution. 

2. The funds contributed and made available by each party shall be expended 
for acquiring such materials, equipment, and services for use in the program as 
agreed to by the Minister and the Director. 

3. The funds made available by each party shall be retained by that party for 
expenditure pursuant to the provisions of this agreement. 

4. The parties hereto may later agree in writing upon the amount of funds 
that each will contribute and make available each year for use in carrying 
out the program during the period from July 1, 1953, through June 30, 1957. 


Article VII 


All funds made available to the program pursuant to Article VI of this 
agreement shall continue to be available for the cooperative program con- 
cerning land distribution during the existence of this agreement, without re- 
gard to annual periods or fiscal years of either of the parties. All materials, 
equipment, and supplies acquired for the program shall be used only in 
the furtherance of this agreement. Any such materials, equipment, and sup- 
plies remaining at the termination of this cooperative program shall be at 
the disposal of the Ministry. 


Article VIII 


Subject to the provisions of Article VI hereof, any funds which remain 
unobligated on the termination of this cooperative program shall, unless other- 
wise agreed upon, in writing by the parties hereto at the time, be returned 
to the party concerned under this agreement, as it may be from time to time 
amended and extended. 
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Article IX 


Any right, privilege, power, or duty conferred by this agreement upon either 
the Minister or the Director may be delegated by either of them to any of 
his respective assistants, provided that each such delegation be satisfactory 
to the other. Such delegation shall not limit the right of the Minister and 
the Director to refer any matter directly to one another for discussion and 
decision. 

Article X 


This agreement may be referred to as the “Program Agreement Concerning 
Land Distribution.” It shall enter into force on the date on which it is signed 
and shall remain in force through June 30, 1957, or until three months after 
either party shall have given notice in writing to the other of intention to 
terminate, whichever is earlier; provided, however, that the obligations of the 
parties under this agreement for the period from July 1, 1952, through June 30, 
1957, shall be subject to the availability of appropriations to both parties for 
the purposes of the program and to the further agreement of the parties pur- 
suant to Article VI, paragraph four hereof. 


DONE IN DUPLICATE, in the English and Persian languages, at Tehran, this 
27th day of September, 1952. Both the English and the Iranian texts are 
valid. 

For the Technical Cooperation Administration : 

(S¢d.) Wur11aAmM E. WARNE, 
U.S. Director of Technical Cooperation for Iran. 


For the Ministry of the Court of His Imperial Majesty: 


(Sgd.) Hossern ALA, 
Minister of the Court. 


PROJECT AGREEMENT No. 3) 


Under Land Distribution Program Agreement Between the Ministry of the 
Court of His Imperial Majesty of Iran and the Technical Cooperation Admin- 
istration of the United States of America 


PROJECT AGREEMENT CONCERNING HAS MAJESTY’S LAND DISTRIBUTION PROGRAM 


This project agreement, entered into between Hossein Ala, Minister of the 
Court of His Imperial Majesty, Mohamed Reza Shah Pahlevi (hereinafter re- 
ferred to as the “Minister”), and William BE. Warne, Director, Technical Coopera- 
tion for Iran, and designated representative of the Technical Cooperation Ad- 
ministration (hereinafter referred to as the “Administration”), witness that the 
parties hereto have agreed as follows: 

Considering that it is the purpose of this agreement to aid the efforts of the 
people of Iran to develop their resources and improve their working and living 
conditions by encouraging the equitable distribution of farm land among persons 
occupying and actively engaged in tilling the soil; 

Desiring that these efforts of the people of Iran should be aided by utilizing 
available Point IV funds to provide supervision, training, and guidance to par- 
ticipating distributees desirous of adopting improved economic and social prac- 
tices ; 

Recognizing that participating distributees will require training, guidance, 
and economic assistance ; and 

Finding that His Imperial Majesty, Mohamed Reza Shah Pahlevi, has estab- 
lished the Royal Land Commission for the purpose of distributing land owned by 
His Imperial Majesty, Mohamed Reza Shah Pahlevi, to persons occupying and 
actively tilling such land; that such distribution constitutes a major social 
reform in Iran; that, in order to provide economic support to the participating 
land owners, His Imperial Majesty is establishing a financial institution to be 
known and designated as the Bank of Development; that the ultimate accom- 
plishment of the objectives of the land distribution program is dependent on the 
recruitment and employment of village supervisors and the availability of capital 
for the Bank of Development; that the project is an appropriate part of a pro- 
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gram designed to contribute to the economic development of Iran and is actually 


needed and economically sound ; 
Now, THEREFORE, THE PARTIES HERETO MUTALLY AGREE THAT : 


Article I 


Pursuant to the Program Agreement Concerning Land Distribution, entered 
into between the Minister of Court and the Administration on September 27, 
1952, a project in aid of the Crown Lands Distribution Program is hereby under- 
taken by the parties hereto. This agreement and all activities carried out pur- 
suant to it shall be governed by the terms and conditions of the Program 
Agreement Concerning Land Distribution. 


Article IT 


The Administration will establish and operate for the period of one month 
a demonstration training course for village and area supervisors in the Veramin 


Plains District. 
Article IIT 


Subject to the availability of appropriations and allotment of funds for these 
purposes (a) the Administration will provide the services of a technician to 
train and supervise the activities of the village and area supervisors; (b) the 
Administration will provide the services of a financial advisor to the Bank of 
Development: (c) The Administration will provide technicians to demonstrate 
improved economic and social practices in the twelve villages of Veramin Plains 
District first distributed under the Land Distribution Program. 


Article IV 


The Administration will provide the Bank of Development for use pursuant 
to purposes of this project the sum of Rls 27,500,000. The Bank of Development 
will receive such funds as needed on its call as approved by the Administration's 
Economic Development Division. Of the funds so provided, Rls 17,600,000 shall 
be considered as a credit of the Development Bank for use in performing its 
proper banking functions necessary to the objectives of this program, as outlined 
in Article 3 of Exhibit B, attached to the Paul V. Maris report on the Crown 
Land Distribution, and Rls 9,900,000 shall be deposited with the Bank for the 
purpose of meeting the costs of supervisory services in the Veramin Plains 
District for a period of 15 years as outlined in Article VIII of the aforesaid 
Maris report. 

So long as the Technical Cooperation program is continued between the two 
governments, the amount of such fund of Rls 9,900,000 to be used for the cost 
of supervisory services each year shall be agreed upon by the Bank of Develop- 
ment and the Administration’s Economic Development Division. ‘ 


Article V 


The Minister, through the Crown Lands Office or the Bank of Development, 
agrees: (1) To organize and operate a rural consumers cooperative in the 
Veramin Plains District and in such other areas as may be desirable and prac- 
tical; (2) To carry out the provisions, purposes, and objectives of the land dis- 
tribution program adopted and enunciated by His Imperial Majesty, Mohamed 
Reza Shah Pahlevi, embodied in the report of Paul V. Maris, May 28, 1952; (3) 
To provide to the Bank of Development during the period ending September 30, 
1952, capital funds in the amount of Fifteen Million Rials (Rls 15,000,000) : 
(4) To provide the financial advisor to the Bank of Development furnished by 
the Administration with office facilities, transportation, and clerical assistance. 


Article VI 


It is expressly understood and agreed that the Administration may designate 
the Near East Foundation to administer this project, or any portion thereof, on 
behalf of the Administration. 


Article VII 


The Administration will provide technical supervision, guidance, and advice 
in carrying out this project and technicians of the Administration shall have 
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access to all facilities, books, and records relating to this project of the Ministry, 
Bank of Development, and consumers cooperatives for the purpose of accounting 
and giving such supervision, advice, and guidance as may be necessary to accom- 
plish the objectives of the project. 


Article VIII 


This project may be referred to as “Project Concerning His Majesty’s Land 
Distribution Program” and shall remain in force until June 30, 1957, unless 
earlier terminated by either party on the giving of a written three months’ notice 
of termination. 

DONE IN DUPLICATE, in the English and Persian languages, at Tehran, this 27th 
day of September 1952. Both the Hnglish and the Iranian texts are valid. 

For the Technical Cooperation Administration : 


/3/ WILLIAM E. WARNE, 
U. S. Director of Technical Cooperation for Iran. 

For the Ministry of the Court of His Imperial Majesty of Iran: 

/8/ HOSSEIN ALA, 
Minister of the Court. 

Mr. Harpy. That is, I believe, one of the specific items that Mr. 
Reeves referred to in his reply that you said was about 15 days before 
the project agreement was signed. 

Mr. Warne. Yes; 9 days, I think, something like that. 

Mr. Harpy. It was prior to the time. That specific project was 
the one that was referred to in Mr. Reeves’ reply, I believe. 

Mr. Warne. Yes; that is right, so we may be talking about several 
different things here. 

Mr. Harpy. I want to get back to the time, but as long as we are on 
that specific thing, let’s see if we can clear this up. 

I would assume that any discussions that took place with Iranian 
officials concerning their intent with respect to participating or put- 
ting up any money on the Crown lands project, would have had to 
have taken place considerably before the project agreement was signed. 
Would that be right ? 

Mr. Warne. Well, it would have taken place before the project 
agreement was signed, yes. 

Would you like to have me discuss that ? 

Mr. Harpy. I had not intended to get into it at this point, but 
since we got into it, I do think that probably we ought to clear it up 
while we are talking about it. 

Mr. Warne. I would be happy to try to do that. 

Now, the fact of the matter is this: That the question was raised in 
the memorandum of Mr. Reeves to me after I asked the staff for in- 
formation that would give anyone the right to say that we had en- 
tered into agreements with the Iranian Government, knowing that the 
Iranian Government did not intend to fulfill its share of the agree- 
ment. The only citation anyone at that time could give was the 
Crown lands project. 

_Now, I didn’t think that was a matter that Washington could pos- 
sibly have had in mind on September 18, since the project hadn’t 
been signed on September 18 but was indeed signed later. 

Mr. Reeves cited that during some discussion that he had partici- 
pated in with some of the technicians involved in the AMLOK pro- 
gran—AMLOK being the Crown Lands Agency—that the question 
was raised as to whether indeed the moneys oughtn’t to be paid in at 
a different scheduled rate, 2 million rials a month, I believe, over a 
period of several months instead of some 15 million at a specific time. 
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Mr. Gregory, who was either at that meeting, or who learned of 
this one way or another, came to me and said that the question had 
been raised. 

I had sat with the Board of Directors at the AMLOK group, which 
included the Minister of Court, Mr. Hossein Ala, who is presently the 
Prime Minister of Iran, who was then Minister of Court of Iran, and 
he was the man with whom the agreement was to be signed, not some- 
one else. 

On this occasion, it is my recollection now that I telephoned the 
Ambassador and he suggested that he would get in touch with Mr. 
Ala, though it is conceivable that I called Mr. Ala myself. 

In any event, Mr. Ala, in the event I did not telephone him directly, 
telephoned me directly within a few minutes, and I asked him whether 
the AMLOK really was in a position to fulfill the commitments it 
would assume under the project agreement. 

Mr. Ala said that he had just finished going over the proposed 
project agreement and the AMLOK was in a position to meet the obli- 
gations that it might assume under the agreement. 

Now, since I was the signatory of the agreement, and also since | 
was the negotiator of the agreement, in its final form, I think that 
no one is in a position to say that I didn’t have the assurances, proper 
assurances, of the Iranian officials with regard to it. 

On about the 27th of September we had—if it was a Wednesday, 
it was the 27th—we had a meeting of the Joint Commission or at that 
time it was the Cabinet Committee. It was held in the office of Mr. 
Zanganeh, the Director General of the Plan Organization. Mr. Ala 
was present and I was present. The agreement was placed before 
the Cabinet Committee, was approved by the Cabinet Committee. It 
was then signed jointly by me and Mr. Ala. 

Mr. Harpy. Well, I think, insofar as this particular situation is 
concerned, probably the record will indicate that both Mr. Reeves’ 
statement and your statement are correct. 

Mr. Warne. I don’t doubt that. The record—no one has denied 
that Mr. Reeves may have been told by someone involved in it that—— 

Mr. Harpy. It is entirely possible, I gather from your testimony, 
that Mr. Reeves may have been in the conference when there was a dis- 
cussion about it, and I think that it is obvious from this particular 
situation that it would have been virtually impossible for them to 
have met the agreement set forth in Project Agreement No. 30, dated 
September 27, 1952. 

The agreement itself says: 

To provide to the Bank of Development during the period ending September 
30, 1952, capital funds in the amount of 15 million rials. 

Now, that was just 3 days later, just 3 days after the agreement was 
signed, and it would seem to me that in the development of a propo- 
sition of this kind, it is entirely conceivable that discussion with 
respect to the ability or the likelihood of this 15 million rials being 
paid in by September 30 was discussed, and that it was understood that 
it wasn’t going to be paid. Maybe there was no necessity for it, 2s 
you indicated. 

As you pointed out in your letter to Mr. Fryer—I will read this 
one statement in here: 

I agree with Mr. Reeves that the Iranian contribution to the Development 
Bank has not been deposited. However, there are many good reason for the 
delays. 
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And you set forth several reasons. 

Mr. Warne. One of them being that we hadn’t been in the position 
to make our contribution ourselves, and another, we hadn’t set the bank 
up yet. The bank didn’t get set up in time. 

Mr. Harpy. That is correct. But in any event, as I see this. I 
think the question arising now is were those funds ever paid. 

Mr. Warne. Yes. 

Mr. Harpy. Were they paid in cash ? 

Mr. Warne. I have submitted to the committee—I ask for it back 
now—a statement that was presented—— 

Mr. Harpy. Waitaminute. 1 think it would be pertinent to inquire 
whether they were paid and when they were paid. 

Mr. Warne. I think you are quite right. 1am very happy to have 
the opportunity to clear this matter up. 

I have here before me an original letter signed by myself and sent 
on an airgram form to Washington, February 18, 1954, and it says: 

Attached are 10 copies of host country commitments and contributions in cash 
rials, foreign currencies, and in kind as of January 31, 1954. 

Now, it has some other material in it. That doesn’t shed any more 
light on the statement. This thing has been used so much that it is 
coming to pieces. 

Mr. Harpy. Pretty nearly worn out like some of us. 

Mr. Warne. I feel a little like that myself. 

Now, this statement is in the form—1I will show it to the committee. 
This is a typical form of financial statement made up by my Control- 
ler’s Office, Mr. Charles White then being controller, and it is dated 
February 16, 1954, and it shows under several heads—let me read the 
heads: Program No., title, and then it goes down through contribu- 
tions in cash, contributions in kind, payments in foreign exchange, 
analysis of contribution in kind, total contributed in cash, total con- 
tributed in kind. 

Mr. Harpy. Do you suppose that you have enough of those things for 
us to get one ¢ 

Mr. Warne. I doubt if there is. It is the only one I have been able 
to find, Mr. Chairman, and it is about to come to pieces. It shows 
here that 10 were sent into Washington, but I am not familiar with 
what happens to the copies that are sent. 

(The document referred to follows :) 

FEBRUARY 18, 1954. 
From: USOM/Iran—Tehran. 
To: FOA, Washington. 

Attached are ten copies of host country commitments and contributions in 
cash rials, foreign currencies and in kind as of January 31, 1954. We believe 
that an average rate of Rials 70 to the dollar is on the conservative side. 

The preparation of this report has occupied most of the time of all our end- 
use investigators during the last six weeks. Special attention has been given 
to the evaluation of eontributions in kind and supporting details with investi- 
gator’s report on each project are available in our files. In our opinion, these 
figures may be relied upon. 

The report was approved by the Joint Commission today. 

WILLIAM E. WARNE, 
Director of U. 8S. Operations Mission to Iran. 


Enclosures: 10 copies Host Country Commitments, etc., as of January 31, 1954. 
{Handwritten note:] $16,396,145.52= Rls. 1,311,691,642 at U. S. $1.00—Rls. 50 
on Auy. 4, 195a, 
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Mr. Harpy. Well, now, will you tell us about this project ? 

Mr. Warne. Just a minute. As you go across this thing—TI just 
would like to nail this down. 

Mr. Harpy. I am glad to do it, too. 

Mr. Warne. As we go across this big table, it shows “Agriculture,” 
“Public health,” “Education,” “Industry,” “Transportation,” “Com- 
munity housing,” “Natural resources,” “Communications,” “Land dis- 
tribution,” “Public administration,” and “Agrarian development,” and 
then grand totals out to the right. 

Now, let’s look at the “Land distribution,” which is the one under 
which the crown lands project falls. It shows contributions in kind 
in rials, total committed in projects, 15 million; estimated contribu- 
tion to date, 15 million. 

Mr. Harpy. That is in kind? 

Mr. Warne. No, sir; that is in cash. 

Mr. Harpy. Look at that again. The way you read it 

Mr. Warne. “Contributions in kind in rials,” it says. By rials, 
that is money. 

Mr. Harpy. Well, aren’t all contributions in kind expressed in rials / 

Mr. Warne. They have contributions in cash in rials, too. 

Mr. Harpy. How much contribution in cash does that thing show? 

Mr. Warne. It doesn’t show any under the land-distribution project, 
but it does show in rials, I suppose 

Mr. Harpy. It says contribution in kind. 

Mr. Warne. Contribution in kind in rials. 

Mr. Harpy. All of the contributions in kind that it sets forth are 
expressed in rials, aren’t they ? 

Mr. Warne. No. Some are in foreign currency, pounds and dollars. 

Mr. Harpy. Well, I looked at that sheet, Mr. Warne. I thought 
that there would probably be some explanation of it, but, frankly, 
I am a little disturbed by that because it looked to me as if it were 
a contribution in kind, the way that sheet is set up. 

Mr. Warne. It says “Analysis of contributions in kind.” Item 11 
in that is “Project matter analyzed, land distribution.” 

Mr. Harpy. That wasn’t even analyzed. 

Mr. Warne. At this point. 

Mr. Harpy. What is the date ? 

Mr. Warne. January 31, 1954. 

Mr. Harpy. As of January 31, 1954, a program agreement—a 
project agreement which called for a contribution of 15 million rials in 

‘ash on September 30, 1952, is reported by the mission under the 
column “In kind” as not analyzed in January 1954. 

Mr. Warne. But it was made. 

Mr. Harpy. Well, I am just merely calling attention to what the 
record shows there and trying to understand it. 

Mr. Warne. Mr. Chairman, the contribution was to have been made 
to a development bank, not to point 4 or joint fund or any agency in 
which we had a control. The development bank was organized, was 
set up, and this shows that the contribution was made to it. 

Mr. Harpy. Is that expressed in the same manner as the other 
contributions in kind on that tabulation ? 

Mr. Warne. No, it is not. 

Mr. Harpy. Can you tell me 
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Mr. Warne. Only in one instance is another contribution—no, two 
other instances—are contributions set up in the same manner. 

Mr. Harpy. I confess I didn’t understand it and I was trying to 
understand it. I thought maybe there was an error. I didn’t know 
what it was. But it wasn’t clear to me, and it still isn’t, that a project 
agreement which calls for a contribution in cash to the bank—that is 
true? 

Mr. Warne. That is right. 

Mr. Harpy. Is reported as having been fulfilled by contribution in 
kind which hasn’t been analyzed to determine what the “in kind” 
represented. 

And that is as of 214 years, 2 years and 3 or 4 months, after it was 
due. I would have thought that if it were—Mr. Gregory is about to 
pop back there again. 

Do you want to add something to this? 

Mr. Gregory. This statement was made a year and 3 months 
after the contribution was supposed to have been made, Mr. Chairman. 
I did want to suggest the controller who prepared that statement 
is present in the States, and he should be here to testify as to his 
allocation of this particular fund. 

Because this was a deposit to a bank which was within the control 
of the Iranian Government, it would seem to me that he would prop- 
erly classify this as a contribution in kind even though it was a cash 
payment into the bank. However, I think he is the best qualified 
person to testify on that. 

Mr. Harpy. I think he would be, too, because it seems to me that 
if it was made to a bank it must have been made as a deposit against 
which withdrawals would be made. 

Mr. Greeory. Oh, yes, sir. I asked Mr. White about this. I ob- 
tained this particular report from Mr. White, and he assured me that 
was the contribution of the 15 million rials provided the project, but 
I think he should testify to that, not me. 

Mr. Warne. Mr. Chairman, I think what Mr. Gregory is saying 
is that Mr. White didn’t include anything as a contribution in cash 
unless it was made to a joint fund, and all other contributions were 
indicated as contributions in kind. 

Mr. Harpy. Let me ask you this, Mr. Warne. 

Under this project agreement, what happened to these funds after 
they were deposited in the bank / 

Mr. Warne. They were loaned out to the peasants, or they became 
freeholders when the Shah distributed his lands. 

Mr. Harpy. Who drew the checks against them ? 

Mr. Warne. The bank drew the checks against them, it is my recol- 
lection. They were done as a result of a project in which the rural 
credit was endorsed by village workers whom we had trained and 
who were employed in the villages. 

Mr. Harpy. Well, were your joint funds in operation at that time? 

Mr. Warner. Not when this bank was organized, no. 

_Mr. Harpy. That is what I mean. Was the bank organized spe- 
cifically for the purpose of handling this 15 million rials only ? 

Mr. Warne. No. It was organized for the purpose of handling 
the rural creit of the peasants on the lands to be distributed by the 
Shah on the project. 
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Mr. Harpy. But these funds were to be used simultaneously with 
other funds, werent’ they? How about our contributions to that? 

Mr. Warne. Our contributions would be paid in and they were to 
be conjoined in the bank, yes. 

Mr. Harpy. Our contributions were deposited in the bank? Were 
they not deposited to the same account as these 15 million rials were ’ 

Mr. Warne. I don’t know whether they were deposited to the same 
account or not, but I think they were conjoined in the bank, yes. 

Mr. Harpy. Wouldn’t they have had to be accounted for by the 
same people in the administration of this project as our 2714 million 
rials were ¢ 

Mr. Warner. I imagine that they were accounted for in the sane 
way. 

Mr. Harpy. That is why it strikes me as being such a peculiar was 
of reporting it. 

Mr. Warne. What is the peculiar way ? 

Mr. Harpy. To report it as a contribution in kind if it was actu- 
ally a contribution in cash put in the bank the same way as our money 
was put in and drawn on by the same people. 

Mr. Warne. Controllers make their own decisions as to how these 
things are listed, and it is my present belief that he listed everything 
in the 1952 program as a contribution in kind and everything before 
the joint funds were actually established, and commingled funds were 
set up over which we had joint control. 

Mr. Harpy. Does it strike you 

Mr. Warne. That is contributions in kind. 

Mr. Harpy. Do you have any suggestion as to the reason the report 
form before you doesn’t show the source from which it came? In- 
stead it makes a statement “Not analyzed.” 

Now, all of your other contributions in kind, or most of your other 
contributions in kind, specify the manner in which the contributions 
were made. 

Mr. Warne. Well, that is true, but not 

Mr. Harpy. If it had been in cash, it would have been a simple 
matter—well, you can’t testify on that. I think we have—— 

Mr. Warne. I also suggest that the chairman can’t testify. 

Mr. Harpy. That is right. I think we have exhausted our 
ability 

Mr. Reece. Anyway, it is your understanding, Mr. Warne, that this 
was a cash contribution, however it might have been described on 
the Controller’s sheet. 

Mr. Warne. It is my understanding that this money was deposited 
in the bank when the bank was organized. I attended the organiza- 
tion myself of it with the Shah in the fall of 1952. 

I can’t place the month exactly, but it was during a period of great 
tensity and I would guess that it was in October, possibly even as late 
as December of 1952. 

Mr. Rerce. And this bank now, as I understand from what has gone 
on here, was under the control of the Iranian Government. 

Mr. Warne. It was under the control of AMLOK. You must dis- 
tinguish between the Iranian Government and the Shah. 

Mr. Reece. Anyway, under the control of the Iranians. 

Mr. Warne. Yes. 

Mr. Harpy. Allright, Mr. Mountain. 
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Mr. Gregory. Mr. Chairman, before we go on with this, could I 
ask if there will be any questions concerning the statement that I made 
in the file to which Mr. Reeves referred in his letter? 

I would like to clear it up at this time if I can. I think it has been 
cleared by Mr. Warne, except for the fact that Mr. Warne did inform 
me before the project was signed that he had personally talked with 
Mr. Ala and that Mr. Ala had assured him the payments would be 
made. 

I do want that as a part of the record, because that is the one point 
that hasn’t been made by Mr. Warne. I thought at this time we 
should have it. 

Mr. Harpy. Thank you, Mr. Gregory. I don’t think we had any- 
thing on that before. 

Mr. Warne. I wonder if we couldn’t now, just for the purpose of 
clearing up this question of who did and who didn’t with regard 
to meeting the obligations of the Government, place this table in the 
record. 

Mr. Harpy. I think it would be a good idea, and, without objection, 
it will be included in the record. 

(The table referred to is as follows :) 


IRAN 


Status of counterpart funds, June 80, 1955 


July 1, 1954-June 30, 1955 


Purpose 
Local | Dollar 
currency equivalents 





Thousands | 
of rials Thousands 

Deposits in special account !. presale chattel ; epithet 1, 983, 640 $27, 109 
Adjusted dollar equivalents of deposits SE Eh a cAdemewtued biedademutouted ace | 26, 449 
Transfers to United States portion-- = 

Balance for Iran. --- 

Unreleased balance July 1, 1954_. aioe eee hate Gua ki 
Total available for approval a ee i ceogiltnamiedtoaeiad , 983, 640 26, 449 
Total approved for withdrawal. ..........-.......-.0-........ , 954, 710 26, 063 


, 983, 640 26, 449 


Iranian budgetary suppor ye ‘ 535, 510 ; 20, 473 
PROGre iiahea sh cles 0 shei dpb de came bho enphndsaceddeses uct 419, 200 | 5, 589 


SO eh a Shi oe ee a sh les ost 1, 954, 710 | 26, 063 


Cumulative through 
June 30, 1955 


Thousands | 
ofrials | Thousands 

Doped III eno Fon nan nnneenscnnss-qoereecareens ---| 6, 127, 585 | $69, 868 
Adjusted dollar equivalents of deposits ; | | 81, 701 
Transfers to United States portion meatal : 
Balance for Iran 6, 127, 585 | , 701 
‘TOtGT OURO Bok oie nh nkp ch siding vi peesiinierliceceds -| 6,127, 585 | , 701 
Total approved for withdrawal apeounea 6, 124, 108 | , 655 
[———.-—«s hee 

Iranian budgetary support aan | 5, 385, 228 | 71, 803 
Program support 2 vee eee San 738, 880 | 9, 852 


Total withdrawn | 6, 124, 108 | 81, 655 


: Data cover deposits into ‘Account 60” generated by fiscal year 1955 aid. 
_? Data by fleld of activity not available as funds were released to the master joint fund, and commingled 
rials were in turn released to individual projects. 

* Data cover deposits into ‘Account 5” established prior to fiscal year 1955. This account was under 
unilateral control of the Government of Iran so is not a true counterpart account, although in practice 


Uso made according to a ‘“‘planning’’ table approved by GOI, Ministry of Finance and Director of 
SOM/Iran. 


Note.—Deposits converted at varying rates, releases at current rate of 75 rials to $1. 
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Mr. Mounratn. Mr. Warne, at this same point we have been dis- 
cussing, you have loaned this document dated March 9, 1955, which is, 
I believe, your final report to the Joint Commission in Iran before 
departing for another assignment. 

Mr. Warne. That is right. This is the report I made to the Joint 
Commission, the Iran-United States Joint Commission on Social and 
Economic Development, on the 9th day of March 1955 and it was at 
the 66th meeting of the Joint Commission that this was made. 

Mr. Mounvrarn. Mr. Chairman, I request permission that this docu- 
ment, which gives a fairly complete history of contributions by both 
the Americans and the Iranians be placed in the record. 

Mr. Harpy. Well without objection we will put it in the record. 

(The document referred to appears on p. 1133, as appendix V.) 

Mr. Mountarn. I would like to refer Mr. Warne to appendix B of 
that document. I believe the page is either 2 or 3, in which the Land 
Development Organization contributions are shown. 

I believe it shows that an Iranian cash contribution was in the 
amount of 4,170,000 rials as against a United States contribution of 
17,931,000 rials. I am correct, am I not, Mr. Warne, that the figures 
are stated both in dollars and in rial equivalent. On one side it gives 
the figure $50,000 for Iran’s contribution 

Mr. Warne. Yes, that is what this appendix B shows, but I don’t 
know whether we are talking about the same thing here. 

Mr. Mounrarn. Doesn’t it say it was referred to as project agree- 
ment No. 30 which is one we have been discussing ? 

Mr. Warne. No, it says joint fund in land distribution. 

Mr. Mounratn. Well—— 

Mr. Harpy. We are talking about two different things here. 

Mr. Mounrarn. Isn’t this the same item / 

Mr. Warne. I don’t think it is, but let me check back and see. 

Mr. Mounratn. I believe in the main body of your report, to which 
that is an appendix, that title is identified with project No. 30, which 
is the Crown lands development project we have been discussing. 

Mr. Warne. Let’s find project No. 30. 

Mr. Reece. May I ask that that report which appears to have been 
made, from what you have said, Mr. Mountain, in prospect of going 
to: another assignment—is that a summary, is that report a summary of 
the Iranian contributions, Mr. Warne ? 

Mr. Warne. Well, it does list under each project the contributions 
that we have made, and the contributions that the Iranians have m: ade. 
My trouble is trying to find project No. 30. 

Mr. Harpy. We havea copy of project No. 30, if that will help you. 

Mr. Mounrarn. I believe in the margin of that sheet he has the 
projects numbered and identified. 

Mr. Warne. Yes, they are. 

No, sir, this proves sbestetaly what I said, Mr. Chairman, and I was 
certain that it would. 

Mr. Harpy. That is fine. 

Mr. Warne. I am sure you will join with me in my happiness about 
this. 

Project No. 30 concerns His Majesty’s land distribution program 
between the Ministry of Courts, joint fund for land distribution, and 
Foreign Operations Administration of the United States of America. 
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It shows the USOM contribution for 1955, fiscal year, of 4 million 
rii als and services and facilities of the Irani: ans valued at 90,01 an And 

t shows the previous total of 15 million rials by the Iranians, the 
ou ious total being the total that had been contributed before the 
1955 fiscal year and ¢ covering the period for which this agreement was 
signed and for which that table over there was made. 

[ am very glad it is in the record. 

Mr. Mountain. That would indicate that the figure that was in the 
record made to Washington was either not clearly identified or mis- 
takenly put under contributions in kind. Is that correct, Mr. Warne? 

Mr. Warne. No, sir, it indicates nothing of the sort. It indicates 
that you or somebody up there misread— 

Mr. Mountan. I was referring to the other charts. 

Mr. Warne. Well, I think I explained the other charts. I think 
that when I said that Mr. White indicated the contributions in kind 
for anything that wasn’t actually paid into a joint fund, regardless of 
whether it was paid in cash or not, I think that is the expl: nation. 
If it isn’t, I don’t know what it is. 

Mr. Harpy. That is the point that we were trying to establish. 

Mr. Warne. | think that is the explanation, and I testified to that 
before I confirmed it by reading from this later report. 

Mr. Reece. But you can see how someone who is less familiar with 
the operations over there than you, Mr. Warne, might misinterpret 
that chart. 

Mr. Warne. Yes, Mr. Reece, I will admit that. I even misinter- 
preted it at first. 

Mr. Harpy. I wanted to get a clear understanding of that thing 
because there seems to be a little conflict between the way that tab- 
uation was shown and the way your statement was made. 

Mr. Warne. Well—— 

Mr. Harpy. I am glad to get it clear. 

Mr. Warne. I was testifying from my memory and the documents, 
I think, do bear it out. 

Mr. Reece. May I advert to a related, but not specific project report 
which is under discussion ? 

Did you customarily report to Washington on these various 
projects? What type of reporting procedure did you have, Mr. 
Warne? 

Mr. Warne. Mr. Reece, I developed one of the most exhaustive re- 
porting systems I think that has been devised. We had our regular 
monthly report which is in the record dating back to January of 
1952, without a single month missing. I had 13 special reports cover- 
ing the program development of the 1952 fiscal year dating from 
Fel bruary 12, 1952, and May 17, 1952. 

[set upa weekly reporting service on June 9, 1952, that ran through 
97 consecutive issues. The last one was on September 4, 1954. I gave 
it up because I really believed that we had gotten to the point where 
that type of intimate reporting was no longer needed. 

Mr. Reece. They are all available here, or should be. 

Mr. Warne. Yes, and there is another list here of lots more, in- 
cluding several special reports on the aid funds and others. 

= ‘Brownson. Did you get any evidence that your reports were 
read ¢ 
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Mr. Warne. Contrary to the usual situation, I did get a good deal 
of evidence that my weekly reports, particularly, were read. I got it 
in—I still get it, as a matter of fact, because they were widely cir- 
culated to all cooperating agencies here, and now and then I will meet 
someone from the Department of Commerce or somewhere else who 
will say, “We used to read your weekly reports.” The other reports 
I am not so sure of. 

Mr. Brownson. That is very encouraging because I know at times 
people in the field do get the idea that they send in reports primarily 
to contribute to Washington’s main industry, the export of waste- 
paper in vast quantities. 

Mr. Warne. Well, I have had that feeling at various times, too. 

Mr. Reece. But it took a great deal of effort, I would assume, to 
get up these various reports and I am a little surprised that you either 
had the time or the facilities for making as detailed reports as you 
did, Mr. Warne. 

Mr. Warne. Well, I used my day off for the weekly report. 

Mr. Harpy. Off the record, gentlemen. 

(Discussion off the record.) 

Mr. Harpy. On the record. 

Mr. Mounrarn. Mr. Chairman, I think there is one loose end we 
might dispose of with Mr. Warne. I believe we have had a good deal 
of testimony about personnel problems and the difficulties, particu- 
larly in the administrative field of having adequate personnel on 
board. 

Mr. Warne, we have asked the International Cooperation Admin- 
istration to give us a submission on what your personnel picture 
looked like at the end of fiscal years 1952, 1953, and 1954. I believe 


you have a copy of that document in front of you. 

Mr. Warne. Yes, sir. 

Mr. Mounrarn. Mr. Chairman, I request permission that this tabu- 
lation supplied by the ICA be introduced into the record. 

Mr. Harpy. Without objection. 

(The document referred to is as follows :) 


USOM personnel 


June 30, 1952 July 31, 1953 


Author- On Author- On Author- On 
ized board ized board ized board 


79 
41 

1 
15 
18 
39 


Administrative 101 SY 
Agriculture and natural resources. -- ----- - § 70 54 
Transportation. - 

Public administration 

Industry - 

Health and sanitation 

Education 

Labor 

Housing 

Community development 

Audiovisual 





Mr. Mounrarn. Mr. Warne, I believe it shows that in two columns 
for each year “Authorized strength” and “On board strength.” They 
are broken down into various categories—administrative, agricul- 
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tural and natural resources, and various program fields down to com- 
munity development and audiovisual whieh were not—you did not 
have those 2 last fields, until the fiscal year 1954. 

It appears that taking the totals you had authorized 243 people as 
as June 30, 1952, and you had on board 124. That works out to be 
51 percent of your authorized strength that was on hand. 

Mr. Warne. That is right. 

Mr. Mounrary. Under the administrative breakdown, your admin- 
istrative personnel, you were authorized 66 and you had 50 on board. 
The percentage, I believe, works out to 76 percent. 

As a matter of fact, if you take fiscal year 1952, you were in the 
best shape of any of these categories in the administrative category 
with 1 exception. In the field of tr ansportation, you had 100 percent 
of your authorized strength on board. That was one man. 

Mr. Warne. You couldn’t have 50 percent of him. Let me say 
something about him. 

Mr. Harpy. I am glad you didn’t try to get that fractionalized. 

Mr. Mounvary. Isn’t it true across these 3 fiscal years, you had 
percentages like this: 76 percent of your administrative people were 
there in 1952, 89 percent in 1953, 82 percent in 1954; and in the com- 
parable years, as far as the average of all fields, they were 51 percent 
in 1952, 82 percent in 1953, 72 » percent in 1954. So that, superficially 
at any rate, it looks like you were in better shape in the administra- 
tive fields than you were in any of the others. 

Mr. Warne. Superficially is very well put, for several reasons. One 
is th a just picked a single day in the year to make this calcula- 
tion. I don’t have any quarrel with this tabulation except I can’t 
believe we didn’t have any public administration people in the fiscal 
year 1953 and yet none shows on here. So, those figures might be a 
little different. 

Now, let me say, too, that at the maximum I had 353 people aboard 
during my stay out there in Iran. I think that came at about Janu- 
ary 1, “1955. The most it shows on here on board is 234. 

Also, let me point out again that I am having to infer from your 
question something, and that is that we are talking about whether we 
were really well-heeled in this business of administration. Let me 
point out that I was never authorized any positions to conduct the 
administrative services of the agency. 

Now, the administrative personnel that are shown here are myself 
and the program guidance people and such like, and a few others that 
we scrounged or had there at one time or the other. But let me give 
you a rundown on this problem of administration. 

There was a discussion before I arrived in Teheran on whether we 
should set up a separate administrative group to handle the program 
in Iran. Mr. Jim Golden, who was there ahead of me by about 2 
months, got some people loaned from Greece, I believe, and they made 
a survey. The mission people there, with Ambassador Henderson 
joining, recommended that our agency set up a separate administra- 
tive service. I have already testified that on approximately Decem- 
ber 6, 1951, about 2 weeks after I got out there, we received word that 
there would be no separate administrative service setup, that the ad- 
ministration would be through the support of the administrative 
group of the Embassy. 
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In February of 1952, as I now remember it, 2 people came out from 
Washington to see what we needed in the way of administrative 
services. A year later, Mr. DeWilde and some others were out to see 
what we needed in the way of administrative services. And we, at 
that time, drew up then a joint administrative services agreement 
which you were kind enough to put in the record the other day, show- 
ing what the responsibilities were going to be. 

A year later, the master joint fund was set up by me with the concur- 
rence of the Ambassador. I will be glad to put his concurrence in 
the record at this point in a memo that T put to him on the 30th day of 
March 1954, and in which he concurred. I would like—I ask that this 
go in the record at this point. 

Mr. Harpy. Without objection, we will be glad to have it. 

(The document referred to is as follows: ) 


STATEMENT OF RECOMMENDATIONS OF SPECIAL COMMITTEE CONCERNING MAN AGI 
MENT AND STarr ServICE Functions To Be ASSUMED BY THE EMBassy, OMI, 
AND THE JOINT FUND FOR TECHNICAL AND SPECIAL ECONOMIC ASSISTANCE, IN 
CONTEMPLATION OF THE IMPLEMENTATION, Not LATER THAN JULY 1, 1954, 0 
THE NEw JoInt FuND ORGANIZATION 


March 30, 1954 


General Policy: It is intended that the Joint Fund assume management and 
staff service responsibility for all Joint Fund operations to the extent possible 
and as soon as feasible. It is also intended that the Embassay continue to give 
substantially all administrative and personnel support to the American staff in 
its personal capacity. The Embassy will continue substantially all administra- 
tive support (personal and business) for the Administrative Group of OMI and 
the OMI “Headquarters” building. Beyond this the Embassy will continue 
administrative support for the Joint Fund operations upon a reimbursable 
basis through OMI in special categories of service where it is not feasible for the 
Joint Fund to administer a separate service. 

In line with the above policy statement, the committee has tentatively made 
the following decisions : 

1. Transfer of Tranians to Joint Fund.—All Iranians now on the OMI payroll 
(approximately 1,800) will be transferred to the Joint Fund, except Iranians 
employed in the OMI administrative group. This latter group is estimated not 
to exceed 50 in number. 

2. Service for American Staff.—All Americans directly on OMI staff will be 
given substantially complete administrative support by the Embassy (personne! 
service, personal effects, salary payments, housing service, permits, miscellaneous 
services, and ete.). Americans under contract employment will not be recruited 
or paid by the Embassy but will receive certain other administrative support. 

3. Size of American Staff—The ceiling figures to be used estimating the 
Embassy support budget are as follows: 


OMI Administrative Group 30 
COR RIN Sant Be a ee ee eS ae eee ol 200 
Near East Foundation Contract J 
Utah University Contract 


Total 
een ar OI oe ee eee ess pees <3 


Contract personnel will not receive complete administrative support. How- 
ever, for the purpose of computing staff needs it was decided to use the figure of 
291. 

4. Personnel.—The Embassy Personnel Office will completely service all direct 
OMI American personnel and Iranian personnel directly attached to the OMI 
Administrative Group. The Joint Fund will handle its Iranian personnel. 

5. Communications.—OMI will handle communications for the Joint Fund 
using such facilities as may be available on a reimburseable basis. This includes 
mail, pouch service, cable service, records, messengers, telephone service, and 
telephone repairs in Tehran. 
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6. Transportation.—The Joint Fund will completely handle transportation. 
This includes transportation service for the OMI “Headquarters” building, OMI 
to reimburse the Joint Fund for this service. 

7. Budget and Fiscal—The Embassy will provide disbursing service for all 
OMI Amerieans and will provide full disbursing service for the OMI Administra- 
tive allotment. OMI will continue to provide other fiscal services for U. S. funds. 
The Joint Fund will provide full fiscal services for its funds including disbursing. 

8. Procurement.—The Embassy will be responsible for the procurement of 
administrative equipment for the OMI Administrative Group. The Joint Fund 
will be responsible for all procurement for Joint Fund operations. 

9, Travel Orders, Vouchers, Ete.—The Joint Fund will be responsible for all 
Iranian travel and for OMI American technician local travel. OMI will provide 
an appropriate arrangement to keep the Embassy advised of American local 
travel. The Embassy will continue to be responsible for all American travel 
outside of Iran and for the local travel of the OMI Administrative Group. 

10. Space—The Embassy will be responsible for servicing the space occupied 
by the OMI Administrative Group (OMI “Headquarters” building). Since the 
Lalezar Building will be too large for the Embassy staff, the Embassy will 
endeavor to find adequate space, located as close as possible to the Dmbassy. It 
is understood that OMI will pay its proportionate share of space occupied by 
the Embassy support group. All other space will be the management responsi- 
bility of the Joint Fund. 

11. Ofice Equipment.—It is contemplated that administrative equipment now 
used by OMI technicians and cooperating Iranian staff will be transferred to 
the Joint Fund The responsibility for maintenance, replacement, additional 
procurement, etc., will be a Joint Fund responsibility. The Embassy will con- 
tinue responsibility for the administrative equipment used in the OMI “Head- 
quarters” building. 

12. Reproduction Unit—OMI will continue this service for the present. 

13. Embassy Garage Service—lIit is intended that the Joint Fund, since it 
will handle its own transportation, will provide gasoline, oil, tires and light re- 
pairs service. These facilities will be provided as soon as possible. In the 
interim, it is understood that the Embassy is willing to continue to make this 
service available on a reimbursable basis. 

14. Storage Compound.—The Joint Fund will operate the Storage Compound 
on Old Shimran Road. However, the Embassy may continue to store American 
personal effects and administrative equipment in this compound There must 
be developed a cooperative working arrangement between OMI and the Joint 
Fund. When the proposed BEmbasy warehouse becomes available, personal 
effects and Embassy managed administrative equipment will be stored in the 
Embassy warehouse. 

15. Transtation Unit—The Embassy will continue to provide translation sery- 
ices for the OMI Administrative Group. 

16. Security Service.— 

(a) Security documents will be maintained only in the OMI “Headquarters” 
building. For this building full Marine Guard Service will be provided by 
the Embassy. 

(b) Joint Fund buildings will have Joint Fund guards. 

(c) The Joint Fund will be responsible for making necessary personnel in- 
vestigations, police checks, etc. of Iranian personnel. 

17. Budget.—These recommendations, if approved, will constitute the basis 
for determining staffing needs and 1955 budget estimates. 

Recommended : 

SPECIAL COMMITTEE. 
R. W. HERDER. 

C. WHITE. 

R. L. WHITAKER. 

Approved: 

W. EB. WARNE, 
Director, USOM/I. 

Approval Recommended : 

(S¢d.) L. C. PRANK, 
American Ambassador. 
/s/ Loy W. HENDERSON. 


| understand USOM/I will continue to channel through the Embassy for 
handling all matters which may require the attention of the several offices of 
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the Ministry of Foreign Affairs, and that OM/I personnel will refrain from 
direct official contact with such Iranian offices unless specifically authorized by 
me. I am assured that I shall be consulted prior to any contemplated action 
requiring policy decision and that I shall be currently apprised of any modifica- 
tion of the procedures herein outlined. Accordingly, I agree in principle with 
the proposals recommended. 

(Sgd.) Loy W. HENDERSON. 

Mr. Warne. It shows the manner in which the division was made 
at that time between the Embassy and our agency for administrative 
purposes under the master joint fund, so-called. 

Now, when I left on the 10th day of March in 1955, there had never 
been a single day when a full complement of administrative people 
in the Joint Administrative Services or its antecedents within the 
Embassy administrative group were on board, and that was no fault 
of the Ambassador or myself. I believe that it was decided before 
I went out there, though this was not at that time explained to me, 
that despite the fact that it was not going to be possible to arm us 
with all the administrative support and assistance needed, this pro- 
gram had to be gotten underway. 

Well, I did get it underway, and we did perform the program and 
achieve our objective. 

Now, you have heard people here, many of whom do not know the 
background of what went on, who have each, I believe, sincerely 
believed that nothing had ever been done before he showed up in 
Iran. 

Mr. Harpy. And you could truly have had that feeling. 

Mr. Warne. I know it. Sure. i listened to the testimony. 

Mr. Harpy. I was talking about—you were the first one to get 
there. 

Mr. Warne. No. There were a few there before I got there, but the 
point is that in the piecemeal review of this little hunk and that little 
hunk of time, and who did what to whom with regard to administra- 
tive services, I don’t think you have gotten a very good picture. [ 
think that until we were able to establish the master joint fund and 
take this business of program administration out of an agency that 
was not equipped to handle it to begin with and found itself never to 
become equipped to handle it, we were certain to have our problenis 
and difficulties. 

After the establishment of the master joint fund, even the GAO 
report said that most of these problems were resolved. 

Mr. Reece. I had planned, somewhere along the line, to ask you 
what was the purpose for establishment of the master joint fund, but 
you have pretty well, I guess, indicated it right there. 

Mr. Warne. Let me read you now a statement that I made in a 
letter of June 2, 1954, to His Excellency, Dr. S. F. Shademan, who 
was at that time Minister of National Economy and who had been 
designed by the joint commission in this document I entered into the 
record earlier, to be Codirector with me of the master joint fund. 
This letter, in which he concurs, says: 

A major objective of the Master Joint Fund Organization is to accomplish 
better coordination of and more efficient management and staff services for all 
joint fund operations. It is expected that the systems and procedures adopted 
will serve as a training device in public administration for the Iranian Govern- 
ment. Although it is contemplated that initially probably all of the key positions 
will be filled by Americans, the objective is that these positions will later be 
filled by Iranians. 





are; 
\ 
“bet 
orig 
ren 

N 
shoy 
FE 
also 
rials 
time 


ry} 


secon 
In 
rate ¢ 
In 
that j 
I dor 
Th 
at wh 
rate y 
here, 
Is Ine 
Mr. 
Tam g 
I an 
at thi 
prepar 
On 1 
under | 
be they 


UNITED STATES AID OPERATIONS IN IRAN 499 


It is hoped that for each of these positions a qualified Iranian will be selected 
to assist the American and become proficient in the specialized field. 

Mr. Reece. There is one question in connection with that that I 
would like to ask, in connection with this paper, the Development 
Bank. 

Did the General Accounting auditors make any reference to this? 

Mr. Harpy. I don’t recall. 

Mr. Mounrarn. I don’t recall, Mr. Reece, but 

Mr. Raspet. Mr. Chairman, the crown distribution project was not. 
one of those which we examined. 

Mr. Reece. Just a matter of interest. Now, there is one thing— 
there is a statement that connotes a rather serious situation that I think 
we ought to get cleared up. Now, I have been looking—I requested 
a copy of the hearings, thinking it was in it, because I wanted to 
refer to that part of the report that indicated that there was a $11 
million discrepancy in exchange difference, and I felt you would proba- 
bly be the one to clear that up. I wanted somebody to clear that up. 

Mr. Warne. Well, yes. I recall that. 

Mr. Reece. I don’t have a copy of the report here. 

Mr. Warne. It was on page 

Mr. Reece. Was it 89? I have some recollection it was in that 
area of the report. 

Mr. Warne. Page 87 states there is a discrepancy of $11 million 
“between reported local currency utilization and the amount of dollars 
originally expended for the purpose of generating such local cur- 
rency.” 

Now, actually the report made on June 30, 1955, from the mission 
showed the figures in two ways. 

First, they showed it in dollar equivalents of $69,868,000 and they 
also showed it in a separate column. The dollar equivalent of the 
rials is 81,701,000 converted at 75, which was the going rate at the 
time, 

The agency report, Counterpart Funds of ICA Foreign Currency 
Account, as of June 30, 1955, showed both figures and labeled the 
second figure “Adjusted Dollar Equivalent of Deposits.” 

In the footnote it indicated that the releases were at the current 
rate of 75 to $1. 

In view of the fact that both figures were shown, I do not believe 
that it is quite fair to state that it was any discrepancy involved, and 
I don’t believe there was any attempt to misrepresent these figures. 

The December 31, 1955, report from the mission shows only the rate 
at which the dollars were obligated, that is, $68,497,000, and only this 
rate was used in the agency report, and I have a page of that report 
here. I agree that the second report is clear, but that neither of them 
is Incorrect, 

Mr. Harpy. Well, I am glad the gentleman brought the point up. 
Tam glad to get some explanation of it here in the record. 

I am going to ask the GAO representatives to take a little look-see 
at this general situation, because if there has been any error in the 
preparation of their report, I am sure they want to correct it. 

On the other hand, I think we must observe that their report was 
under consideration by ICA for a considerable period of time. May- 
be they just didn’t catch that. 
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Mr. Raper. May I explain that this discrepancy of $11 million has 
no connection with this particular project on crown lands distribu- 
tion or any other particular project. 

Mr. Reece. No; I did not understand that to be the case, but it was 
a discrepancy which was pretty glaring, and somewhere along the 
road I wanted to get it cleared up if it is susceptible of being so. 

Mr. Raper. Maybe the report does not clearly enough state what we 
had in mind. Actually, this discrepancy shows that $11 million more 
of counterpart funds were generated than the United States put in. 
In other words, we have a certain amount of dollars contributed for 
commodity imports into Iran. I think the figure for 1954 is around 70 
million. 

An ICA report which is used by ICA/Washington and the mission 
shows the equivalent of local currency which is generated by United 
States dollar aid and used for budgetary support. These local cur- 
rency funds have been converted at a rate of exchange that produced 
$11 million more than the United States originally had contributed. 

This could be interpreted to be a profit, or something like that, and 
we intended it to be a helpful suggestion to ICA to have more informa- 
tive reports and not show such artificial differences. The agency ac- 
cepted our recommendation and the December report quoted by Mr. 
Warne which was actually published in May of this year had the 
benefit of our recommendation. I believe there is full agreement be- 
tween ICA and us that this is a more informative way of reporting 
counterpart funds by not converting them into dollars different from 
those actually committed by the United States. 

Mr. Warne. I agree to that, too— 

Mr. Harpy. Just a minute. Let me see if I understood the last 
statement. 

Do I understand that the manner in which this was expressed in the 
GAO report was approved and agreed to by ICA ? 

Mr. Rape. That is correct. 

Mr. Warne. All I want to do is make it clear, and I want to join in 
the gentleman’s agreement that the other report did correct any mis- 
interpretations that might have been placed on the first, but I didn’t 
want to let stand in the record a statement that during the time I was 
out there there was a $11 million discrepancy in anything I was 
covering. 

Mr. Harpy. Even an overage? 

Mr. Warne. It wasn’t true. 

Mr. Reece. It had to do with the manner of reporting, not anything 
that was a discrepancy. 

Mr. Warne. That is right. 

Mr. Harpy. Is that all you have? I want to return just 1 minute 
to this personnel tabulation which I hadn’t seen before it was discussed 
here a while ago. 

Mr. Warne, from the testimony that has been given, it appears that a 
major difficulty was in getting personnel out there to fill these positions 
that had been approved. That was No. 1. 

Mr. Warne. Yes, sir. Not only getting them out but, Mr. Chair- 
man, they were, most of them, all of them sent out on 2-year terms, s0 
that in any given year after the program had been going, you not only 
had to recruit for vacant positions, but recruit for replacements, so that 
you had a tremendously rapid turnover and recruiting problem. 
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Mr. Harpy. That I can understand. The thing I was wondering 
about was the authorized strength that had been epprov ed. 

Now, was that considered to be reasonably adequate ! 

Mr. Warne. The authorized strength was made up on this basis. 

The individual project agreements would indicate the number of 
technicians required to carry it out, or rather our working papers from 
which the individual project agreements were drawn w vould indicate 
the number of personnel needed to carry them out. 

Those authorizations then indicated the total of the ones needed to 
conduct the program at any particular time. 

Mr. Harpy. Thinking in terms of the authorized strength and the 
percentage of authorized strength on board, particularly in your 
administrativ e group, for the figures after June 30, 1952, it seems to 
me that percentagewise those run higher than we found to be the 
case in Latin America when we made our trip down there last year. 

Mr. Warne. Yes. 

Mr. Harpy. And I believe higher percentagewise than the general 
run of oe personnel as reported to us by the Department. 

Now, I don’t know whether that included overall ICA or not, 
s0--— 

Mr. Warne. Mr. Chairman, I didn’t make up this table and I am 
not exactly sure what this sistiedasitio includes. My authorized 
staff; that is, the staff that worked with me, what we called the head- 
quarters staff—you know how you develop names for things—the 
headquarters staff amounted to approximately 30. 

Now, we had 10 regional offices. Each of those regional offices had a 
director and an administrative assistant and in the early days—Mr. 
Byrne reminds me—an American secretary, which would be carried as 
administrative personnel. 

That would add, if you had them all activated, a total of 60. Asa 
matter of fact, we never had a full complement aboard at any time. 

Mr. Harpy. Well, I realize that figures can be awfully misleading. 
At the same time, I did think that I should point out that in the 
analysis we made last year of administrative staffing—and we were 
concerned with this general problem of turnover—these figures, just 
taking them on the basis of the cold figures presented, are not out of 
line with what we found to be generally the case. 

Mr. Warne. I don’t debate that. 

Mr. Harpy. I just pointed out 

Mr. Warne. I would like to say only this, to call to your attention 
now in a way that may be important to you later, that this is the only 
program that I know of in the whole world which was from the outset 
decentralized in order to carry the operations out into the field, and we 
set up just as rapidly as we could, beginning even in 1951, these 10 
provincial offices for decentralized administration of the program. 

You have heard lots of comments on that as we have gone through 
here, 

Mr. Harpy. Yes, I know, and I confess that I don’t know the 
answers to these things, but since we had made an analysis of the 
staffing pattern in this personnel turnover problem, I thought it was 
pertinent to point out that on the basis of the pure statistics, the com- 
parison doesn’ seem to be bad. It may not have any significance. I 
fully realize that. 


79239—56——83 
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Mr. Mountain. Mr. Warne, again referring to this tabulation of 
your personnel situation, it does show that whatever these adminis- 
trative people were used for, with very few exceptions you were in 
better shape from an administrative standpoint than you were from 
a program standpoint. So, would it be fair to infer that even though 
you were in a difficult situation administrationwise, weren’t you even 
in a more difficult situation as far as programing went? 

Mr. Warne. Yes; except that normally your program didn’t move 
out ahead of your technician. In other words, you didn’t actually 
activate a project until you had a technician present for it. Maybe 
your program was delayed, but once you got your project activated 
or any part of it and got your people over there, you had your ad- 
ministrative problems and you couldn’t recall them. It is like starting 
a freight train. You start the engine and the last car comes right 
along with it. 

Mr. Harpy. If you have got enough power. 

Mr. Reece. We have had about 8 or 4 projects. How many proj- 
ects did you have in your operation out there? 

Mr. Warne. Well, on this day I made this report there were—it is 
co recollection that 75 projects were actually in operation on that 
day. 

Mr. Reece. At that particular time? 

Mr. Warne. That is right. 

Mr. Reece. Had there been any projects combined ? 

Mr. Warne. At that time there were a total of 18 projects, I be- 
lieve—that either had been completed, amalgamated with other proj- 
ects, or terminated. One project had been terminated and one proj- 
ect had failed, even to get started, out of—what would that make it’ 
Some 94. 

Mr. Reece. In looking over the GAO report they referred to this 
multiplicity more or less under the general observations, and I was 
interested in seeing that you made a report on all of these projects be- 
fore you left. 

Mr. Warne. Yes, sir; I did make a report on them. Not only that, 
we reported on them and their progress every single month. 

Mr. Reece. Since I have been attending these hearings, I have heard 
so much about controllers, auditors, some of that phase of the work, 
T began to wonder about the project work, whether there was muc)i 
else going on. I was kind of wondering what you had been doing. 

Mr. Mountain. Well, Mr. Warne, along the lines that Mr. Reece 
was just pursuing and again returning to this tabulation, if it is true 
that you had a worse problem in getting your program people out 
there, and as this tabulation shows, you were at each one of these 
points in better shape administratively than you were in program 
people, would it be fair to infer that you were in relatively good shape 
as far as controlling administratively ? 

Mr. Warne. I think that is exactly wrong. 

Mr. Mountain. Well, could you tell us how? 

Mr. Warne. I have already told you how, Mr. Mountain. [ said 
the actual administration of the program was not under me, and the 
people are not included in these figures. They were under the Em- 
bassy. I didn’t have anything to do with that. They are not there. 
They aren’t in here. 
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Mr. Mountain. You did have a controller, did you not, as of June 
952? 
Mr. Warne. I had a controller; yes. Starting in April 1953. 

Mr. Mountarn. You had one earlier than that, Mr. Warne. 

Mr. Warne. Yes; you have met him. 

Mr. Mountain. Yes; and I think we have met the one you have 
had since, too. 

Mr. Warne. He has been here. 

Mr. Reece. The other is Mr. White? 

Mr. Mountain. Yes, Mr. White. But the point I am trying to get 
at is your program could not get started until you had your techni- 
cians. You did not have the technicians you were authorized, so that 
the programs couldn’t go at the intended speed. Therefore, the pro- 
crams should have been much simpler to control and you were in a 
better position for controlling them, according to this tabulation. I 
just want to point that out in terms of the testimony we have had 
about your staff difficulties. There is probably some rational explana- 
tion but at this point it isn’t clear and I think you can make it clear. 

Mr. Warne. It, apparently, isn’t clear because apparently what I 
suid hasn’t been understood. 

Mr. Mountain. Maybe you could restate it for us. 

Mr. Warne. All right. The problem was that these are the gen- 
eral supervisory groups here under the administrative head in this 
table, the supervisors of the point 4 mission, myself, Mr. Gregory, 
and Mr. Reeves, Mr. White and I think I could almost name the whole 
group on any particular day that you might select. We did not have 
the Cenanal Services people. We did not have the personnel admin- 
istration people. We did not have the administrative staff. Do you 
see ¢ 

Mr. Mounrarn. You were never authorized them; is that the 
point ? 

Mr. Warne. Never authorized them. We asked for them in No- 
vember, I think, of 1951, just before I got there. The decision was 
made that that staff wonkd be supplied by the Embassy and it would 
be jointly financed by us. Each year a portion of the administrative 
funds that otherwise might have been sent to us were kept in Wash- 
ington, made available to the Embassy to supply this personnel in 
Teheran to serve the Embassy, us, USIS, and the MAAG Mission. 

Mr. Harpy. And this Embassy personnel that was supposed to 
perform your administrative work was not included in the authori- 
zation and the on-board as listed on this tabulation ? 

Mr. Warne. That is right. They never were authorized to me 
and they aren’t in my authorized complement. The first one of that 
type of administrative person who ever shows on my authorized com- 
plement is when you get to the master joint fand. Then we com- 
mence to get them. 

Mr. Harpy. Well, I am awfully glad to get that clarified. 

Mr. Reece. Since we brought the controller up, the testimony all 
along rather carried the connotation that canediae were unpopular 
and there is some indication that Mr. Reeves got along with every- 
body except yourself. 

What was his relationship there in the staff, generally ? 

Mr. Warne. Well, Mr. Reece, I don’t think I got along badly with 
Mr. Reeves. I wasn’t aware that he was getting along badly with 
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some others, at least no more than the normal staff friction, until 
after a certain difficulty developed late in September or early October 
1952, and then I did become aware of that; as a matter of fact, I think 
I generally get along with my controllers fairly well. 

Mr. Reece. How did you get along with Mr. White, his successor / 

Mr. Warne. I have a note from him dated June 6, 1956: 

From April 1953 to February 1956, I was Controller of the United States 
Operations Mission to Iran. In this capacity I was responsible for the finan- 
cia) operations and procedures of the mission and the propriety of the expendi- 
tures. After December 1953, the accounts were under my direct supervision. 
Except for the signing of obligating agreements, I had full authority to obligate 
and subobligate the funds allotted to the Director of the mission, and the olli- 
gating agreements were approved in advance by my office. 

During my entire period of service, I received complete backing from the 
Director, with whom I was in constant touch and who relied heavily on his 
Controller. It was the policy of the Director that all financial documents be 
cleared by the Controller, and that policy was followed. To my knowledge, 
the Controller has never been “bypassed” on any financial transaction. 

Mr. Reecr. I didn’t know that my question was going to serve as a 
vehicle for getting a commendatory ietter in the record. I can see why 
he took advantage of it. However 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Harpy. On the record. 

Maybe we ought to make this statement on the record. I believe 
that Mr. Reece misunderstood the testimony insofar as the general 
relationship, as I recall the testimony, between Mr. Warne and Mr. 
Reeves is concerned, because I believe that the testimony throughout 
indicated that that relationship was good almost to the very end of 
Mr. Reeves’ tour. 

Mr. Reece. And that Mr. Warne made a very favorable recom- 
mendation to the Department with reference to Mr. Reeves. I have 
forgotten just what it was. 

r. Harpy. I thought you had forgotten that from the way you 
phrased—— 

Mr. Reece. Later on there was some general discussion about the 
attitude of administrative officers toward controllers in general which 
appeared to be kind of an explanation for what developed after 
September and his return to Washington, the writing of the various 
letters that followed his visit to Washington, that is, Mr. Reeves’ visit 
to Washington. 

Mr. Harpy. Well, is there anything further ? 

I think this is a good note for us to adjourn on for the evening, and 
before announcing our future program,. I would like to have a little 
session with some of the folks after we adjourn. 

So, we will stand adjourned now, subject to call of the Chair. 

Whereupon, at 4:40 p. m., the subcommittee adjourned subject 


to call of the Chair. ) 
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MONDAY, JUNE 18, 1956 


Houses or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., in room 429, House Office Build- 
ing, Hon. Porter Hardy, Jr. (chairman of the subcommittee) 
presiding. 

Present: Representatives Porter Hardy, Jr., and George Meader. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. We will try to 
pick up where we left off with Mr. Gregory. There are several loose 
ends apparently in the record that we want to try to tie together, and 
clear up any omissions that might exist. 

fr ventain. you may go ahead. Let the record show the 
presence of Mr. Meader and myself, constituting a quorum. 

Let the record further show that Mr. Gregory has already been 
sworn. 


FURTHER TESTIMONY OF CLARK S. GREGORY, DIRECTOR, UNITED 
STATES OPERATIONS MISSION, TEHERAN, IRAN 


Mr. Mounrarn. Mr. Gregory, in your position as legal counsel to 
the mission in Iran did you render formal legal opinions ? 

Mr. Gregory. Might I ask what you mean by “formal”? I can tell 
you the kind of opinions I did give. As to whether they would be 
formal—let me explain the type of decisions that I made. We had 
a custom in the mission of using the surname system, which means 
that on the second page—upon the second copy of any documents— 
there was a box in the upper righthand corner which had above it 
“surname” and several blocks below this for signature lines. Any 
document which I reviewed and approved legally I signed in the 
upper righthand corner. 

If I was the drafting officer, I signed the top line. If it had been 
drafted by someone else I signed below that line to indicate that I had 
given legal approval to that document. 

Opinions that were given by me upon matters that were referred 
to me from Mr. Warne—by a memorandum from Mr. Warne—I re- 
plied in memorandum form, in which I replied to his memorandum 
of such and such a date, citing the same subject and giving my opinion. 
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Occasionally, when Mr. Warne was to sign a contract he would 
ask me to opposite his name put CSG below it over to the side so that 
he would know that I had read that document. 

This custom was scrupulously followed by Mr. Warne and myself, 
so there was a record in every case of whether I had given a legal 
clearance prior to the time that the document was executed or an 
action taken. 

Mr. Harpy. Just to clear up my own understanding—— 

Mr. Grecory. Yes, sir. 

Mr. Harpy. If Mr. Warne executed a contract or an agreement, 
and your initials failed to appear on that document, it would indicate 
that you had not necessarily read that document or passed on the 
— of it? 

{r.Grecory. Exactly right. 

Mr. Mountain. Mr. Gregory, I would like to ask you whether or 
not, in your position as legal counsel to the mission, you rendered 
any formal legal opinions? 

Mr. Harpy. You mean in written form? 

Mr. Mountain. Yes, sir. I think Mr. Gregory knows. I think, 
in the law, there is an understanding of what a formal legal opinion is. 

Mr. Grecory. I did not have a system of formal legal opinions by 
which I set up a system of legal counsel opinion No. 1, legal counsel 
opinion No. 2, legal counsel opinion No. 3. I was sent out as legal 
counselor to the mission, Any relationships were with the director 
of the mission. As to what kind of work I would do and the problems 
that arose, we had worked out the system ourselves of how I would 
indicate I had given legal approval. 

Mr. Harpy. Would the answer to Mr. Mountain’s question specifi- 
cally be that you did not prepare any formal legal opinions ? 

Mr. Greeory. That is right, sir, except as I have already indicated. 
That might be called “formal.” 

If I received a memorandum in which he asked me to explain any 
matters to a given subject, that might, under some use of the word, 
be called a formal legal opinion. 

Mr. Mounrarn. I think what we had in mind, Mr. Gregory, was 
whether or not when a question arose you in the course of your duties 
as legal counsel engaged in appropriate research which you docu- 
mented in writing, citing the law and the provisions of it which would 
apply and giving a formal interpretation of its application to a par- 
ticular problem. 

Mr. Grecory. Occasionally I did, but I always drafted along with 
it the action document which had my surname upon it. There was no 
research in the sense of the word that I made studies independently of 
actions going on within the mission. 

We were extremely busy there. Mr. Warne referred to me matters 
constantly and asked me to look them over to see if that particular 
action came within the law. 

Mr. Meaper. I would like to ask a question, Mr. Gregory. 

Did you render these memorandum opinions or initialed documents 
only upon request, or did you sometimes volunteer legal advice ? 

Mr. Grecory. There were different phases. The first phase was 
from February until December 1952. There my primary activities 
first had to do with the drafting of international agreements. That 
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was a part of my job description. I was given that responsibility. 
Those documents were within the scope of my responsibility. 

In December 1952 I became Acting Deputy Director, and a much 
greater flow of work came to me, not only as legal counselor but as 
Acting Deputy Director. This second phase existed from December 
1952 until July 1953. At that time I wrote in memorandum form to 
Mr. Warne that I could not carry out the duties of both offices, and I 
requested that I no longer act as Deputy Director. This recom- 
mendation was accepted. 

However, I still remained as the principal policy adviser to Mr. 
Warne. So from July 1953 until March 1, 1954, I was legal counselor 
and principal policy adviser to Mr. Warne. 

Mr. Meaper. In other words, for a period of time you were not 
simply a legal officer, but you were an administrator. Therefore, it 
might be difficult to tell whether you were acting in the capacity of 
a lawyer or an administrator in some of these documents? 

Mr. Greeory. That is exactly correct, Mr. Meader. 

Mr. Mraper. But with respect to the point I wanted to get cleared 
up, it is whether or not you acted only as a legal officer when you were 
requested for an opinion or whether there was some responsibility 
on your part to call attention to the provisions of law and appropriate 
regulations to make certain that they were observed ; whether you took 
any initiative in that. 

Mr. Grecory. I did not bring my functional statement with me 
because I didn’t know this was coming up. I will gladly produce it 
for the record. 

Mr. Meaper. That is your job description ? 

Mr. Gregory. My job description. 

Mr. Meaper. I think we should have it. 

Mr. Harpy. Yes; I think we should have it. If you would send it 
in to us, it would be fine. There is no particular urgency for it this 
morning. 

Mr. Grecory. Yes, sir. 

(The information is as follows:) 


CoUNSEL For TECHNICAL COOPERATION ADMINISTRATION IN IRAN 


The counsel for TCA in Iran is assigned administratively to the United 
States Director of Technical Cooperation for Iran to serve as legal adviser 
for the point 4 program in Iran. In addition, upon assignment, he performs 
legal duties in the adjoining countries in the Near East and African Develop- 
ment Service, other than Israel. Whenever he performs duties in countries 
other than Iran, he reports administratively to the United States Director of 
Technical Cooperation in the country of assignment. He is responsible on 
questions of legal policy, and for the technical adequacy of his work, to the 
legal counsel of TCA in Washington. The total amount of the programs in 
Iran for fiseal year 1952 is approximately $23,400,000. 

Assists the chiefs of diplomatic missions and country directors in Iran and 
other assigned countries in the Near East, in the negotiation of the bilateral 
and other agreements necessary for the conduct of the technical cooperation 
programs. Pursuant to legal guidance from the TCA legal counsel in Wash- 
ington and program and political guidance from the country director, he works 
out the form of these agreements so as to conform to United States policy in 
these countries, drafts or supervises the drafting of agreements, and establishes 
and maintains working relations for such purposes with attorneys and rep- 
resentatives of the foreign governments. 

Assists the chiefs of diplomatic missions and the country directors in drafting 
and negotiating agreements for the establishment of joint commissions for 
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economic development as permitted by the Act for International Development, 
wherever requested by the country director, and renders legal advice on prob. 
lems connected with the establishment and maintenance of such commissions. 

Undertakes or supervises the drafting and preparation of all contracts or 
agreements on behalf of the United States Government and renders or arranges 
for all necessary legal advice to the country directors with respect to the tech- 
nical cooperation programs in the region. This will include legal advice on prob- 
lems arising out of the administration of the large supply and construction 
segments of the programs in countries like Iran, the handling of joint and other 
funds, and other aspects of the technical cooperation programs. Pursuant to the 
approval of the country director, he arranges for the employment of foreign 
attorneys, on a permanent or retainer basis, to assist with problems involving the 
interpretation of foreign law. Determines the professional qualifications of 
such attorneys; the quality and reliability of the legal advice rendered; and 
generally supervises their activities. 

Upon request of the country director, may render professional and technical 
assistance on projects requested by the foreign government involving changes in 
its legal or institutional structure as, for example, improvement in its tax 
legislation. On such projects he provides the assistance requested or arranges 
for such assistance, as appropriate, with the approval of the country director and 
the legal counsel. When outside attorneys and experts are employed to make 
such studies and recommendations, they carry out the project under his sup- 
ervision. 

On the request of the country director, assists the chiefs of diplomatic mis- 
sions and country directors in the preparation and negotiation of agreements 
with the foreign countries for facilitating foreign private investment in such 
countries. 

Provides legal advice on and interpretation of all laws, regulations, executive 
orders and other issuances under which the programs operate, to the country 
directors and members of their staffs. 

In order to carry out these functions, travels throughout Iran and other 
countries for such periods of time as he may be requested to do so by the country 
directors or the legal counsel; performs related duties as assigned. 


Mr. Grecory. This sets forth first that I am assigned as legal coun- 
selor to the Director in Iran but also states that I will perform duties 
in other countries as required by TCA in Washington. It states that 
I will be responsible for the drafting of international agreements. It 
states further that I will give advice and counsel to the country direc- 
tor on administrative problems as those problems may arise. 

Mr. Warne ns early informed me that he would be the judge of 

a 


the matters that he would seek to have me give a legal counselor’s 
opinion upon. We worked out this system that I have already 
explained. 

r. Meaper. Let us see if we can tie it down to a specific example. 
I recall your testimony the other day that Mr. Reeves had inserted 
certain provisions relating to fohtratlek functions in an agreement; 
whether it was a program agreement or a project agreement—which 
was it # 

Mr. Grecory. It was a project agreement. 

Mr. Meaper. A project agreement. But Mr. Workinger disap- 
proved of those provisions and had a discussion with Mr. Reeves con- 
cerning it, as a result of which they were modified. 

Mr. Grecory. That is correct. 

Mr. Meaper. As legal counselor did you have any primary responsi- 
bility with respect to that controversy; whether or not proper con- 
trollership provisions should go in the project agreement or not ? 

Mr. Grecory. I think my testimony has already been to the effect 
that before I left Washington to go to the field I had inquired specifi- 
cally as to whether I would have responsibility for controllership 
functions. I asked specifically that if I was to have responsibility 





tha 
infe 
brie 
tlor 
Lhe 
\ 
had 
app 

N 


Id 
He 
the 
\ 
app 
bili 
cou 
adn 
adn 


UNITED STATES AID OPERATIONS IN IRAN 509 


that I felt I should have a set of the Controller’s decisions; that I was 
informed that a controller was going out; that he would be fully 
briefed; and that the question pertaining to the controllership func- 
tions would be left with the Controller. ‘That is also in a letter which 
I have introduced into evidence here of October 1952. 

Mr. Meaper. In other words, the answer to my question is that you 
had no responsibility as legal adviser with respect to the inclusion of 
appropriate provisions for controllership ? pis: 

Mr. Grecory. I did not consider that I had such a responsibility. 
I did call up Mr. Reeves to ask him how that was going to be done. 
He did provide other language. That was what I considered to be 
the extent of my responsibilities. 

Mr. Harpy. If I might interject there, I think Mr. Meader is very 
appropriately trying to make a distinction between your responsi- 
bilities of an administrative nature and your responsibilities as legal 
counsel. As I understand it, certainly from the standpoint of your 
administrative responsibilities, you have indicated you did have some 
administrative responsibilities ? 

Mr. Grecory. Not at that time, Mr. Chairman. 

Mr. Harpy. Not at that time? 

Mr. Grecory. Not at that time. 

Mr. Harpy. Then I misunderstood. But certainly there would be 
some distinction. 

I think the question involved is whether or not you made a deter- 
mination that the revised procedures which were agreed upon did con- 
stitute a fulfillment of the legal requirements with respect to con- 
trollership functions and accountability. 

Mr. Gregory. Sir, I did not make such a determination at that time. 
I got there in February. My primary study between February and 
April 1 had to do with the program agreements. I was attempting 
to find out what operations were going on. 

We were all working day and night. I did not intrude into the 
function of controllership because I had more work than I could do 
myself. 

Mr. Harpy. That is all right. I think the point we are trying to 
determine—and I believe it is clear now—is whether or not you made 
a determination that the proposed implementation procedures with 
respect to controllership did or did not meet the legal requirements. 
I understand your testimony is that you did not make any such de- 
terminations; that you did not consider it was required of you; is 
that correct ? 

Mr. Grecory. That is correct, sir. 

Mr. Mraper. But in your general approval of the agreement as re- 
worded did you not necessarily pass judgment upon its propriety from 
a legal point of view ? 

Mr. Gregory. I can say that it is my belief that the provisions of the 
project agreements did not violate any provision of the Act for Inter- 
national Development. 

Mr. Meaper. But as to whether the particular language agreed upon 
between Mr. Reeves and Mr. Workinger was the best language or what 
you would have approved if you had the responsibility, you did not 
pass any such judgment ? 

Mr. Grecory. I did not pass any judgment upon that. Each of 
these gentlemen had his own specific responsibilities. I certainly 
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checked every agreement to see whether it was in conformance with 
the Act for International Development. 

Mr. Meaprr. Incidentally, just what was it about Mr. Reeves’ first 

proposed language that Mr. Workinger found objectionable ? 
_ Mr. Grecory. I was not a party to the discussions. Mr. Work- 
inger brought the draft back to me and said: “Where did you get 
this?” and pointed to this paragraph that had the provisions in it. 
I said: “That came out of the Controller office.” He took the draft 
and went out of my office to Mr. Reeves’ office. It was at least 36 
hours thereafter before the draft came back with the accountability 
provisions changed and with Mr. Reeves’ surname upon it. 

Mr. Meaper. Mr. Chairman, do we have both the original and the 
revised paragraph we are speaking of on this agreement? 

Mr. Greeory. I do not think that you have that paragraph. Gen- 
erally, as I recall it, it provided a system by which the Iranian Goy- 
ernment on grants would make certain reports. I do not remember 
mre language at this time. I am hopeful of finding it back in the 

eld. 

I did keep my working papers. Of course, it has been 2 years and 
more since I was legal counselor, and I cannot assure you that I can 
find those papers there, However, I will certainly look. 

Mr. Meaper. What I am getting at, Mr. Gregory, is that it struck 
me when this came up the other day that perhaps this was pretty 
close to the heart of the whole problem which gave rise to some of the 
criticism in the GAO report. It struck me that the language Mr. 
Reeves originally prepared was rather strong, tight language which 
would require better, more complete, more accurate records of what 
happened to United States Government property or to property pur- 
chased with United States tax dollars, and that perhaps Mr. Work- 
inger did not want to have to go through whatever accountability 

rocedures Mr. Reeves recommended but wanted something a little 
bit looser and more flexible, and perhaps that greater flexibility ac- 
counted for some of the actions which have been criticized by the 
GAO. Am } far off on that? 

Mr. Grecory. I think you are correct when you say Mr. Workinger 
wanted additional flexibility so far as the agreements are concerned. 
However, I do wish to say that this same problem has come up time 
and time again out in Iran. This problem has come up with reference 
to the economic assistance program that was provided in October 
1958; and that the mission was given specific instructions that we 
were not to become responsible for the accounting system within the 
Government of Iran. I may not be saying this with extreme ac- 
curacy—I am only remembering it—but that cable is in existence and 
it can be found. 

Mr. Meaper. Do we have the copy of the cable? 

Mr. Mounrarn. I am sorry? 

Mr. Harpy. I do not think so. 

Mr. Mraper. Mr. Gregory just testified that in November of 1953 a 
cable was received from Washington—I suppose TCA in Washing- 
ton—saying that the country mission should not in any way become 
responsible for the accounting methods of the Government of Iran. 

Mr. Grecory. Insofar as the large aid program is concerned. 
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Mr. Mountatn. That is the emergency aid and not technical assist- 
ance ¢ 

Mr. Gregory. That is right. 

Mr. Mountain. We do not have a copy of that telegram, Mr. 
Meader. 

Mr. Harpy. But it did not have a bearing on the funds going into 
the technical assistance program ? 

Mr. Greoory. No, sir. I have been asked a question as to whether 
this failure to include Mr. Reeves’ language might be at the base of 
the matters contained in the GAO report. It is my own opinion 
that it would not have made any material difference to have had those 
requirements within that project. This is based on my experience in 
Iran during the last 4 years. 

I know that Mr. Reeves, when he advanced them these funds under 
the projects, sought at the time he advanced the money to set up a 
system by which he would give them a partial advance and when they 
came in with appropriate records he would give them more. In 
other words, he attempted to meet this problem through the way he 
operated the grants. I do know he had difficulty with them, even 
when he would arrange with them in the giving of the money that 
they were to file certain reports with him and even when he could 
withhold certain further funds until he got those required reports. 

It is my opinion that if the system devised by Mr. Reeves had been 
carried out it would have accomplished exactly the same objective as 
you would if you had the language in the project agreements. You 
would have the same difficulty in getting the reports if they were 
provided for in the project agreements as you did when Mr. Reeves 
attempted to get the same reports by refusing to give them further 
money under the project. 

Mr. Meaper. Let me ask, Mr. Gregory: You are now the country 
director in Iran. Do you operate under the same system that was 
worked out between Mr. Reeves and Mr. Workinger ? " 

Mr. Grecory. No, sir; there are all kinds of changes that have been 
developed during the year. é 

The present system that we do work under, of course, at the present 
time has to do with our master joint fund operation. Under this 
system there is joint control of the expenditure of the local currency. 
The dollars are reserved in the United States to pay for offshore 
procurement. The expenditure of the dollars is strictly controlled 
by us on a unilateral basis. The local currency is controlled by us 
through a joint fund operation, a bilateral agency in which there is 
joint control of the expenditure of the funds. Appropriate people 
are there to see that the proper accounting is maintained. We have 
a port unit that gets arrival reports. 

We have an entirely different system at this time, Mr. Meader. 

Mr. Meaper. You would say that your procedures at the moment 
on adequate to insure proper accounting of United States Government 
funds ? 

Mr. Gregory. They are. I also wish to point out that even under 
the present project agreements there is no language of accountability 
of the kind that Mr. Reeves envisaged back in 1952; and there has 
been none. 
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Mr. Meaper. In other words, your answer to my original question 
was that you do not think the failure of Mr. Reeves to get the language 
in the original project agreement that he wanted contributed in any 
substantial way to the deficiencies criticized by the GAO ? 

Mr. Grecory. That is my opinion at this time based upon the years 
of experience. At the time it occurred I did not have any opinion, 
sir. 

Mr. Harpy. I am a little bit hazy about your present procedures 
with respect to the joint fund operation. Do I understand that the 
dollars that go into the joint fund are exclusively under control of 
United States personnel ? 

Mr. Grecory. Yes, sir. 

Mr. Harpy. And that they are 

Mr. Greaory. The dollars—pardon me. 

The dollars remain in the United States for payment under ir- 
revocable letters of credit, through New York banks, for offshore 
procurement. 

Mr. Harpy. When does the joint fund, an agency of the Iranian 
Government, get control ? 

Mr. Greeory. Of the dollars? 

Mr. Harpy. Yes. 

Mr. Grecory. The control rests first in that the purchase authorities 
against which a dollar expenditure is made is signed by both the 
country director of the United States operations mission and a 
representative of the Iranian Government; so that they do agree that 
we will expend moneys—that we will expend dollars—for the pur- 
chase of the following equipment. That purchase authority is sent in 
to Washington and the procurement is done here. 

Mr. Harpy. So that the Iranian Government takes over at the point 
where the funds have been expended for procurement ? 

Mr. Greoory. That is right, sir. 

Mr. Harpy. So that if you had a procurement of equipment ordered 
jointly by the mission director and the Iranian representative, who 
is the Codirector of the joint fund—is that the procedure ? 

Mr. Gregory. That is correct.’ 

Mr. Harpy. The funds then would be expended for that particular 
procurement and then the United States responsibility and the re- 
sponsibility of our United States personnel would cease with respect 
to the accounting for that equipment ? 

Mr. Grecory. There are certain responsibilities 

Mr. Harpy. Let us just see if we can get that one buttoned up and 
then qualify it. 

Mr. Gregory. All right, sir. 

American personnel remain responsible for the custody of the 
property until it is delivered to the consignee, which is, in mest 
cases, the American Embassy. The American Embassy then delivers 
the property to the master joint fund compound. From the time it is 
delivered to the master joint fund compound and a receipt is given to 
the American Embassy—from that time on it comes within the Iranian 
Government channels and American personnel still maintain responsi- 
bilities for end-use checks, for end-use matters, but the primary re- 
sponsibility for the property then comes within the Iranian Govern- 
ment. 
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Mr. Harpy. Let us follow that through just a little bit further. 
After your funds are obligated and expended for a procurement do I 
undertsand that your testimony is that it is still the property of the 
United States until it is Sadeivell at the port ? 

Mr. Grecory. No, sir. I said that there are responsibilities for the 
custody of the property until it is delivered by the American Embassy 
to the master joint fund. 

Mr. Harpy. Let us be specific. Suppose some property is stolen 
off the pier. Whose loss is it ? 

Mr. Gregory. The loss first, of course—could I ask you: The pier 
here in New York or the pier at Khorramshahr ? 

Mr. Harpy. Let us take either one. Then let us suppose the ship 
hits a reef and sinks, and it is not covered by insurance. Whose loss 
is it? Let us take all three of those. 

Mr. Grecory. All right, sir. In the event that it is stolen off the pier 
in New York a carrier 

Mr. Harpy. The carrier would be responsible ? 

Mr. Gregory. Yes, sir. 

In the event that a ship was lost at sea and all the equipment was 
lost, and you had no one against whom you could assess a claim, it 
would be my opinion that the loss would have to be taken by the 
program in Iran, for the reason that the title to the property vested in 
the Government of Iran at the time the expenditure was made. A 
custody as such would only mean the responsibilities of people who had 
the property in their possession to see that it was handled in accord- 
ance with the instructions that they had. If they were guilty of 
malfeasance, or negligence, then that responsibility would be borne 
by those individuals. 

I believe that the responsibility rests upon American personnel who 
receive the property to see that it is delivered up until the time that 
it is delivered by the American Embassy to the master joint fund. 

Mr. Harpy. But it is your testimony that the Iranian Government 
actually owns it from the time it is purchased? 

Mr. Grecory. That is true, sir; but a title is distinguished in law 
from custody. Custody does not always follow the title. In other 
words, any person who would receive a piece of property, even though 
it was owned by the Government of Iran, would receive it because he 
is an Official in the United States Government who is charged with 
certain responsibilities to see that that property reaches a certain 
place. 

Mr. Harpy. You are getting into a doctrine here that I certainly 
am going to have to have a lot more comment on before I am going 
to accept it. What this doctrine seems to say is that as soon as these 
funds are obligated they become the property of the government of 
the host country. 

Mr. Gregory. I said as soon as the funds were expended, Mr. 
Chairman. 

Mr. Harpy. I understand. 

Mr. Gregory. Yes. 

Mr. Harpy. You said they were obligated and set up as irrevocable 
letters of credit—what they amount to. 

Mr. Grecory. In New York, sir. 
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Mr. Harpy. So that to all intents and purposes obligation of the 
funds transfers them to the host country. 

Mr. Grecory. That is correct, sir. 

Mr. Harpy. Because they are irrevocable, as you said. 

Mr. Greeory. That is correct, sir. 

Mr. Harpy. Then these funds are used to purchase equipment, and 
it is your testimony that the equipment becomes the property of the 
host country the minute the funds are expended ? 

Mr. Greoory. That is right, sir. 

Mr. Harpy. If that is the case, then I presume the basis for some of 
the other contentions you make—which seem spurious to me, and I 
am not going to get into a technical argument on it—is that after these 
funds are expended there is no further accountability to the taxpayers 
of the United States for those funds by anybody, and the only respon- 
sibility accruing to United States personnel is the responsibility re- 
lating to the custody of equipment for the Iranian Government, not 
the taxpayers of the United States? 

Mr. Greeory. I did not say that. 

Mr. Harpy. It seems to me to be logical. 

Mr. Greeory. I said after the equipment passes out of the custody 
of United States personnel to the master joint fund compound, then 
we have the same responsibility for end-use check to see the property 
is used for the purpose for which it was brought in. 

Mr. Harpy. How do we get that responsibility when the equipment 
does not belong to the United States ? 

Mr. Grecory. Because the responsibility is imposed by regulation. 
In ICA we turn over to the Iranian Government huge amounts of 
property in the form of sugar and in other kinds of Dest which 
they resell. We have an obligation to see that end-use checks are made. 

Mr. Harpy. Who is that obligation to? 

Mr. Grecory. The obligation runs to the field, from the controller’s 
office in ICA, who in turn reports to the Congress of the United States. 

Mr. Harpy. How do you get any United States citizen, or employee, 
responsible for accounting to the taxpayers of the United States for 
property that belongs to another nation ? 

r. Gregory. Because it is a part of their assigned duties. When 
the property becomes periened to the American Embassy at Teheran, 
every person who works for the Embassy who receives this property 
has to deliver it to the appropriate point. 

Mr. Harpy. Have you ever made any legal study, or conducted any 
research to establish the legal basis for this doctrine? 

Mr. Grecory. No,sir. That language was developed here in Wash- 
ington and sent out. 

fr. Harpy. Can you refer the committee to a specific legal opinion 
that supports that doctrine ? 

Mr. test I will attempt to, sir. 

(This question, among others, was referred by the subcommittee to 
the Comptroller General and his reply will be found in appendix 
X, p. 1189.) 

Mr. Harpy. I think we are going to need it because this is a most 
curious thing to me. I do not understand how an employee of the 
United States can be held accountable to the taxpayers of the United 
States for property of a foreign nation. That is what I do not 
understand. 
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Mr. Grecory. He is responsible to carry out the duties to which he 
has been assigned, Mr. Chairman. 

Mr. Harpy. But he could not be accountable for property that 
belongs to someone else. 

Mr. Gregory. I would certainly think that he should. 

Mr. Harpy. I would think he should too, but I do not see how he 
can if it belongs to another nation. 

Mr. Grecory. It is in the agreement, sir. 

Mr. Harpy. Maybe we ought to look at how the agreements are 
drawn. 

Mr. Grecory. These agreements were drafted in Washington. 

Mr. Harpy. That does not make them correct. 

Mr. Meaper. By the way, this vesting of title—— 

Mr. Harpy. Mr. Hannah looks like he wants to say something. I 
am going to let him testify on this before we get through unless we 
can get some better legal authority. 

Mr. Meapver. The vesting of title, at the time the equipment is paid 
for, in the host country is not required by the terms of the act, is it? 

Mr. Gregory. Would you repeat that, sir? 

Mr. Meaper. You have said, and I understand, this is worldwide. 

Mr. Harpy. That is the way that I understood it. 

Mr. Meaper. In ICA programs the title vests in the host country. 

Mr. Gregory. That is right. 

Mr. Meaper. When it is paid for by United States dollars. 

Mr. Gregory. That is right, sir. 

May I read this language? 

Mr. Meaper. My question is, is that provided by the terms of the 
statute ? 

Mr. Grecory. No, sir. It is my understanding, especially in the 
case of Iran, because of the instability within the country, it was neces- 
sary to keep the dollars in the United States so that in the event the 
instability Tne greater the control of the dollars would not be 


within the country of Iran, which would be the case if they were 
deposited in a bank there. 

Mr. Meaper. Then the title vesting in the host country when the 
manufacturer is paid for the goods applies only to Iran and is not 
worldwide? 

Mr. Grecory. I do not know, sir. I can say this language was 
drawn ver SReEN in view of the circumstances that existed in Iran. 


I would like to read the second section of paragraph 2 of article 5: 


The parties agree that this sum shall be withheld in the United States of 
America to meet payments to be made outside of Iran in United States dollars. 
The amounts used for such payments when expended as agreed upon by the 
managing director and the director shall be considered as if deposited to the 
credit of the joint fund. 

Mr. Mountain. Will you tell us what you are reading from? 

Mr. Gregory. The second section of the program agreement No. 6 
in industry. I can read all the other program agreements if you wish. 

Mr. Harpy. Your testimony is that they all have similar language. 

Mr. Grecory. As far as joint funds are concerned, that is correct. 

Mr. Harpy. That language was drawn in Washington ? 

Mr. Gregory. That is correct. 

I would like to read another section of these agreements which bears 
upon the question of the title. 
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Mr. Mounrarn. Will you cite the section of the agreement ? 

Mr. Grecory. This is paragraph 2 of article 9 of the second exten- 
sion of Program Agreement No. 6 which is dated September 29, 1953, 
which reads as follows: 

All materials, equipment and supplies acquired for the cooperative program 
shall become the property of the join fund and shall be used only in the further- 
ance of this agreement. Any such materials, equipment, and supplies remain- 
ing at the termination of the cooperative program shall be at the disposal of the 
Plan Organization. 

Mr. Harpy. Now that which you just read says the property shall 
be the property of the joint funds. 

Mr. Gregory. That is correct. 

Mr. Harpy. Do you have any specific contractual documents that 
set forth the ownership of the joint funds and the rights of the United 
States taxpayers to the joint funds? 

Mr. Grecory. The joint funds agreement in each case is set forth 
in article 5: 

There is hereby established the Iran-American joint fund for public health 
(hereinafter referred to as the “joint fund’). The joint fund shall serve as an 
agency of the Government of Iran and shall administer the cooperative program 
of public health in accordance with the provisions of this agreement. The 
Minister and the Director shall serve as codirectors of the joint fund. The 
moneys of the joint fund may be maintained in such bank or banks as the 
codirector shall select and shall be available only for the purposes of this 
agreement. 

Mr. Harpy. Let me ask you a question from a strictly legal stand- 
point. 

Suppose there is theft from a joint fund, is there accountability, or 
is there liability under the laws of the United States or only under 
the laws of the host government ? 

Mr. Greeory. If the theft occurs within the country in which the 
program is taking place, the theft will be prosecuted under the laws 
of that country. 

Mr. Harpy. If restitution is required, to whom would restitution 
-be made? 

Mr. Grecory. Restitution would be made to the joint fund. 

Mr. Harpy. Would the United States have any right to prosecute? 

Mr. Grecory. Certainly the United States would have no right to 
set up a court in Iran to try the individuals concerned. Prosecution 
could be initiated by the Iranian Government in those cases, whether 
they were American or Iranian. 

Mr. Harpy. Only under Iranian law and in Iranian courts; is that 
right? 

Mr. Grecory. It is certainly true so far as Iranian personnel are 
concerned. 

Mr. Harpy. I am talking about the United States personnel now. 

Mr. Greeory. I have not passed upon that subject. I understand it 
is now pending in the district attorney’s office, I believe, in New 
Jersey. 

Mr. Harpy. Would there be any liability to the United States on 
the part of a United States employee because of a theft committed 
against the joint fund ? 

Mr. Grecory. I do not so believe. 

Mr. Harpy. So that any property turned over to the joint fund loses 
its requirement for accountability to the taxpayers of the United 
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States the minute it is turned over to the joint fund; is that correct? 

Mr. Grecory. That is correct. 

Mr. Harpy. So if equipment in Iran were lost, or unaccounted for 
prior to the time that the joint fund was established, the responsible 
persons could absolve themselves of any responsibility by technically 
transferring title to the joint fund after the joint fund was estab- 
lished; is that correct ? 

Mr. Grecory. In the event that the property was lost or stolen, they 
could not transfer it. 

Mr. Harpy. Who knows whether it was lost or stolen? They trans- 
fer title off of a document. They transfer title from that to the joint 
fund. 

Mr. Gregory. I was not there at the time it was transferred. 

Mr. Harpy. I am asking you a hypothetical question. I am not 
speaking of any specific item of equipment. What I am saying to you 
is this: Suppose that you had equipment that was scattered all over 
everywhere—and there has been testimony that that did happen in 
Iran—and an inventory was undertaken, if the documents which re- 
lated to its shipment were used as a basis for transferring title to the 
joint fund after the joint fund was established, then the individuals 
who had original accountability are relieved of that accountability ; 
is that right ¢ 

Mr. Grecory. They were relieved only if they received a receipt 
from the master joint fund showing that certain specific property 
had been accounted for and delivered to the joint fund. 

Mr. Harpy. Do those specify actual manual delivery ? 

Mr. Grecory. I do not know. I was not there at the time. 

Mr. Harpy. You know, as a matter of fact, the title to a lot of 
equipment is normally transferred by the use of documentation; is 
that right? 

Mr. Gregory. I can only say that I would not give a receipt myself 
stating that I have received certain types of equipment unless I was 
mighty sure that I had received that equipment. I would not give 
such a receipt. 

Mr. Harpy. Suppose you were working both for the joint fund and 
had a responsibility before the joint fund was established, you have 
not lost anything. We did have some people in that sort of situation, 
did we not? 

Mr. Grecory. I donot believeso. Accountability was carried in the 
Embassy until property was actually delivered to some agency of the 
Iranian Government. That accountability involved different people 
than the accountability that was picked up by the master joint fund. 

Mr. Harpy. We had testimony by Mr. Dickins about an inventory 
that he took of equipment and materials, and my recollection is that 
he testified he inventoried all the equipment and accounted for every- 
thing. I doubt if then he saw it physically, all of it. Having made 
such an inventory, or having made such a list of equipment, is it possi- 
ble that such a list might have been turned over to the master joint 
fund, after which anyone who had personal accountability prior to 
that time would be relieved ? 

Mr. Grecory. It is possible, sir, but I do not know whether it 
happened. 


Mr. Harpy. That is the question that we want answered. 


79239—56———_34 
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Mr. Gregory. I would like to speak to that point, because this has 
to do with my present operation, sir. We are making what we call 
Operation Search to tie all property and delivery receipts back to 
the original document themselves, sir. I have a copy of my instruc- 
tions. I do not have them with me. I would like to bring them 
back at a later time. 

Mr. Harpy. Let me ask you this about your Operation Search: You 
are searching for equipment that previously was turned over to the 
joint fund; is that right? 

Mr. Grecory. This will involve property within the joint fund, 
the master joint fund 

Mr. Harpy. Let me pursue this a minute. I do not want to inter- 
rupt your chain of thought, but actually all of the property that is in 
the country of Iran has been turned over theoretically and by the 
use of receipts to the master joint fund, has it not? 

Mr. Greeory. I do not know that, sir. 

Mr. Harpy. Do you know of any property acquired by procurement 
in the United States through the procedure that you outlined a while 
ago that has not been turned over to the master joint fund ? 

Mr. Greeory. No, sir. 

Mr. Harpy. Then, so far as you know, all of the property bought 
with United States dollars under the technical-assistance program 
has been turned over to the master joint fund; is that right? 

Mr. Grecory. I cannot tell that, sir, until I have finished my investi- 

ation. 

" Mr. Harpy. I asked you “so far as you know.” 

Mr. Greeory. On that basis, I believe that the great percentage of it 
has been turned over, but to say that every piece has, I would not know 
until I get through. 

Mr. Harpy. Let us make another assumption : Suppose in the course 
of this investigation you are making, the inventory shows a substantial 
quantity of material, equipment or what, is unaccounted for. If a re- 
ceipt exists from a joint fund no responsibility attaches to any United 
States personnel; is that right? 

Mr. Greoory. I would think there might be responsibility going 
back to the first year, 1952. I will make every effort to obtain a com- 
plete and full statement. A loss may have to be surveyed out. I do 
not know there will be a loss yet, sir. 

Mr. Harpy. I understand. I am not imputing anything improper 
to the thing that you are trying todonow. The thing that I am trying 
to establish is whether through carelessness, through insufficient per- 
sonnel, through malfeasance, misfeasance, or pure accident, material 
of the United States was lost prior to the establishment of the master 
joint fund, and whether if a receipt was submitted for that equipment 
or that material any United States personnel who prior to that time 
had a responsibility for accountability was thereby relieved of that 
accountability. 

Mr. Grecory. Assuming that receipt was a bona fide receipt—— 

Mr. Harpy. I am not assuming they are going to make an accredited 
receipt. 

Mr. Greeory. Given in the course of business for goods actually 
received, my answer would be yes. 
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Mr. Harpy. Whether or not the goods were actually received, if the 
receipt purported to acknowledge receipt of the goods, accountability 
was relieved; is that right ? 

Mr. Grecory. A receipt on the face of it says, “I have received so- 
and-so, in such-and-such articles.” I donot think such a receipt would 
be given unless those articles had been received because by the very 
tenor of the receipt itself it says in that language—received certain 
articles at certain times. 

Mr. Harpy. When you established the master joint fund, according 
to testimony we have had, equipment was scattered all over every- 
where. Maybe somebody had a memorandum that a particular piece 
of equipment, or certain quantities of equipment, were located up in X 
province and certain other equipment was located somewhere else. 
That equipment was listed and receipted for by the matter joint fund, 
whether or not the individual actually saw the equipment. I am not 
going to enter into a determination as to whether the individual that 
signed the receipt actually went over all of the country and looked at 
the equipment to see if it was there, but if a receipt was signed for it 
then the accountability of the individuals who previously had custody 
was relieved. 

Mr. Gregory. That is correct, sir. 

Mr. Mraper. I did not quite finish on my other point. I want to go 
back to the language in the agreement that Mr. Reeves prepared and 
that Mr. Workinger objected to. As I recall your answer, Mr. Greg- 
ory, it was this: That the failure to have tight control language in the 
project agreements did not in your opinion contribute to the deficien- 
cies found by the General Accounting Office. Am I stating it substan- 
tially correctly ¢ 

Mr. Grecory. There are many deficiencies in the GAO report. 
Could you tell me which one you are referring to? Can you confine it 
to specific statements in the GAO report? If you can, I will be glad 
to answer your question. 

Mr. Meaper. I did not think we had trouble about that before. Did 
the absence of that language contribute to any of the deficiencies the 
GAO found ? 

Mr. Gregory. I believe that you are referring to the second para- 
graph on page 7 of the GAO report which is as follows: 

The use of such local currency funds for grants to Iranian Government agen- 
cies without obtaining a satisfactory accounting of their disposition. The neces- 
sary control was accomplished for assistance fund made available in subsequent 
years through the establishment of the joint funds, in particular, the master 
joint fund in April 1954. The operations of the joint funds and the procedures 
followed by them were placed under the supervision of the mission. 

The joint funds provided were for joint control of the expenditure 
of the funds by the joint signatures on checks on administrative pro- 
cedures. 

The unilateral basis of operations that were pursued the first year 
because of the newness of the program, the extreme urgency of getting 
the program underway, provided that each of the respective sovereign 
nations would keep their own money and funds. When point 4 
circular No. 4 of May 5, 1952, came out, that provided grants could be 
given, funds, equipment, supplies, and project agreements were pre- 
pared that called for grants to the Iranian Government. Once the 
funds were turned over to the Iranian Government then the question 
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of the adequacy of the Iranian Government records became of para- 
mount importance. While it has been a long time ago, I think Mr. 
Reeves’ primary difficulty came from the fact that the Iranian Govern- 
ment did not maintain records in a way that would permit suitable 
accountability ; that the Iranian Government was slow in getting their 
reports in; that he would have had the same difficulty in acquiring this 
type of information if thelanguage had been in the project agreement. 

There was no way it could operate by obtaining the appropriate 
information from the Iranian Government because the Iranian Goy- 
ernment itself was extremely unstable in those days. Now, that was 
put on more firm ground by the establishment of the joint funds, which 
we proceeded to do as soon as these deficiencies became known. 

Mr. Meaprr. In other words, the thing that I did not quite carry 
through to the end when I questioned you on this before was this— 
what I believe you are saying now is, regardless of what language 
had been put in the agreement, or regardless of what sanctions or con- 
trols were agreed to, since the Iranian Government did not keep these 
records there was no way of exercising any control over the property 
to be turned over to them ? 

Mr. Grecory. That was exactly the case in the summer of 1952, and 
that was the thing that made us bring in our joint fund operations by 
which we maintained control over there. 

Mr. Meaper. The fact that the Iranian Government did enter into a 
solemn agreement providing for controls certainly would not have 
injured the efforts subsequently to obtain the information desired ? 

Mr. Grecory. I think that Mr. Reeves’ point was if he had the ac- 
countability language in the project agreement he could have had a 
“tougher attitude” toward the Iranian Government officials. 

Mr. Harpy. Who are you quoting on that? 

Mr. Grecory. I think that I am quoting Mr. Reeves on this matter, 
sir, but it was a long time ago. 

Mr. Meaper. In other words, the language would not have done any 
harm and might have been of some benefit in obtaining the informa- 
tion as to what happened to this property ? 

Mr. Grecory. I think that it would have reinforced Mr. Reeves 
in his relationship with the Iranian Government. 

Mr. Harpy. I want to interrupt here for a second and ask Mr. 
Rabel a question. 

Did you do any auditing of joint fund accounts in Iran? 


TESTIMONY OF FREDERICK K. RABEL, AUDIT SUPERVISOR, 
GENERAL ACCOUNTING OFFICE 


Mr. Razer. Mr. Chairman, we reviewed in general the system used 
by the joint funds, but we did not examine the recorded transactions; 
in other words, we have not audited the accounts of the joint funds. 

Mr. Harpy. Do you have any right to audit the account of the 
joint funds? 

Mr. Raset. I believe we do have. 

Mr. Harpy. Where do you get the right to audit the accounts of the 
Iranian governmental agency ¢ 

Mr. Raset. The agreement setting up the joint funds provides 
for access to the joint funds. This is reserved to ICA, or its prede- 
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cessors, and that, I believe, would mean also the GAO, through the 
permission of the ICA, could examine the records. 

Mr. Harpy. The agreement says that the books shall be open at all 
times to examination by authorized representatives of the ministry 
and the Administration. I presume that the Administration means 
ICA in this case ¢ 

Mr. Grecory. That is right. 

Mr. Harpy. Then the only basis upon which the GAO would be 
able to have access to these books would be as representatives of the 
ICA? 

Mr. Rapeu. That is why I said that I believe with the permission 
of the ICA I could have examined those records. 

Mr. Harpy. Suppose that you did examine the records pursuant 
to the authority contained in that agreement, the language that I just 
gave, and you found deficiencies and you found that there had been 
a lot of irregularities, you could not do a thing in the world about. it 
except talk about it, could you? You could criticize it, could you not? 

Mr. Rapeu. Yes. 

Mr. Harpy. But you could not take any legal action, could you? 

Mr. Rapet. No. Do you mean legal action in the sense that the 
GAO would be trying to recover funds ? 

Mr. Harpy. What legal action could you take ? 

Mr. Rasen. I do not believe we could take any legal action. 

Mr. Harpy. You could not take any legal action against anybody, 
including United States personnel that were assigned to do the opera- 
tions of that fund, could you ? 

Mr. Raset. No. I believe we could only make recommendations 
and present our facts or findings. 

Mr. Harpy. To whom you make recommendations, the Iranian Gov- 
ernment? This is an Iranian organization. 

Mr. Raper. We would make those to the administration, the ICA. 

Mr. Harpy. Insofar as that program is concerned, that is a tight 
agreement. You have heard the testimony of Mr. Gregory that the 
funds allocated to that program are irrevocably tied to the procure- 
ment as directed by that Iranian agency. What could you do about 
it? Have you considered whether or not you could do anything about 
it ¢ 

Mr. Raper. Mr. Chairman, I believe that the testimony has not 
brought out clearly just how the accounts of these joint funds are being 
kept. I have found that these accounts are jointly kept; that they are 
actually and in practice under the control of United States officials; 
that the top officers at the time I was in the field were United States 
officials. The Controller of the master joint fund is a United States 
citizen and an employee of the mission. 

Mr. Harpy. But he is dealing with funds that do not belong to 
the United States. He is accounting only for Iranian funds. What 
business is it of ours what he does with them? What legal right do 
we have to do anything about him if he absconds with half of the 
funds that are in there 

Mr. Raset. This is a legal question and I myself am an accountant 
and not a lawyer, and I am not qualified to advise the committee. 

Mr. Harpy. That isa good answer. 

Mr. Raset. We have under study, as we have been requested by 
the chairman, the legality of the transfer of property. 
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Mr. Harpy. Do you know what progress you are making on that? 

Mr. Raset. I know that we have assigned an attorney to it, and he 
is working with me on it, and we are expediting it as best we can. 

Mr. Harpy. It might be that some new angles have been brought 
into the legal opinion by the testimony that we are hearing this morn- 
ing. I am glad that you have been sitting here listening so that we 
on get as complete an opinion from you as possible. Thank you, Mr. 

abel. 

I think it stands out clearly that about the only authority we 
have in this kind of situation is that we can look at it and see what 
kind of misactivity has been going on, but we cannot do anything 
snot talk about it. I do not want to assume that there has been 
anything improper, but if there has been why is there no legal redress? 

Mr. Mraper. But you are basing your whole approach on the trans- 
fer of title. According to the arrangement, the equipment and the 
material belong to the Iranian Government. Even if it does belong 
to the Iranian Government, it is possible by agreement to provide 
that it shall be treated in a certain way by the Iranian Government. 

Mr. Gregory. That is right. 

Mr. Meaver. What I am trying to say is it might not necessarily 
hinge solely on the question of title; there might be certain obligations 
agreed to with respect to property even though it were owned by the 
Iranian Government. 

Mr. Harpy. That is true, but if those obligations should be violated 
then you have no redress. 

Mr. Meaper. You are talking about criminal prosecution. 

Mr. Harpy. I am not talking exclusively about criminal prosecu- 
tion; I am talking about as much as anything else, dissipation of assets. 
I am thinking about the waste of the United States tax dollars that 
are appropriated for a specific purpose, and if they are not used for 
that purpose then the United States taxpayers are not getting a proper 
return on their money. That is what I am talking about. If that 
happens—and I am not reaching any final conclusion, but it has hap- 
pened—under this kind of a device there is not any redress. 

Mr. Mraper. Let me see if I am thinking along the same lines. The 
joint fund has title to the property and is the injured person in the 
event of any loss which would give rise to a cause of action, probably 
under Iranian law, whether it be theft, negligence, or whatever the 
cause of action might be. The joint fund could maintain litigation 
against the responsible person, either to recover money damages, or 
recover the property if they could find it, through whatever type of 
litigation the Iranian law provides for redress. Then the joint fund 
would be made whole, presumably. 

Let me ask this question. Do we have such an interest in the joint 
fund—and when I saw “we” I mean the United States Government— 
that we could initiate any litigation of that kind ? 

Mr. Grecory. We not only do, but we have. We have recovered 
property. We have been in contact with the police and we have made 
every effort that we could to see that any loss is returned. I do, how- 
ever, want to agree with the chairman, that if there is waste in a 
project, and if there is provision in the project agreement to the effect 
that the property will be used only for the purpose of the project, and 
if there is waste within the Iranian Government itself, we can at- 
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tempt to take action against the individuals who are involved. If, 
however, we are unsuccessful in such an action and there is an actual 
loss, then that loss is taken within the program itself and it is not a 
loss to the extent that it is a loss to us of United States funds. It is 
a loss in the ultimate use of the United States fund. 

Mr. Harpy. That is the point, and that is what bothers me about 
this as an example of the total worldwide picture. I am not thinking 
exclusively about Iran in this particular situation. But these funds 
are appropriated in the furtherance of United States foreign policy 
objectives, and if they are not used for that purpose, if they are dis- 
sipated, then to the extent of their dissipation and their misuse, United 
States foreign policy objectives are suffering. That is fundamental 
and that is the thing that disturbs me about this whole picture. 

Under this kind of device I fail to see how we can have any control, 
or any assurance that our foreign policy objectives will be preserved 
and that there will not be widespread dissipation of assets. I do not 
see how we can have any assurance of any control. 

Now, I am not making any final finding that that has happened, 
but I am saying that it seems to me that we have established a device 
which makes possible a lot of deficiencies and improprieties. 

Mr. Grecory. It is not a device that is the primary problem because 
under your present project agreements, with or without a joint fund, 
it is provided that the title to the property shall be in the Iranian or 
in the host government. All property that is purchased under an aid 
program is purchased for the host government so it is not the joint 
fund device that is the problem. The problem arises from operating 
in underdeveloped countries where they do not have as developed a 
governmental system as we have here. 

We give assistance to another government. In order for that as- 
sistance to be effective we must see to it that they receive that as- 
sistance. In the event they can make full and complete use of the 
assistance they probably would not be where they would need as- 
sistance in the first place. It is because they are undeveloped countries 
that we have to in our public aid administration, in the joint fund 
devices, in any way we can, train them, encourage them to set up ap- 
propriate systems of accountability for their own property as well 
as our property we have given to them. That is a Basie problem in 


at least half of the world today, and it is a tough problem. 
Mr. Harpy. It seems to me that strengthens my feeling we need to 
keep a little stronger control over these things. 


y 


Mr. Grecory. The control can exist only by actual participation in 
the use of the goods and equipment. The best control is a technician 
who participated in the ordering of that piece of equipment, who is 
anxious for it to come there. He meets it at the port. He follows it 
through. He sees it go to the project site. He sees that it is used. 
He demonstrates the additional techniques and skills. That is your 
best end-use check upon that equipment. 

Mr. Harpy. We had a lot of this equipment over there before we 
had any technicians to use it, that is true, is it not? 

Mr. Grecory. That is certainly true. However, that is another 
problem. 

Mr. Harpy. I am just following along your line of argument. It is 
a fundamental requirement that we should have technicians over there 
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that can help them and show them how to use it, but we do not have 
enough technicians apparently to do all that. We got this program 
started before we had a handful of people over there to show them 
what to do with it. 

Mr. Grecory. And sometimes the equipment did not get there until 
so late that the technician who had ordered the equipment was ready 
to go home at the conélusion of the 2-year tour, so it works both ways. 

Mr. Harpy. That is the other extreme of it. 

Mr. Grecory. That is right. 

Mr. Harpy. After he leaves, this equipment is sitting there with no 
one to show them how to use it. 

Mr. Grecory. Until a new technician can be recruited, and, gentle- 
men, they did not want to go to Iran in those days. 

Mr. Harpy. I would like to interrupt. I understand that we have 
a guest in the committee room, Mr. Anthony, who is over here on this 
leadership exchange program. We want to express our pleasure that 
he is with us. We hope that he can find something interesting and 
enlightening in the manner we operate. 

Mr. Mounrarn. Mr. Gregory, you were reading from a project 
agreement, and I believe you testified these dollar funds are irrevo- 
cably committed to various programs and projects. 

Mr. Grecory. That was not my statement, Mr. Mountain. 

Mr. Mountain. I beg your pardon. 

Mr. Gregory. Upon a purchase authority for offshore procurement 
a letter of credit is established in a New York bank for the credit 
for that particular purchase. 

Mr. Mounratrn. For that particular purpose. It is not a line of 
credit then ? 

Mr. Greoory. It is not a line of credit; no, sir. 

Mr. Mountain. So, for a given individual purchase there is a 
particular amount of credit set forth ? 

Mr. Grecory. Yes. I believe ICA has an overall general line of 
credit so that the bank is authorized to establish letters of credit under 
certain procedures for which then the bank gets reimbursement from 
ICA, but I am not the best qualified to testify on the bank arrange- 
ments. 

I wanted to refer to the provision in the agreements which I think 
is fairly standard: 

Any funds of the joint fund which remain unexpended and unobligated on 
the termination of the cooperative program— 


In this case I am citing from the public health program— 


shall, unless otherwise agreed upon in writing by the parties hereto at that 
time, be returned to the parties hereto in the proportion of respective funds 
contributed by the parties under this agreement, as it may be from time to time 
amended and extended. 

This is the public health agreement which established the first joint 
fund. It is the first extension of program agreement No. 3 in public 
health. 

Mr. Mountain. What paragraph are you reading from ? 

Mr. Grecory. Article 9, paragraph 4. ' 

Mr. Mounrarn. The purpose of my question was to clarify how, if 
these funds were Iranian Government agency funds, it was arranged 
at closing out we would have an equity in the unexpended balances. 
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Mr. Grecory. This was again a part of a plan to assure control of 
the dollar funds by keeping the dollar funds in the United States until 
they were expended. In the event that instability had gone further 
in Iran we would have been entitled to terminate this agr reement, and 
all dollars that were unexpended in the United States would then be 
returned to the United States of America. That was the purpose of 
this provision. 

Mr. Meaper. The language said that anything left over would be 
divided according to the contributions of the respective governments. 

Mr. Grecory. The language says: 

Any funds of the joint fund which remain unexpended and unobligated on the 
termination of the cooperative program in public health shall, unless otherwise 
agreed upon in writing by the parties hereto at the time, be returned to the 
parties hereto in proportion of the respective funds contributed by the parties 
under this agreement, as it may be from time to time amended and extended. 

Mr. Meaper. So that we can understand the implications of the 
language, let us say that a cooperative program terminates and there 
is $100,000 in the fund in the United States unexpended and unobli- 
gated, but to the joint fund the Iranian Government had put in some 
rials and we use an artificial rate of exchange so they unariened 50-50 
to the whole fund, so would not they then have a claim for 50 percent 
of that $100,000 ? 

Mr. Grecory. Theoretically you are correct, but actually such a 
situation did not arise at all in those times. 

Mr. Meaper. You have not entered into any cooperative programs 
with unexpended balances? 

Mr. Grecory. There were no dollar contributions by the Iranian 


Government to the program. Any contributions were in local cur- 
rency and not in dollars. 

Mr. Meaper. Any fund which is left over at the termination of 
a compere ys undertaking or program, according to this paragraph, 


is to be divided between the two parties to it in proportion to their 
contribution to the joint fund. 

Mr. Grecory. That is right. 

Mr. Meaper. So that the Iranian Government would even be en- 
titled to share in the dollar fund here in the United States. 

Mr. Greeory. Theoretically that is true, but the contributions were 
so greatly in favor of the United States Government that actually 
there was never a time that I know of that the Iranian Government 
would have been entitled to any amounts in the funds here in the 
United States. 

Mr. Meaprer. You undoubtedly could have found language which 
would have clearly entitled the United States to any dollar amounts 
which they had contributed that remained in the United States. 

Mr. Greogory. I do not think the United States wished to make 
that point clear at the time, Mr. Meader. 

Mr. Meaper. I recall some other language that you read—I thought 
it was from that same agreement—that whatever was left over at 
the end of a cooperative program w ould be turned over to the Plan 
Organization. 

Mr. Grecory. That, I believe, was with reference to the property, 
was it not? 
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Mr. Mountarn. I believe that had also to do with an industrial 
program. 

Mr. Greeory. That is correct. 

Mr. Meaper. And related not to the funds, but only to the equip- 
ment ? 

Mr. Grecory. I would have to read it back to tell you that. It is 
my impression that is correct, but before I would give a precise answer 
I would want to read that back. 

Mr. Harpy. Did we ever determine where this master joint fund 
concept originated ? 

Mr. Grecory. The master joint fund concept originated from a host 
of matters. 

Mr. Harpy. Did it originate in Washington or somewhere else? 

Mr. Greoory. It originated in the field. 

Mr. Harpy. Did it originate in Iran? 

Mr. Grecory. I was a primary mover in this ie 

Mr. Harpy. Was the one worked on by you and Mr. Dickins in Iran 
the first one? 

Mr. Grecory. That was the first master joint fund. 

Mr. Harpy. With respect to the transfer of property to the master 
joint fund, in fiscal year 1952 your program agreements and your 
project agreements—I believe you testified the other day—all carried 
a provision that title to the property would be in the United States 
until the program terminated ? 

Mr. Grecory. That is right, sir. 

Mr. Harpy. How did we get that property transferred? Who had 
the authority to transfer it to the Iranian Government? 

Mr. Greoory. Sir, I was not in the mission at the time that transfer 
occurred. 

Mr. Harpy. What authority exists for transfer of property in that 
manner if your program agreement had that provision in it? 

Mr. Greoory. I believe, sir, and it has been my intention, that upon 
the ascertainment of the property belonging within each of the re- 
spective programs, the transfer of that property to the respective 
ministries, that this system of program and project agreements will 
be terminated. We will terminate these types of program agreements 
as we have them now, and we will then have a system which will pro- 
vide, so far as technical assistance is concerned, for the greatest amount 
of money to be for technicians and that the small amount of equip- 
ment that is purchased will be purchased with title going to the 
Tranian Government, and the pieces of equipment will be followed 
by the technicians right straight through as a part of their demon- 
stration program, 

Mr. Harpy. I understand, then, you are proposing to terminate 
the program and project agreements that originated under the 1952 
program ? 

r. Grecory. That is right. 

Mr. Harpy. If you do that, that will provide a device within the 
program agreements themselves whereby you can transfer the 
a so 
Mr. Greeory. You are exactly right. 

Mr. Harpy. The fact of the matter is, you would not even have to 
account for it after that, would you? Your program agreements pro- 
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vide the minute a project is terminated the property becomes avail- 
able for disposition by the Iranian Government. 

Mr. Greeory. That is correct, sir. 

Mr. Harpy. So, simply by the device of terminating project agree- 
ments, you can relieve anybody who might be involved in accounta- 
bility for that equipment. 

Mr. Greeory. Sir, before I do that, I intend to have completed 
Operation Search to see we know what this property is, where it is 
going, that we know who is going to follow it, and that it is used for 
the purposes of the project. 

Mr. Harpy. I am making no effort to reflect on your intentions 
at all, Mr. Gregory, but I am pointing out the possibilities that exist 
under this thing, and I do understand—and I think I can get a yes 
or no answer to this—that the minute you decide to terminate your 
projects under the 1952 program, all accountability of any United 
States personnel for the property or equipment or what not, deliv- 
ered under the 1952 program, terminates. 

Mr. Gregory. That is correct. 

Mr. Meaper. Let me ask you a question at this point: Does the fact 
that the agreement terminates necessarily mean the cooperative pro- 
gram terminates, or is it simply being transferred to a joint fund? 

Mr. Gregory. We intend, as a part of our integration program it- 
self, to do away with the joint funds. We are going into a period 
when our expenditures will be on the technical-assistance side, solely 
for technical assistance. The funds will be used for the technicians 
and the small amount of equipment. The contributions in local cur- 
rency will come from the Iranian side of the picture, either by counter- 
part funds or by contributions from the plan organization. Iam try- 
ing to get this in a form whereby a long-term, pure technical-assistance 
program can proceed in Iran. Now, under our project agreements 
and under the receipts that we will get from the Lranian Government, 
they will agree that this property will be used only for the project 
uses under which it was purchased. I intend to see this property is 
kept for the project use, but the operational support for the project, 
sir, will, under my plan, vest in the Iranian Government. 

Mr. Harpy. You are not going to have enough people to see wheth- 
er or not the plan works or the property is properly used, and you 
know it. 

Mr. Gregory. We have the question of how long after we have 
delivered the property we shall keep up the end-use check on this 
matter. A piece of property or equipment may last 3 years, 5 years, or 
10 years. We will have to set up a system by which the property that 
becomes obsolete will be accounted for under obsolescence. 

Mr. Harpy. It would not become obsolete in Iran as quick as it 
would over here? 

Mr. Grecory. In some cases it would become obsolete a lot more 
quickly. 

Mr. Meaper. I did not quite get an answer to my question, and 
that is whether or not when this plan that you have in mind becomes 
effective will it, within the terms of this agreement, be a termination 
of the cooperative program ? 

Mr. Greeory. It will not be a termination of the cooperative pro- 
gram. The cooperative program will be set up to take its place. 
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Under the new cooperative program the operational responsibility 
will rest within the Iranian Government and we will provide them 
only with technical assistance in the form of technicians and a small 
amount of equipment. Our plans for this year include only approxi- 
mately 10 percent of the total budget will be spent for equipment and 
supplies. 

Mr. Meaper. So then article 9, paragraph 2, to which the chairman 
has been referring, does become operative when you have made this 
change. 

Mr. Grecory. That is right, sir. 

Mr. Harpy. Now, to revert for just a moment to this 1952 business, 
I believe that we have had testimony to the effect that materials and 
equipment delivered under the 1952 program were subsequently turned 
over to the joint fund; is that right? 

Mr. Grecory. Sir, I do not know to what extent 1952 equipment 
and supplies have been turned over. 

Mr. Harpy. All right. I do not know that it was your testimony, 
but I think we have had testimony to that effect. 

Mr. Greeory. Yes, sir. 

Mr. Harpy. The question has been raised about the legal authority 
for such transfer, and we have not established the existence of that 
legal authority. Now we have just had your testimony to the effect 
that you are conducting Operation Search and that you propose to 
discontinue or to terminate all of the project and program agreements 
under the 1952 program. 

When that is accomplished, I believe your testimony is to the effect 
that there will be no further responsibility on the part of United 
States personnel with respect to materials or equipment furnished 
under the 1952 program, because, under the terms of the program 
agreement, disposition becomes a responsibility of the Iranian Govern- 
ment; is that right? 

Mr. Grecory. That is correct, sir; except that we will follow out 
our end-use checks on this property. 

Mr. Harpy. I hope we have that amply clear. 

Mr. Grecory. Yes. 

Mr. Harpy. I certainly anticipate you are going to honestly dis- 
charge your responsibilities. 

Mr. Grecory. Yes, sir. 

Mr. Harpy. But I am trying to stick now to a continuity of 
thinking. 

So that when you terminate the 1952 program and project agree- 
ments, there will no longer be any substance to any question about 
the legality of transfer of title to the master joint fund; would that 
be right ? 

Mr. Greoory. Sir, I have asked for a legal opinion by ICA starting 
back several weeks ago. 

Mr. Harpy. Wait a minute. That is not answering my question. 
You are getting off on a tangent. I appreciate the fact that it might 
be a very worthwhile statement, but please stay on a particular point. 

My point is this: We have had testimony, whether you testified to 
it or somebody else, to the effect that equipment and materials under 
the 1952 program were transferred to the master joint fund. A ques- 
tion of legal authority for that has been raised. My question to you 
now is that after you have carried forth your intention to terminate 
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your 1952 program and project agreements there will be no further 
legal basis or no substance to any question of legality with respect to 
transfer to the master joint fund. 

Mr. Grecory. There will still be the question as to whether the 
transfer in July 1954—— 

Mr. Harpy. But the question will be moot, because now you are 
automatically transferring through the terms of project agreements; 
is that right? 

Mr. Grecory. I will have a complete legal opinion before I make 
this move, Mr. Chairman. 

Sir, I do not know the effect that this transfer of July, 1954 will 
have, except that I know it was ineffectual 

Mr. Harpy. What transfer of July, 1954? 

Mr. Grecory. That was to the master joint fund. 

Mr. Harpy. Well, now 

Mr. Grecory. I was not there at that time. 

Mr. Harpy. I thought a while ago you were disclaiming any knowl- 
edge of any transfer of 1952 funds, or equipment, or material. Now 
you are bringing it up in your testimony. So we are going to start 
all over again. 

Mr. Grecory. No, sir. I was trying to answer your question, sir. 
I think we should read back what has just been said. 

Mr. Harpy. Mr. Reporter, read it back, please. 

Mr. Grecory. Going back to the question of the chairman regard- 
ing the fact that by the termination of the 1952 agreements that I 
would make moot the question of transfer of title of 1954. Will you 
read the question of the chairman, please ? 

(Record read by reporter as follows :) 

Mr. Harpy. But the question will be moot, because now you are automatically 
transferring through the terms of project agreements; is that right? 

Mr. Grecory. I will have a complete legal opinion before I make this move, 
Mr. Chairman. 

Sir, I do not know the effect that this transfer of July 1954, will have, except 
that I know it was ineffectual 

Mr. Harpy. What transfer of July 1954? 

Mr. Grecory. That was to the master joint fund. 

Mr. Harpy. Well, now 

Mr. Grecory. I was not there at that time. 

Mr. Harpy. I thought a while ago you were disclaiming any knowledge of 
any transfer of 1952 funds or equipment or material. Now you are bringing it 
up in your testimony. So we are going to start all over again. 

Mr. Harpy. You understand my point. A while ago you told me 
you had not testified about any transfer of 1952 materials to the 
master joint fund. 

Mr. Greeory. It was my understanding that you asked me whether 
that by terminating in the future the project agreements for 1952 that 
would make moot the question of transfer of property in July 1954. 
That was what TI understood your question to be. 

Mr. Harpy. That is right. Because if you transfer it as of now 
under the terms of the program agreements the disposition becomes 
the responsibility of the Iranian Government; is that right? 

Mr. Gregory. Yes, sir. 

Mr. Harpy. Then so what difference does it make whether there 
was any legal authority for it back in 1954? 
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Mr. Grecory. Well, sir, I will leave this question to this extent, from 
a legal standpoint, to the General Counsel of ICA, whom I asked 
several weeks ago to come up with a determination on this question, 
sir. 

Mr. Harpy. Let us pursue another angle. You just a moment ago 
referred to the transfer of June 1954, as ineffectual. What do you 
mean by “ineffectual” ? 

Mr. Greecry. I said that it was ineffectual insofar as it affected 
property brought in under the joint funds agreements, for the reason 
that under the joint funds agreements the property vested in the indi- 
vidual joint funds. 

This transfer of July 1954, was between Mr. Warne and Mr. Sha- 
deman and the codirectors of the joint funds were not parties to this 
transfer. 

Mr. Mountarn. A minor point, Mr. Gregory. I believe this docu- 
ment you are referring to is actually dated June 30, 1954. 

Mr. Grecory. It is? 

Mr. Mounrarn. If you are referring to the agreement to transfer 
property. 

Mr. Grecory. I am. 

Mr. Harpy. Do I understand that agreement purported to transfer 
only property purchased under the joint fund to start with? 

Mr. Greoory. I did not draw this agreement. I do not know the 
intent. I have not seen the enclosures that were to the document. I 
do know that under the program agreements which vested the title of 
the property in the joint funds that property could only be divested 
from the joint funds by the signature of the codirectors of the joint 
funds, which would be the Minister of Health, the Minister of Edu- 
cation, and the Minister of Agriculture. 

Therefore I believe—it is my opinion—that this document of June 
30, 1954, is ineffectual to transfer the property which was purchased 
for the individual joint funds. 

Mr. Harpy. Is it your testimony that it was also ineffectual to trans- 
fer the property purchased under the 1952 program ? 

Mr. Grecory. Sir, I have no opinion on that that I can give at this 
time. 

Mr. Harpy. Is it your testimony that you did or did not prepare 
the agreement of June 30, 1954, for this transfer ? 

Mr. Grecory. I did not prepare it, sir. 

Mr. Harpy. Did you prepare an agreement proposing to establish 
the master joint fund ? 

Mr. Grecory. Yes, sir; I did. 

Mr. Harpy. What was the date of that? Was it a predecessor to 
this June 30 agreement ? 

Mr. Grecory. I prepared this in draft form in late March 1954. 1 
came into Washington. I got it approved here on April 4, I believe, 
1954. Two or three days later I was transferred as Director to Jordan. 
I no longer participated in the activities of the signing of the agree- 
ment beyond April 23, 1954, nor in the drafting of the transfer agree- 
ment of June 30, 1954. ; 

Mr. Harpy. I have what purports to be a photostat of an agreement 
dated the 2ist of April 1954, which is an agreement between the 
Ministry of Finance, of Agriculture, of Interior, of National Economy, 
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of Health, of Education, and the Seven-Year Plan Organization of 
Iran, and the FOA. 

Mr. Gregory. Yes, sir. 

Mr. Harpy. Is this the agreement you drafted and had approved 
in Washington ? 

Mr. Gregory. That is right, sir. 

Mr. Harpy. The title of the agreement is “Agreement Outlining 
Functions of Iranian and United States Technical Agencies” ; is that 
right ? 

Mr. Grecory. That’s right, sir. 

Mr. Harpy. Is not this document a natural forerunner of the one 
of June 30, 1954, transferring title to the property ? 

Mr. Grecory. I don’t believe so, sir. 

Mr. Harpy. At the time that you prepared that document did you 
not envision a necessity for transferring title of all the property to 
the master joint fund ? 

Mr. Grecory. Not of transferring title, sir. I viewed the master 
joint fund as a centralized service organization to carry out for the 
individual joint funds functions in procurement, fiscal, and account- 
ing, personnel, and general administrative services, including the keep- 
ing of the accounts for the individual joint funds and the property 
records for the individual joint funds. I did not envisage, sir, any 
transfer of title. 

Mr. Harpy. Now, since you have been director of the mission in 
Iran you have had operational responsibility which has related to 
whatever assets, equipment, et cetera, may be residual to all the agree- 
ments since they have been in operation ; is that right ? 

Mr. Gregory. Yes, sir. 

Mr. Harpy. Have you any knowledge as to the extent of materials 
procured with 1952 program funds that are still in use? 

Mr. Grecory. Sir, this is the very heart of my operation search. 
That is to tie back this property into the fiscal records under which 
it was purchased, assigned to the various programs under which it 
was purchased, and to get this matter into a form where I can see it 
very clearly and make appropriate distribution. 

Mr. Harpy. I am trying to understand this 1952 program funds 
situation. I am wondering: Have you any knowledge of any docu- 
ment which purported to transfer title to property acquired with 1952 
program funds to the master joint fund ? 

Mr. Grecory. Back in January 1952, when the Public Health 
Cooperative was set up, that had its own administrative function and 
never did come under the master joint fund. All health property that 
had been purchased under the 1952 agreement was delivered to the 
Public Health Cooperative and an agreement was drawn on it and 
the property was clearly listed, identified, receipts were taken, and 
it was transferred to the Public Health Cooperative. 

Mr. Harpy. That was in 1952? 

Mr. Gregory. That was in January 1953. 

Mr. Harpy. Who executed that agreement on behalf of the United 
States ? 

Mr. Grecory. Mr. Warne, the country director, I believe. Let us 
see if I can find it. 

Mr. Harpy. Have you had occasion to determine the validity of that 
transfer ? ( 
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Mr. Grecory. I believe that was entirely valid, sir. 

Mr. Harpy. You think that he had authority for making a transfer, 
notwithstanding the fact that the program agreements had said that 
the equipment would be the property of the United States until the 
projects were terminated ¢ 

Mr. Grecory. The program agreement that was set up-in Health 
in December 1952 would carry with it the authority. Mr. Warne 
had authority to enter into these agreements in accordance with 
approval from Washington. ‘The subsequent agreements were also 
approved in Washington. He had the authority of the executive 
branch, whatever that authority might be, that was delegated to him 
when he was authorized to sign these agreements. 

Mr. Harpy. You have no knowledge as to whether that authority 
was statutory ? 

Mr. Greeory. The authority was delegated to the executive branch. 
I do not think it was statutory. 

Mr. Harpy. We have talked about one specific project. Do you 
know of your own knowledge of any device or document which was 
used to transfer other United States material to the Iranian Govern- 
ment agencies from the 1952 program ? 

Mr. Grecory. No, sir; I do not. 

Mr. Harpy. Is it your testimony that the document that we talked 
about a moment ago of June 30, 1954, did not relate to any of the 
1952 equipment ? 

Mr. Greoory. Sir, I could only tell that it did by seeing the enclos- 
ures of the list of property, and I can’t tell that until after we have 
completed Operation Search, sir. 

Mr. Harpy. Were you searching for the enclosures, do you mean ? 

Mr. Grecory. I have not seen the enclosures, sir. I have seen this 
document that is divorced from the enclosures. I do not know what 
property was included in the enclosures. 

We have a gentleman here who can testify as to what kind of prop- 
erty was included within the enclosures. 

But from the terms of this agreement the enclosures which speci- 
fied the property were not divided into fiscal years—were not divided 
into property bought under fiscal year funds. 

Mr. Harpy. If the document did transfer fiscal 1952 equipment 
and material, then you would be relieved of the responsibility for 
searching for that, would you not ? 

Mr. Grecory. No, sir. I am codirector of the joint fund also, sir. 
IT am codirector of the master joint fund. 

Mr. Harpy. So, if under the existing order of things you made a 
transfer to the master joint fund, you would have a receipt to yourself; 
is that right? 

Mr. Grecory. I would receipt to myself and the other codirector 
of the master joint fund, who also would have to receipt. 

Mr. Harpy. He would receipt to you? 

Mr. Grecory. No, sir. We two would receipt to the mission for 
the 1952 property. 

Mr. Harpy. Yes. To the Mission Director, which is you. 

Mr. Grecory. That is correct, sir. 

Mr. Harpy. So you would be on that document in two different 
ways. 
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Now, to get back to this June 30, 1954, document, it is your testi- 
mony you do not know what was included in this document? 

Mr. Grecory. That is correct, sir. 

Mr. Harpy. Is it your position that this document was not necessary ? 

Mr. Gregory. I will only say, sir, that if I had been present in the 
mission at that time and I had been asked for my recommendation 
I would not have recommended that that document be executed. 

Mr. Harpy. Insofar as property which belongs to any joint fund 















































is concerned, I believe you have already testified that there was no 
7 authority 
Mr. Greeory. That’s right, sir. 
; Mr. Harpy. On the part of the Mission Director to transfer prop- 
) erty from one joint fund to another? 
: Mr. Greeory. That’s right, sir. 
' Mr. Harpy. Because they were Iranian Government agencies ? 
. Mr. Greeory. That’s right, sir. iO , 
bs Mr. Harpy. So it would be your position, unless this document 
‘ relates to property other than property purchased for a joint fund, 
it has no purpose ¢ 
Mr. Grecory. That’s right, sir. 
d Mr. Harpy. So if it has any purpose it had to relate to property 
ww acquired under the 1952 program ; is that right ? 
| Mr. Greoory. I believe that the purpose of the document, although 
a) it is only based upon conversations I have had in the last week—that 
a the pvt om of the document was to centralize title of all the property 
that belonged in the individual joint funds; but the document is 
1} ineffectual to carry out that intent because it is not signed by the 
* proper signatories. That is my position, Mr. Chairman. a 
at Mr. Harpy. In any event the property which belonged to any joint 
F fund was property of the Iranian Government ? 
Mr. Greeory. That’s correct, sir. 
a. Mr. Harpy. And the Mission Director as such could not transfer it? 
ah Mr. Grecory. That’s right, sir. ; 
led Mr. Mraper. Mr. Gregory, did you have a successor as legal adviser ? 
Mr. Grecory. Yes, sir; I did, sir. 
a Mr. Mraper. Was he in business when this agreement was drafted ? 
for Mr. Grecory. Yes, sir. 
Mr. Meaper. Who was he? 
= Mr. Gregory. His name is Mr. Reed Liggitt. 
‘ Mr. Harpy. When did you first undertake to find out whether or 
ng not this document did have any significance? 
if: Mr. Grecory. Some time within the last 3 weeks, Mr. Chairman. 
, Mr. Harpy. You mean since you have been back in Washiigton ? 
ani Mr. Greeory. Yes, sir. 
Mr. Harpy. Do I understand from that you did not even know 
about its existence? 
for : Mr. Greeory. I did not know about its existence until within the 
last 3 or 4 weeks. 
_ Mr. Harpy. O. K. Go ahead, Mr. Mountain; let us see if we can 
finish up.a few more of these things. I have stretched it out too far. 
a Mr. Mountarn, I think one point, Mr. Chairman, would be helpful. 






I believe Mr. Gregory has told us that the principal reason for keeping 
United States dollar funds in this country was due to instability in 
79239—56——25 
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Iran. I would like to ask Mr. Gregory whether or not it was custom- 
ary to keep dollar funds in this country simply as a matter of ad- 
ministrative convenience, since procurement was done from dollar 
suppliers. 2 

Mr. Grecory. That is true. And there were certain other advan- 
tages arising from the fact that the drain upon the Treasury was then 
deferred and they did not have to borrow so much; that is, in effect. 

Mr. Mountain. The United States Treasury ! 

Mr. Grecory. That is right. 

Mr. Mountain. Yes, sir. I think that clears up that point. 

We had started, as you recall, Mr. Gregory, asking about the for- 
mal opinions, if any, that you had made in the field. e would like to 
ask you whether the General Counsel’s office in State, TCA, or any of 
its successor agencies issued any opinions or instructions to you in the 
field with reference to legal requirements in connection with agree- 
ments to effectuate technical assistance programs? 

Mr. Grecory. I got a copy of Legal Counsel’s Opinion No. 2 in 
August or September 1952. 

Mr. Harpy. Do we have a copy of that opinion, Mr. Mountain ¢ 

Mr. Mounrarn. Yes, sir. 

Mr. Harpy. I think we should have it identified to be sure we are 
talking about the same thing, and put it in the record at this point. 

Mr. Mountain. Mr. Gregory, I will hand you this document and 
ask you if that is Legal Counsel’s Opinion No. 2, dated July 25, 1952! 

Mr. Gregory. Yes, sir; that is correct, sir. 

Mr. Mountain. That is the document to which you were just re- 
ferring ? 

Mr. Gregory. That’s right. 

Mr. Harpy. Before you proceed, Mr. Mountain, last week Mr. Sac- 
cio presented a statement on the legal status of certain of these mat- 
ters we are discussing here. The committee asked him to dig a little 
further and provide us with an analysis of congressional intent also. I 
believe that he submitted this document as a substitute for the one 
he presented the other day. 

Mr. Gregory, can you tell us whether that is correct ? 

Mr. Mounrary,. Off the record. 

(Discussion off the record.) 

Mr. Grecory. Sir, I am asked to testify on the intent—— 

Mr. Harpy. I thought 

Mr. Grecory. Of Mr. Saccio. Could I get him here to have him 
answer this question ? 

Mr. Harpy. We can clear that up later. 

Mr. Grecory. All right, sir. 

Mr. Harpy. I thought you had knowledge of it. It does not matter, 
really, but I do want it cleared up at some time. 

Mr. Grecory. Surely. 

Mr. Harpy. The idea, as I understood it, was that we would sub- 
stitute this document in the record in lieu of the one he submitted the 
other day, which was not complete. 

Mr. Grecory. I will ask him and try to report after lunch. 

Mr. Mounrarn. You do not wish to introduce it at this time? 

Mr. Harpy. Yes, we will put it in at this time, but I do want the 
record to show we are trying to accommodate ourselves to the deci- 
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sion of the “legal lights” on matters that:relate to this legal opinion 
business. Mr. Saccio brought us a document the other day which he 
said did not include an analysis of congressional intent. I under- 
stand this one does. I understood the reason he submitted this was 
to replace the other. 

Mr. Greoory. I will ask if that was his intent. 

Mr. Mounratn. Mr. Chairman, I will request that at the time this 
legal document, — No. 2, is introduced in the record, we also in- 
troduce a letter from Mr. Saccio dated June 12, 1956, by which he 
transmitted it. The pertinent paragraph of this letter says that: 


These are the basic legal and policy documents relative to the provision for 
supplies, materials, and equipment in the Iran program. 


Mr. Harpy. We will put this in the record. We will have some fur- 
ther discussion with Mr. Saccio before we decide what disposition we 
will make of the other. 

(The documents referred to follow :) 


INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington, D. C., June 12, 1956. 
Mr. Maurice J. MOUNTAIN, 
Staff Director, Subcommittee on International Operations, 
House Government Operations Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. MOUNTAIN: In compliance with your request, we are enclosing Tech- 
nical Cooperation Administration legal counsel’s opinion No. 2 dated suly 25, 
1952, on the question of supplies, materials, and equipment as a part of the point 4 
program. We are including as well opinion of State acting legal adviser to the 
Administrator of TCA dated December 19, 1951; a special study of the legisla- - 
tive history of the Mutual Security Act of 1952 and the Mutual Security Appro- 
priation Act for the fiscal year 1953 prepared by the legal counsel of TCA on 
August 22, 1952, and Department of State point 4 circular No. 4 of May 5, 1952. 

These are the basic legal and policy documents relative to the provision for 
supplies, materials, and equipment in the Iran program. 

We regret that we can give you but one copy of each of these documents in 
view of the extreme limited supply on hand. 

Sincerely yours, 
L. J. Saccto, General Counsel. 


DEPARTMENT OF STATE, 
TECHNICAL COOPERATIVE ADMINISTRATION, 
July 25, 1952. 
LEGAL COUNSEL’S OPINION No. 2 


To: The Administrator, TOA. 
From: The Legal Counsel. 
Subject : Supplies, materials and equipment as a part of the point 4 program. 


THE PROBLEM 


You have asked for my opinion regarding the extent to which assistance in 
the form of supplies, materials, and equipment may be included in a technical 
cooperation program under the act for international development. The request 
is prompted by the further consideration given to the subject during the congres- 
sional hearings and debate on the authorization and appropriations acts for the 
point 4, program for the fiscal year 1953. 


CONCLUSION 


This subject was considered at some length in a memorandum dated Decem- 
ber 10, 1951, from Jack B. Tate, acting legal adviser, Department of State, to 
Dr. Henry G. Bennett, Administrator, TCA. The conclusion reached was that 
assistance in the form of supplies, materials, and equipment may be given 
under the act for international development whenever such assistance is a part 
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of, and is in aid and support of, a program that makes available the technical 
guidance and advice of specialists and experts, that provides training opportu. 
nities for the population of the host country, and that demonstrates the pro. 
cedures and practices that should be followed in applying technical knowl. 
edge to the problem of economic development of the resources of the host coun- 
try. Stated negatively, supplies, materials, and equipment may not be made 
available under the act when the purpose is merely to furnish commodities as 
such, as in a “supply program”, unrelated to technical cooperation, Within 
this framework, the amount of such aid that may be given in any country is 
controlled primarily by the size of the appropriation made by Congress each 
year for the purposes of the act. I shall not repeat the reasons given in Mr, 
Tate’s memorandum to support this conclusion, but a copy of the memorandum 
is attached as enclosure No. 1. 

It is my opinion that the conclusion summarized in the preceding paragraph is 
supported and reinforced by the subsequent legislative history created in con- 
nection with the consideration of the Mutual Security Act of 1952, which au- 
thorized appropriations for the point 4 program for the fiscal year 1953, and 
the Mutual Security Appropriation Act, 1953, which made the appropriations for 
the program. This legislative history also makes it clear that, although the 
question is one of degree, the Congress does not look with favor on technical 
cooperation projects that place heavy emphasis upon the supplies, materials and 
equipment component, either considered in relation to the amount of technical 
services provided or considered solely on the basis of the total amount of 
money involved. The Congress draws a sharp distinction between projects de- 
signed to give large-scale economic aid of the type contemplated under the Mar- 
shall plan, and projects designed to give technical cooperation to the people of 
an underdeveloped country within the point 4 program. Although the limits of 
the two types of projects cannot be defined with mathematical precision, the Con- 
gress nevertheless expects the distinction to be made. I believe that this dis- 
tinction is adequately defined in the instructions on this subject that have 
been issued to officers of the point 4 program in Point 4 Circular No. 4, entitled 
“Basic Operating Policies for Formulating Point 4 Programs,” issued May 5, 
1952, particularly in section 5 of that circular. 


DISCUSSION 


1. When presenting the mutual security program for the fiscal year 1953 to 
the legislative committees of the Congress, the executive branch described in 
detail contemplated point 4 projects that involve furnishing a large amount of 
supplies, materials, and equipment. The committees were told that although 
such projects are regarded as bona fide point 4 projects, they are not regarded 
as typical. The witnesses said that the point 4 program is not intended to be the 
source of funds for the development of the resources of underdeveloped countries, 
but that in countries like India, Pakistan, and Iran where especially urgent 
situations exist, the point 4 projects include substantial amounts of supplies, 
materials, and equipment in order to permit the programs of technical coopera- 
tion to proceed at a faster pace than normal. The comparatively large amounts 
of both funds and supplies involved were justified as part of an accelerated pro- 
gram rather than as a change in the point 4 concept. 

The President, in his message to the Congress recommending the continuation 
of the program, referred to this subject and pointed to the variable factors in- 
volved. He said: 

“Point 4 means making our scientific advances and technical know-how avail- 
able for the improvement and growth of underdeveloped areas. Point 4 means 
technical missionaries at work, and it also means the supplies and equipment 
that are needed to put new techniques into effect. 

“No one should think that point 4 involves some single formula or program 
which is to be applied everywhere, in equal measure, throughout the underdevel- 
oped regions of the world. The kinds of aid we plan must be tailored both to 
what we can afford at any given time and to the specific situation in each country. 
Our experience in Latin America has demonstrated that point 4 operations, to be 
successful, must be supported by adequate supplies and equipment. The supplies 
and equipment can be financed in various ways. 

“Some countries can attract private investment capital and loans to finance 
most of their outlays for economic development. Other countries can earn 
enough dollars from their own exports to finance most of the equipment and sup- 
plies they need. In still other countries, where neither loans nor private capital 
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can meet the need, this Government must provide substantial quantities of sup- 
plies and equipment to assure real progress on Vital programs for development. 
That is the direction we are taking in India today, and in other places where 
the need is particularly urgent and where the local plans are firm enough to 
produce a sound result. 

“Today, we have technical and economic missions in 40 countries. The shirt- 
sleeve diplomats of point 4 are carrying the American revolution to the villages 
and farms of the world. They are providing farmers with better seed and better 
fertilizer, better methods of plowing and sowing and better means of harvesting 
and saving the crops. They are helping to fight malaria and dysentery, trachoma, 
and rinderpest. They are providing training in the techniques of modern govern- 
ment. They are helping to build roads, canals, dams, schools, and hospitals. 
They are teaching people to read, to revitalize the soil, to irrigate it, to drain it. 
In short, they are teaching people by methods of peace to change their own world 
without bloodshed. 

“The funds we invest in point 4 will yield direct and immediate results in terms 
of larger food production, better communications, more agricultural and health 
specialists, engineers, and other technicians. But even more important are the 
longer term results. For the magic of this work is its multiplying effect: If we 
can help train 10 teachers, they can train hundreds of children; if we can help 
set up 10 demonstration farms, hundreds of farmers can come and learn to use 
new methods; if we can help drill a hundred new wells or build a new irrigation 
dam, thousands of farmers can increase their yields and plow back their earnings 
into further improvements. In this way, a relatively small investment can bring 
immense results. 

“In one district in India, the production of food has already been incressed 
46 percent. Repeat this across the continents of Asia and Africa and Latin 
America and we enter a new era in the history of man” (98 Congressional 
Record 1697). 

After the submission of the President’s message, hearings were held by 
hoth the House and Senate committees, and in his opening statement the Director 
for Mutual Security emphasized both the basic concept of the point 4 program 
and the reason for including larger amounts of economic aid in the point 4 
projects for India, Pakistan, and Iran. He said: 

“The fact that this work is done in nonindustrialized societies does not mean 
that it can be carried out successfully on a shoestring basis. Our experts in 
the villages and on the farms must be backed up with adequate supplies and 
equipment, In some instances, direct shipments of commodities are necessary 
to tide countries over critical periods until our assistance projects have begun 
to take hold. 

“In nations like India, Pakistan, and Iran, our economic and technical assist- 
ance programs are of substantial size to meet the needs of an urgent situation. 
If there were no danger of internal subversion, we could probably carry out 
programs of technical cooperation in these countries at a slower pace, and would 
not have to speed them up with considerable quantities of equipment and sup- 
plies from the United States to support the work of the experts. But we do 
not have the time. We cannot afford to risk doing it the slow way in these 
areas * * * 

“It has been our steadfast policy that the bulk of the funds required for 
the ultimate development of the underdeveloped areas must come from private 
investment, supplemented by loans from the International Bank for Recon- 
struction and Development and the Export-Import Bank. But until local] econ- 
omies are raised and conditions stabilized to the point where they can attract 
capital from these sources. we must be prepared in some instances to make 
special grants for development” (hearings before Committee on Foreign Affairs, 
House of Representatives, 82d Cong., on H. R. 7005, pp. 7-8). 

The Secretary of State restated this position as follows: 

“In many, probably in most, cases it is enough to plan our programs so that 
they will help the people of these underdeveloped areas to solve their economic 
‘ind social problems gradually over a long term. We provide only a small part 
of the resources require@—but that small part has the effect of a catalyst in 
inaking the whole effort of the country succeed. The greater number of the 
programs being carried out under existing legislation and proposed in this new 
legislation are of this kind. Their importance to ovr country will be clearly 
shown in the years ahead. 

“In some countries, however, and particularly in Asia, there is a flowing tide 
of nationalism, a desperate discontent, a ferment of communism—or all to- 
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gether—creating an urgent need. This need will not permit a long-term solu- 
tion. In thees countries, our basic program can be the same—but it must be 
speeded up to bring about in a few years results for which in other countries 
we could safely work many years. 

“India is the most striking example of a need for urgent and effective action” 
(hearings, pp. 12-13). 

He then explained in some detail the urgent situation in India, concluding that 
substantial amounts of supplies and equipment are necessary to make the work 
of the technicians and specialists “effective in the time available.” 

The Acting Administrator elaborated this same concept (hearings, pp. 958- 
981). In support of his presentation, the details of the projects for each of the 
countries in the Near East, Africa, and Southeast Asia were made available to 
the staff of the committee and the supply component in each case was analyzed 
for the committee by its staff. 

2. During the hearings before the House Committee on Foreign Affairs, some 
criticism of the amount earmarked for supplies, materials, and equipment was 
expressed by Congressmen Judd and Vorys (hearings, pp. 987-938, 989-990, 996- 
998), and that criticism was reflected by the following language in the committee 
report on the bill (H. R. 7005) that became the Mutual Security Act of 1952: 

“TCA programs are not ‘giveaway’ programs. If anything is given away, it is 
the knowledge and techniques we possess and believe will be helpful to others. 
They are not commodity programs. The major effort has been on the recruit- 
ment of United States technicians and the training of local people. In the last 
analysis, it is people that will determine the success or failure of our efforts. 

“To get the job done, however, requires supplies and equipment. A doctor 
needs at least a little black bag. An agricultural expert requires more than 
seeds. There is always the possibility that supplies and equipment will over- 
shadow other elements of TCA activities. The committee therefore analyzed all 
the components of TCA programs. The following tables give the breakdown 
for fiseal 1953 for each of the three areas. * * * 

“In order that the House may have before it a brief analysis of the 1953 pro- 
grams the committee offers this summary of projects by field of activity and 
type of cost of programs in the 3 areas.* * * 

“On the basis of these figures about $44,250,000 is earmarked for personnel 
and $182,748,000 for supplies and equipment. To put it another way, $1 spent 
for men is matched by $4 for material. In examining the particular projects, 
country by country, the committee was impressed by the heavy outlays for 
supplies and equipment in some countries, notably India and Pakistan. This 
suggests a strong movement toward a commodity program at the expense of an 
exchange of technical skills. The committee expects that those administering 
TCA programs will show a firm determination that supplies and equipment, 
even though supporting technical assistance programs, will be reduced” (H. Rept. 
1922, 82d Cong., pp. 49-52). 

The views of the Senate Committee on Foreign Relations on the companion 
bill, S. 3086, were stated as follows: 

“As indicated in the preceding paragraphs, the TCA program is primarily one 
of showing people in the underdeveloped areas how they can improve their lot 
by themselves. It is not a program for the purpose of giving economic help in 
the form of commodities and capital equipment. Grants of supplies and equip- 
ment are, however, included in technical cooperation programs in order to en- 
hance the effectiveness of the work of the technicians and in some cases these 
grants are fairly substantial in amount. A large part of the funds should be used 
for salaries and expenses of technicians sent to these areas and for the training 
of foreign nationals in the United States, although it is necessary, of course, 
for technicians and teachers to have supplies, equipment, and commodities, in 
sufficient quantities to enable them to carry on their functions. 

“According to information presented to the committee the Administration 
plans during 1953 to spend about $44,252,000 for technicians and trainees and 
$182,748,000 for supplies and equipment. Thus for every dollar spent for train- 
ing, more than $4 will be spent for supplies and equipment. The committee 
calls attention to this fact because it believes that there may be a tendency 
on the part of some officers concerned with the TCA programs gradually to 
emphasize commodity and end-item types of assistance rather than technical 
assistance. The committee feels that changes of emphasis in that direction 
would be unwise for a number of reasons. 

“When Congress approved the Act for International Development it did not 
fix a terminal date for the program largely because it was thought of as a long- 
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range, comparatively low-cost program. Emphasis was to be on assistance in 
the form of men, not materials. While the need for material assistance is very 
great in most of these eountries, it would be vastly beyond the capacity of the 
United States to contribute materials and commodities in quantities that would 
be sufficient to more than scratch the surface. The success of the technical coop- 
eration program depends to a large extent upon the willingness of the host 
countries to help themselves. In the words of Mr. Bingham, the programs ‘will 
not succeed if they are financed and run by the United States. To the maximum 
possible degree, the host governments should contribute personnel and money, 
and should participate actively in the operation of the program’ ” (S. Rept. 1490, 
82d Cong., p. 37). 

3. After the committee reports were submitted to the two Houses, the bills were 
debated. In the House, Congressman Smith of Wisconsin proposed the follow- 
ing amendment: 

‘On page 16, line 24, strike out the period and insert the following: “Provided, 
That the dollar costs of the United States under the Act for International 
Development for the program in any country in any fiscal year for supplies and 
equipment shall not exceed three times the dollar costs of the United States for 
United States technicians and the training of local personnel’.” 

It was debated at considerable length and was adopted (98 Congressional Rec- 
ord 5969-5978). During the debate, the proponents of the amendment indi- 
cated that they were fearful that an excessive ratio of supplies, materials, and 
equipment to technieal services would convert the point 4 program into a world- 
wide economic aid program, and that it would depart from the concept of point 
4 originally explained to the Congress and to the people. The supporters of the 
amendment emphasized the adverse effect it would have upon projects contem- 
plated for India, Pakistan, and Iran and defended these projects as being within 
the scope of the point 4 program. During the debate Congressman Vorys pro- 
posed that instead of the 3 to 1 ratio embodied in the Smith amendment the 
ratio should be made 1 to 1, but this proposal was reiected. 

4. During the debate on the companion Senate bill, Senator Butler, of Nebraska, 
proposed the same amendment that had been adopted in the House. It was 
also debated at length, but was rejected (98 Congressional Record 6244-6253). 
The opponents of the amendment emphasized quite strongly that it would have 
a very serious effect upon the projects contemplated for India, Pakistan, and 
Iran, and that those projects are legitimate point 4 projects. 

5. When the bill went to conference, the conferees recommended that the 
Smith amendment be eliminated and both the House and the Senate accepted 
the recommendation. The managers on the part of the House explained their 
reasons as follows: 

“The committee of conference eliminated a House provision limiting dollar 
expenditures under the Act for International Development for the program in 
any country in any fiscal year for supplies and equipment to not more than 
three times the dollar costs for personnel. In dropping this provision the com- 
mittee of conference considered the reduction in funds for TCA a sufficiently 
limiting factor for this year. The committee reports of the House and Senate 
noted with concern the increasing ratio of supplies and equipment to personnel— 
4 to 1, and both bodies have expressed the view that it is not desirable to go 
beyond this ratio. But the proper limit cannot be effectively expressed by a 
mathematical ratio. Fundamentally the technical assistance program is one 
of teaching and showing; supplies and equipment beyond those necessary for 
demonstration purposes will convert this into a type of worldwide economic aid 
program our country cannot afford. This should provide adequate notice to the 
Administrator as to the legislative intent of this program” (H. Rept. No. 2031, 
82d Cong., pp 20-21). 

6. When the conference report was considered and accepted by the House, 
the following comments were made: 

“Mr. Situ of Wisconsin. Will the gentleman tell us what happened to the 
amendment making a limitation in spending on the point 4 program? 

“Mr. RrcHarps. It was felt by the conferees that 3 to 1 ratio would probably 
be too restrictive to be contained in the bill and it was deleted. But the report 
is very critical of the existing 4 to 1 ratio. 

“Mr. Smirn of Wisconsin. That means that they can go ahead and build fer- 
tilizer plants, canals, and all these other things that were not envisaged in the 
prin concept, which was an extension service involving nothing more than 


“Mr. RicHarps. No. I disagree with the gentleman. 
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“The conference report clearly indicates the wishes of both the House and Sen- 
ate in that connection. Here is what we say about that [quoting the re- 
port] * * * The gentleman in essence has won a victory from the conference 
report. 

“Mr. Smirx of Wisconsin. But that will not stop the boys downtown who have 
this whole scheme planned on a global basis. They will continue to spend and 
spend until we restrict them. 

“Mr. RicHarps. It was thought better not to put the administration into a 
straitjacket of 3-1. * * * 

“Mr. Vorys. Mr. Speaker, I signed this conference report and intend to vote 
for. it. > "* * 

“Point 4 has been cut 21 percent. I think, as the conference report states, that 
this reduction in money will bring point 4 back to its original purpose and keep 
it from being a worldwide economic-aid proposition. * * * 

“I am for the principle of furnishing technical assistance to friendly, unde- 
veloped nations ; teaching and showing, with supplies and equipment, for demon- 
strations; but this must not become a worldwide economic-aid program” (98 
Congressional Record 6776-6777). 

When the conference report was considered and accepted by the Senate, the 
following comment was made: 

“Mr. SmirH of New Jersey. Mr. President, there is one little item which I 
should like to have put into the Record. It is under the heading of ‘Technical 
Cooperation,’ and I should like to read this very brief statement: 

“The House bill contained a provision which would have limited dollar ex- 
penditures for supplies and equipment under the act for international develop- 
ment in any country to three times the dollar costs for personnel. This provision 
was dropped by the committee of conference. While it is essential that the 
technical cooperation program not be converted into a type of worldwide economic 
aid program, and that a reasonable ratio of supplies and equipment to personnel 
be maintained on an overall basis, the conference committee felt that the TCA 
Administrator must not be deprived of sufficient flexibility to deal with particu- 
lar situations in areas of vital importance to the United States’ (98 Congres- 
sional Record 6964). 

7. The Mutual Security Act of 1952 authorized appropriations, but the actual 
appropriations were made by the Mutual Security Appropriation Act, 1953. 
Although both Houses of Congress and the legisiative committees had fully con- 
sidered the subject in connection with the enactment of the authorization act, 
the subject was reconsidered in connection with the appropriation bill. The 
amount of supplies, materials, and equipment involved was justified and explained 
to the House Appropriation Committee in substantially the same words used 
before the legislative committees, and when the appropriation bill was reported 
to the House it provided an appropriation for technical cooperation in Southeast 
Asia in the full amount authorized, $118,634,250. However, during the debate 
on the floor the amount was reduced to $67,793,000 by an amendment. proposed 
by Congressman Davis of Georgia and adopted by the House. The expressed 
reason for the amendment to reduce the amount was a desire to curtail the 
quantity of supplies, materials, and equipment that may be made available in 
India and Pakistan. With respect to India, Congressman Davis said: 

“This is a jump in 2 years of more than $72 million in a spending program 
which started out to be a little inexpensive good neighbor program of furnishing 
technical knowledge and information to backward people. Yet the hearings 
show on page 689 that supplies and equipment now are about 10 to 1 as compared 
to service” (98 Congressional Record 8549). 

The House reduction was accepted by the Senate, despite the fact that the 
serious effect of the cut on the point 4 program in Southeast Asia was specifically 
ealled to its attention. 

8. The foregoing comprises the more important part of the legislative history 
relating to this subject. I believe that the detailed information furnished to 
the legislative committee regarding the amount of supplies, materials, and equip- 
ment contemplated for point 4 projects for the fiscal year 1953, the criticism of 
large supply components voiced by individual Congressmen and Senators, the 
similar comments of both the House and Senate legislative committees, the adop- 
tion of the Smith amendment by the House and its rejection by the Senate, and 
the explicit statement of legislative intent included in the conference report on 
the authorization bill show that, although the Congress does not wish to impose 
a rigid ratio of supplies, materials, and equipment to personnel, the Congress 
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nevertheless regards the point 4 program as one of teaching and showing, with 
supplies limited to those necessary for demonstration purposes and to enable 
the host countries to make a beginning in introducing the new techniques and 
procedures being demonstrated by the technicians, and the Congress does not 
intend the program to be administered as an economic aid program in which 
the essential purpose is to furnish materials and supplies. The conference 
committee regarded the reduction in the appropriation authorization as a suf- 
ficiently limiting factor. However, the subsequent reduction of the appropriation 
below the amount authorized showed a definite intention to limit more strictly 
by the device of curtailed funds the amount of supplies, materials, and equip- 
ment planned by TCA for its largest single country program. 

The policy of TCA regarding grants of supplies, materials, and equipment is 
set forth in point 4 circular No. 4, issued May 5, 1952. That policy was adopted 
prior to the creation of the 1952 legislative history discussed above, and is fully 
consistent with the congressional opinion expressed. 


(Signed) Put M. Guicx, 
Legal Counsel. 


ENCLOSURE No. 1 
DECEMBER 19, 1951. 
Memorandum to: Dr. Henry G. Bennett, Administrator, TCA 
From: Jack B. Tate, acting legal adviser. 


Subject: Nature and size of programs authorized by the Act for International 
Development. 


You have asked for my opinion on two questions concerning the nature and size 
of the programs that may be carried on under the provisions of the Act for 
International Development, as amended (title IV, Public Law 535, 8ist Cong., 2d 
sess., 22 U. S. C. 1557). 

1. Your first question asks whether substantial assistance may be given under 
the Act for International Development, where the assistance is given for and in 
aid of the training, guidance and demonstrations made available by technicians 
furnished under the act, or whether the act authorizes only the giving of techni- 
cal advice and guidance through the services of technicians, with only such 
financial grants, for training and demonstrational purposes, as may be incidental 
to the furnishing of such technical guidance. 

It is my. opinion that the Act for International Development authorizes the 
granting of financial assistance, within the limits of appropriations made by 
Congress for effectuating the purposes of the act, to the governments of under- 
developed countries, for projects and activities that directly contribute to the 
economic development of those countries, where the assistance is given for and 
in support of the training, guidance and demonstrations made available to those 
governments by technicians furnished under the act. 

This question is answered by section 405 (d) of the act, which provides that 
“The President is authorized to plan, undertake, administer, and execute bilateral 
technical cooperation programs carried on by any United States Government 
agency and, in so doing * * * (d) To make, within appropriations made avail- 
able for the purpose, advances and grants-in-aid of technical cooperation pro- 
grams to any person, corporation, or other body of persons, or to any foreign 
government or foreign government agency.” 

This grant of authority is supported by other provisions of section 405, and 
by other sections of the act. Thus, section 405 (b) authorizes the President to 
assist other interested governments “in the formulation of programs for the 
balanced and integrated development of economic resources and productive 
capacities of economically underdeveloped areas.” Such programs are intended 
to be on such scale as to encompass the economic development of a country, 
although, of course, the act contemplates that much of the development thus 
programed will be accomplished through private investment and through bank 
loans, and will be only partially assisted by the grants of financial assistance 
which the act itself authorizes. Similarly, subsection (e) of section 405 au- 
thorizes the President ‘To make and perform contracts or agreements in respect 
of technical cooperation programs on behalf of the United States Government 
With any person. * * * or with any foreign government or foreign government 
agency”, and then provides that, ‘‘within the limits of appropriations or contract 
authorizations hereafter made available”, the President may permit such con- 
tracts to “run for not to exceed 3 years in any one case.” 
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Other sections of the act contain provisions that reinforce this conclusion. 
Section 402, which expresses certain findings of fact by the Congress, speaks of 
the contribution to economic development that can be made by “technical 
assistance and capital investment.” Section 403 (b) declares it to be the 
policy of the United States, “in order to achieve the most effective utilization 
of the resources of the United States, private and public, which are or may 
be available for aid in the development of economically underdeveloped areas,” 
to take into consideration : 

(1) whether the assistance applied for is an appropriate part of a program 
reasonably designed to contribute to the balanced and integrated development 
of the country or area concerned; (2) whether any works or facilities which 
may be projected are actually needed in view of similar facilities existing in 
the area and are otherwise economically sound; and (3) with respect to proj- 
ects for which capital is requested, whether private capital is available either 
in the country or elsewhere upon reasonable terms and in sufficient amounts 
to finance such projects.” 

These three considerations are directed to be weighed by ‘agencies of the 
United States Government, in reviewing requests for foreign aid for such pur- 
poses.” Section 407 (b) directs that— 

“Due regard shall be given, in reviewing requests for assistance, to the possi- 
bilities of achieving satisfactory results from such assistance as evidenced by 
the desire of the country requesting it (1) to take steps necessary to make effec- 
tive use of the assistance made available, including the encouragement of the 
flow of productive local and foreign investment capital where needed for de- 
velopment; and (2) to endeavor to facilitate the development of the colonies, 
possessions, dependencies, and non-self-governing territories, administered by 
such requesting country so that such areas may make adequate contribution to 
the effectiveness of the assistance requested.” 

Similarly, section 410 provides for the establishment of “joint commissions” 
to prepare comprehensive plans, programs and policies for broad economic de- 
velopment, and the President is directed by section 405 (c) “To receive, consider, 
and review reports of (such) joint commissions” in connection with the ad- 
ministration of programs to be initiated under the act. Finally, section 416 (a) 
provides that ‘in order to carry out the provisions of this title, there shall be 
made available such funds as are hereafter authorized and appropriated from 
time to time for the purposes of this title,” and nowhere in the act is there stated 
any financial limitation upon the amount of aid that may be given to any one 
country. 

I am informed that two factors have given rise to this question. The first 
is that during the hearings before the legislative and Appropriation Committees 
of the Congress that were considering the bills that later became the Act for 
International Development and the appropriation act for the fiscal year 1951, 
representatives of the Department informed the committees that it was the 
inention of the executive branch of the Government to make only small sums 
of financial assistance available to the governments of underdeveloped countries 
in the point 4 program. Other statements were made by witnesses before the 
committees to the effect that the bill itself was so limited, but this testimony 
was in conflict with that of witnesses who described the financial contributions 
made by the Institute of Inter-American Affairs in its technical cooperation 
programs and stated that increases in the contributions of the Institute were 
planned under the point 4 program. The administration asked the Congress to 
appropriate for the fiscal year 1951 for the total point 4 program, all over the 
world, only the sum of $45 million. The Congress reduced this estimate, and 
appropriated for that fiscal year only $34,500,000. It is significant that in the 
appropriation act for the fiscal year 1951 (Public Law 759, 81st Cong., 2d sess.) 
the Congress did provide a specific limitation upon the amount of financial as- 
sistance which could be granted under the Act for International Development, 
by writing into the act the following proviso: 

“That no part of this apprupriation may be expended * * * for the construc- 
tion of any project except for demonstration or instructional purposes, nor for 
any purpose except administrative expenses, and preliminary surveys and tech- 
nical cooperation programs upon which reports shall be made to the Congress 
of the United States quarterly.” 

This limiting proviso was, however, permitted by the Congress to expire with 
the appropriation act for the fiscal year 1951. It was not repeated in the ap 
propriation act for the current fiscal year, which we are now considering. If 
it were true that the Act for International Development itself contains the 
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limitation that only such small amounts of financial assistance may be given 
as are purely incidental to the advice and guidance given by technicians, the 
proviso quoted above from the 1951 appropriation act would have been unneces- 
sary as a matter of law. 

On the contrary, during the hearings on the Mutual Security Act of 1951 and 
on the appropriation act for the fiscal year 1952, representatives of the executive 
pranch requested a much larger appropriation, and specifically asked that the 
Congress authorize the larger appropriation to be expended either under the pro- 
visions of the Act for International Development or the Economic Cooperation 
Act of 1948, as amended. Title II of the Mutual Security Act of 1951, in section 
203, authorizes an appropriation of $160 million for expenditure within Africa 
and the Near East, either under the provisions of the Economic Cooperation Act 
of 1948, as amended, or of those of the Act for International Development. Simi- 
larly, section 302 (a) of the same act authorizes an appropriation of $237,500,000 
for certain areas in Asia and the Pacific, which, again, may be expended either 
under the provisions of the Economic Cooperation Act or the Act for Interna- 
tional Development. Title IV of the act goes a step further: It authorizes an 
appropriation of $21,250,000 which may be expended only under the provisions 
of the Act for International Development and of the Institute of Inter-American 
Affairs Act, and no part of this authorization is made available for expenditure 
under the Economic Cooperation Act. The statements made in 1950 concerning 
the intention to keep the amounts of grant aid small are therefore not fully ap- 
plicable to the program requested and authorized for the fiscal year 1952. The 
extent to which they are applicable is discussed below. 

The second factor that has caused this question to be raised concerns the 
language of section 418 (a) of the Act for International Development. That 
section defines the term “technical cooperation programs,” and reads as follows: 

“The term ‘technical cooperation programs’ means programs for the inter- 
national interchange of technical knowledge and skills designed to contribute 
to the balanced and integrated development of the economic resources and pro- 
ductive capacities of economically underdeveloped areas. Such activities may 
include, but need not be limited to, economic, engineering, medical, educational, 
agricultural, fishery, mineral, and fiscal surveys, demonstration, training, and 
similar projects that serve the purpose of promoting the development of economic 
resources and productive capacities of underdeveloped areas. The term ‘tech- 
nical cooperation programs’ does not include such activities authorized by the 
United States Information and Educational Exchange Act of 1948 (62 Stat. 6) 
as are not primarily related to economic development nor activities undertaken 
now or hereafter pursuant to the International Aviation Facilities Act (62 Stat. 
450), nor pursuant to the Philippine Rehabilitation Act of 1946 (60 Stat. 128), 
as amended, nor pursuant to the Foreign Assistance Act of 1948 (62 Stat. 137), 
as amended, nor activities undertaken now or hereafter in the administration of 
areas occupied by the United States Armed Forces or in Korea by the Economic 
Cooperation Administration.” 

Much weight has been placed upon the phrase “interchange of technical knowl- 
edge and skills” in the first sentence quoted above; but that sentence does not 
stand alone, and is not intended as the whole of the definition of “technical coop- 
eration programs.” The second sentence, while referring to “surveys, demon- 
stration, training,’ also refers to “similar projects that serve the purpose of pro- 
moting the development of economic resources and productive capacities of under- 
developed areas,’ and says that the activities listed are not to be taken as an 
exhaustive list. The purpose and effect of the third sentence quoted above is 
to make it clear that the activities carried on under the statutes enumerated 
therein are not to be subject to coordination with the point 4 program under the 
authority conferred in section 405 (a) of the act. That was the intention of the 
drafters when the sentence was written. To read the sentence as meaning that 
any activity that is authorized under any of the statutes listed therein is neces- 
sarily excluded from the group of activities that may be carried on in a “tech- 
nical cooperation program” would deprive the phrase “technical cooperation 
program” of practically any meaning whatever, since even technical advice and 
demonstration projects are also authorized under several of the statutes listed 
In the sentence. The sentence cannot be given such an interpretation as would 
make virtually meaningless the whole of the Act for International Development. 

Although the act thus clearly authorizes “advances and grants-in-aid of tech- 
nical cooperation programs (sec. 405 (d)), both its language and its legislative 
history make it clear that the purpose of the act is not to provide financial 
assistance or the supply of commodities as such, but only “in aid” of the tech- 
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nical advice, guidance, and assistance being supplied by technicians, and to assist 
in making more broadly effective the training and demonstrations being given by 
such technicians. (See, for example, H. Rept. No. 1802, pt. 4, 8lst Cong., 2d sess,, 
pp. 7-8; S. Rept. No. 1371, pt. 2, 8ist Cong., 2d sess., p. 3.) Where, however, 
the assistance is given as a part of, and in aid and support of, a program that 
makes available the technical guidance and advice of specialists and experts, that 
provides training opportunities for the population of the host country, and that 
demonstrates the procedures and practices and should be followed in applying 
technical knowledge to the problem of developing the resources of the host 
country, then the amount of such aid that may be given is controlled and deter- 
mined by the Congress each year as it fixes the amount of appropriated funds 
that may be spent to effectuate the provisions of the act. 

To give this greater concreteness, it may be well to apply this principle to the 
proposed program for India that has been tentatively formulated. (I am in- 
formed that this proposed program must remain tentative until it has been fully 
explored and discussed with representatives of the Government of India because 
all point 4 programs are cooperative programs on which the two cooperating 
governments must be fully agreed.) I have been informed that it is proposed 
to send technicians to India to assist its Government officers in administering 
projects in the field of agriculture, including reclamation of a very large area 
suffering from Kans grass, construction of tube wells for irrigation, import and 
distribution of fertilizers, the construction of a fertilizer plant and the expansion 
of an existing plant, development of marine fisheries, agricultural extension 
work, soil conservation, assistance to agricultural schools, agronomy and plant 
breeding, cotton grading and marketing, manufacture of veterinary sera, and 
timber engineering; in the field of public health, including rural public health 
work, assistance to a school of tropical medicine, rural housing, industrial hy- 
giene, and assistance to a women’s medical college; and in other fields, including 
assistance to the India School of Mines, the India Institute of Science, and the 
India Technical Institute. In each of these activities it is proposed to make 
available the services of American technicians, and to provide for training 
nationals of India, both in the actual work of the projects and through fellow- 
ships that will enable them to study and receive training in the United States 
and elsewhere. The work of the projects will both demonstrate desirable forms 
of organization and procedures and actually accomplish a great deal of what 
needs to be done. Materials and supplies will be made available as grants, and 
in part, possibly, as loans, for use in the cooperative programs, in substantial 
amounts: the equipment and materials for expansion of a fertilizer plant, for 
example, is estimated to cost more than $11 million, and the total contribution 
of the United States Government to all these activities may come to as much as 
$55 million. It is relevant, however, to recall that these activities are to be 
undertaken in a country that contains approximately 1,200,000 square miles and 
supports approximately 356 million people. Inasmuch as these activities and 
proposals are the interrelated arts of a program to give technical guidance and 
assistance to the Government of India in the development of the economy of 
India, and the furnishing of equipment, supplies, and facilities is not intended 
as a substitute for a “supply program,” but is intended rather to make more 
broadly effective the training, guidance, and demonstrations that are being 
provided by the technicians furnished under the act, it is my opinion that these 
activities and proposals are authorized by the Act for International Develop- 
ment. 

I have referred above to the fact that during the hearings in 1950 on the 
appropriation to effectuate the Act for International Development during the 
fiscal year 1951, representatives of the executive branch stated that it was their 
intention to make only small amounts of grants available in aid of technical 
cooperation programs. For this reason the amounts requested and appropriated 
were not large in relation to the total job to be done. During the hearings on 
the current appropriation act much larger sums were requested and appropriated 
for these purposes. Nevertheless, some of the representatives of the executive 
branch again stated that the amounts of grant aid to be given would not be 
relatively large. Asa result, the Act for International Development, as a matter 
of law, authorizes larger grants-in-aid of technical cooperation programs than 
were contemplated when the tentative program of operations for the current 
fiseal year was formulated and described to the Congress. The Congress was 
informed, however, that grants-in-aid of the size now contemplated would be 
made available, and the Mutual Security Act of 1951 specifically authorized 
appropriations for such aid, and specified that the aid could be made available 
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either under the terms of the Act for International Development or under the 
applicable provisions of the Economic Cooperation Act of 1948, as amended. | I 
believe it would be well, under these circumstances, as a matter of administrative 
policy, to give consideration to compliance with those provisions of the Economic 
Cooperation Act which can be applied without hindrance to the programs, in 
those cases where substantial amounts of assistance are to be given in aid of the 
technical cooperation programs. 

2, Your second question asks whether grants may be made under the act to 
the governments of underdeveloped countries for the purchase and distribution 
to their people of consumer commodities such as wheat and other foods. I 
understand, for example, that it is proposed to expend approximately $4 million 
upon the technical cooperation program in Jordan, of which $3 million is to be 
available for development projects and $1 million has been earmarked for the 
purchase of wheat in the United States for distribution in Jordan. 

I think that a program of technical cooperation for economic development 
may include the purchase and distribution of such consumer goods as are nec- 
essary to the effective administration of an economic development project. In 
this category would fall the purchase and distribution of seeds, fertilizer, agricul- 
tural equipment, pharmaceutical products, teaching materials, livestock for 
breeding purposes and the like. The use of $1 million for the purchase and dis- 
tribution of wheat, however, cannot be said to be necessary to the execution of 
u development project, but is clearly intended as a self-sufficient relief measure. 
The Act for International Development requires that grants made under it shall 
be for economic development purposes rather than for immediate consumer needs. 

A special procedure has, however, been suggested in an effort to meet this legal 
difficulty. It has been proposed that $1 million of the allocation for the program 
in Jordan be temporarily diverted for the purchase and distribution of wheat, 
on the basis of an agreement with the Government of Jordan that the wheat 
would be sold within Jordan and to full commensurate value of the $1 million 
would then be restored to the funds available for the point 4 program in Jordan, 
in the currency of Jordan, for expenditure upon the development projects that 
are included in the program. It has been suggested that since the full amount 
of the $1 million will thus be restored, this procedure is available under the 
provisions of the act. In further justification, it has been pointed out that the 
supply of such readily salable commodities is sometimes the most convenient 
method available for securing the local currency that is indispensable to the 
effectiveness of a technical cooperation program, and that the longer-range devel- 
opment program in Jordan cannot get effectively under way until the immediate 
emergency food problem has been solved. 

I do not believe that it is necessary to decide now whether this procedure is 
authorized under the act. The program for Jordan is to be financed from the 
money appropriated for effectuating section 203 of the Mutual Security Act of 
1951. That section, as stated above, authorizes the expenditure to be mide 
either under the applicable provisions of the Economic Cooperation Act of 1948, 
as amended, or the Act for International Development. The provisions of the 
Economie Cooperation Act clearly authorize a grant of $1 million worth of wheat 
to a recipient country. The wheat project may therefore go forward, so long as 
care ig taken to comply, in the case of that project, with the provisions of both 
the Economic Cooperation Act and the Act for International Development. These 
provisions of the Economic Cooperation Act will not, however, be available for 
similar use after June 30, 1952, because of the termination provisions contained 
in section 502 of the Mutual Security Act. 


Avuaust 22, 1952. 
Nore.—The enclosed memorandum contains excerpts from the legislative his- 
tory of the Mutual Security Act of 1952 and the Mutual Security Appropriation 
Act for the fiscal year 1953. The excerpts contain a substantially complete his- 
tory of the congressional attitude on the role that supplies, materials, and equip- 
ment are expected to play in the point 4 program. This subject was analyzed and 
discussed in legal counsel’s opinion No. 2, dated July 25, 1952, and the enclosed 

statement is a supplement to that opinion, 
PHILiP M. Grick, Legal Counsel. 
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Excerpts FroM LEGISLATIVE HisToRY OF THE MUTUAL SECURITY ACT oF 1952 Anp 
THE MuTvuAL Security APPROPRIATION AcT FOR FiscaL YEAR 1953 


Subject: Supplies, materials, and equipment as a part of the point 4 program. 


This memorandum contains a substantially complete legislative history of the 
congressional attitude on the role that supplies, materials, and equipment are 
expected to play in the point 4 program. The excerpts are arranged chronolog- 
ically, to show the development of the subject as the billg progressed through 
the different stages of the legislative process. They start with the pertinent 
parts of the President’s message to Congress, and then show in order the pertinent 
parts of the testimony of the various executive officials before the legislative 
committees of Congress, the comments of the committee members during the 
committee hearings, the reports of the House and Senate legislative committees, 
the debates on the floor of the House and Senate, the conference report, the 
debate on the conference report, the testimony of various executive officials 
before the Appropriations Committee, and the debate on the floor of the House 
relating to the reduction of the appropriation for technical cooperation in south- 
east Asia. 

This memorandum is intended to supplement legal counsel’s opinion No. 2, 
dated July 25, 1952. Legal counsel’s opinion No. 2 contains an analytical dis- 
cussion of the materials in this memorandum, with sufficient quotations to 
support the analysis, but the length of the materials precluded their inclusion 
in full in that opinion. They are set forth here in order that they may be readily 
available to those persons who wish to appraise the congressional attitude on 
the basis of a reading of substantially complete excerpts from the record. 

The excerpts are as follows: 

1. President’s message to Congress recommending the continuation of the 
mutual-security program for the fiscal year 1953: 

“Point 4 means making our scientific advances and technical know-how avail- 
able for the improvement and growth of underdeveloped areas. Point 4 means 
technical missionaries at work, and it also means the supplies and equipment 
that are needed to put new techniques into effect. 

“No one should think that point 4 involves some single formula or program 
which is to be applied everywhere, in equal measure, throughout the under- 
developed regions of the world. The kinds of aid we plan must be tailored both 
to what we can afford at any given time and to the specific situation in each 
country. Our experience in Latin America has demonstrated that point 4 
operations, to be successful, must be supported by adequate supplies and equip- 
ment. The supplies and equipment can be financed in various ways. 

“Some countries can attract private investment capital and loans to finance 
most of their outlays for economic development. Other countries can earn 
enough dollars from their own exports to finance most of the equipment and 
supplies they need. In still other countries, where neither loans nor private 
capital can meet the need, this Government must provide substantial quantities 
of supplies and equipment to assure real progress on vital programs for develop- 
ment. That is the direction we are taking in India today, and in other places 
where the need is particularly urgent and where the local plans are firm enough 
to produce a sound result. 

“Today, we have technical and economic missions in 40 countries. The shirt- 
sleeve diplomats of point 4 are carrying the American revolution to the villages 
and farms of the world. They are providing farmers with better seed and better 
fertilizer, better methods of plowing and sowing and better means of harvesting 
and saving the crops. They are helping to fight malaria and dysentery, trachoma 
and rinderpest. They are providing training in the techniques of modern govern- 
ment. They are helping to build roads and canals and dams, schools and hos- 
pitals. They are teaching people to read, to revitalize the soil, to irrigate it, to 
drain it, In short, they are teaching people by methods of peace to change their 
own world without bloodshed. 

“The funds we invest in point 4 will yield direct and immediate results in 
terms of larger food production, better communications, more agricultural and 
health specialists, engineers, and other technicians. But even more important 
are the longer term results. For the magic of this work is its multiplying effect: 
if we can help train 10 teachers, they can train hundreds of children; if we can 
help set up 10 demonstration farms, hundreds of farmers can come and learn 
to use new methods; if we can help drill a hundred new wells or build a new 
irrigation dam, thousands of farmers can increase their yields and plow back 
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their earnings inte further improvements. In this way, a relatively small in- 
vestment can bring immense results. 

“In one district in India, the production of food has already been increased 
46 percent. Repeat this across the continents of Asia and Africa and Latin 
America, and we enter a new area in the history of man” (98 Congressional 
Record 1967). 

2. Executive branch explanation of the role of supplies, materials, and equip- 
ment in the point 4 program (hearings before Committee on Foreign Affairs, 
House of Representatives, 82d Cong., on H. R. 7005). 

(a) Opening statement of W. Averell Harriman, Director for Mutual Se- 
eurity : 

“The fact that this work is done in nonindustrialized societies does not mean 
that it can be carried out successfully on a shoestring basis. Our experts in the 
villages and on the farms must be backed up with adequate supplies and equip- 
ment. In some instances, direct shipments of commodities are necessary to tide 
countries over critical periods until our assistance projects have begun to take 
hold. 

“In nations like India, Pakistan, and Iran, our economic and technical assist- 
ance programs are of substantial size to meet the needs of an urgent situation. 
If there were no danger of internal subversion, we could probably carry out 
programs of technical cooperation in these countries at a slower pace, and would 
not have to speed them up with considerable quantities of equipment and sup- 
plies from the United States to support the work of the experts. But we do 
not have the time. We cannot afford to risk doing it the slow way in these 
areas * * *, 

“Tt has been our steadfast policy that the bulk of the funds required for the 
ultimate development of the underdeveloped areas must come from private in- 
vestment, supplemented by loans from the International Bank for Reconstruc- 
tion and development and the Export-Import Bank. But until local economies 
are raised and conditions stabilized to the point where they can attract capital 
from these sources, we must be prepared in some instances to make special grants 
for development” (pp. 7-8). 

(b) Statement of Secretary of State: 

“In many, probably in most, cases it is enough to plan our programs so that they 
will help the people of these underdeveloped areas to solve their economic and 
social preblems gradually over a long term. We provide only a sntall part of 
the resources required—but that small part has the effect of’a catalyst in mak- 
ing the whole effort of the country succeed. The greater number of the programs 
being carried out under existing legislation and proposed in this new legislation 
are of this kind. Their importance to our country will be clearly shown in the 
years ahead. 

“In some countries, however, and particularly in Asia, there is a flowing tide 
of nationalism, a desperate discontent, a ferment of communism—or all together 
creating an urgent need. This néed will not permit a long-term solution. In 
these countries our basic program can be the same—but it must be speeded up 
to bring about in a few years results for which in other countries we could 
safely work many years. 

“India is the most striking example of a need for urgent and effective action. 

“India is at a critical point in its history. The Indian péople have just com- 
pleted their first national elections. These elections have shown some very 
startling°and revealing and important things. Although the Congress Party 
won by a substantial majority, the Communist Party showed unexpected 
strength, especially in certain localities. This showing is essentially attributable 
to the discontent of many of the people over the abject poverty and hopelessness 
of their lives. This discontent is being fanned by a constant flow of Communist 
propaganda and subversion. The advice of all our observers on the ground is 
that, unless the newly independent government under Prime Minister Nehru 
can show substantial progress in economic development over the next 5 years, 
the likelihood is that in the next elections the democratic forces will be en- 
dangered either by the extremists of the right or by the Communists. 

“The effort to avert this catastrophe centers chiefly on the food problem. 

“For the last 20 years India’s food production has been stable at about 50 mil- 
lion tons of grain per year. During the same period her population has increased 
between 80 and 90 million. Today, India has to import some 4 to 5 million tons 
of grain annually to feed her people. She cannot afford to do this. She must 
substantially increase her food production, Only last year a catastrophe of un- 
imaginable proportions was forestalled by aid voted by the United States Con- 
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gress. Unless heroic measures are taken, India’s food deficit will continue to in- 
crease and the danger of political upheaval may pass the point of control. 

“Fortunately, the Indian Government has the foresight and the courage to take 
these heroic measures. India has set for itself a goal of self-sufficiency in food 
at the end of 4 years. It is already clear from work which has been done in 
India, and some of it under the point 4 program, that this goal is technically 
possible. It can be achieved by improved seeds, by more effective plows, by in- 
creased use of fertilizer, by reclaiming of waste lands, and in some areas by mak- 
ing more water available through tube wells and irrigation to supplement the 
uncertain monsoon rains. 

“But this is a great undertaking—an effort to accomplish in 4 years a revolu- 
tion in agricultural practices, health and sanitation, education, and the like. 
India will be devoting vast sums to this work. She will be substantially aided 
by sister nations in the British Commonwealth, and she will also have technica] 
assistance and loans from various United Nations agencies and the benefit of 
private investment. But taking all these assets together she will not be able 
to achieve this goal without help from the United States on terms of country 
agents, public-health experts, education specialists and in addition, the substan- 
tial amount of supplies and equipment necessary to make their work effective 
in the time available. In order for the farmers to learn and apply the new agri- 
cultural techniques which will enable them to raise their production in the 
amount required, they will need more fertilizer, more water, more and better 
tools—and these things require money. 

“I venture to say with considerable confidence that if India succeeds in this 
tremendous effort, it will have won its fight against communism. On the other 
hand, the failure of this effort will greatly increase the danger of communism 
not only to India but to all Asia. The issue here at stake is vast indeed. But 
disaster does not need to happen in India. The Indian Government and the 
Indian people are determined that it shall not happen. With our help they can 
succeed. This is a point at which we have to take a decisive step” (pp. 12-14). 

(c) Statement of Acting Administrator, TCA: 

“In some areas, along the periphery of the Communist powers, the urgency 
of the situation is particularly acute. In these areas, notably in India, Pakistan, 
and Iran, our program must be so devised as to achieve a fundamental improve- 
ment in the basic conditions of the people’s lives within a matter of a very few 
years. This may require, for example, that in addition to providing Indian 
farmers with new skills, we also help to provide the necessary tools and fertilizer 
and water so that they can make use of these new skills. This does not represent 
a change in the ultimate objectives of the point 4 program or in its methods, 
but it does represent an increase in intensity and in quantity, brought about by 
the increased tensions in the world in the last 2 years * * * 

“During the year that Dr. Henry Garland Bennett was Administrator of the 
Technical Cooperation Administration, he developed and laid down the funda- 
mental principles which represent our guidelines today. I should like to men- 
tion some of them briefly. 

“1. Fundamentally the technical cooperation program is one of teaching and 
showing. Nonetheless,.in order for the teachers and technicians to be successful 
in their work, that work must be supported by adequate supplies and equipment. 
As Dr. Bennett put it, in his testimony last year: ‘Supplies and equipment are 
included in point 4 programs to the extent necessary to insure substantial results 
in assisting the country with each project undertaking, whether it be land recla- 
mation or expansion of education.’ * * * 

“Officials concerned with these programs in the Jordanian Government are 
eager to work with us and contribute to the extent of their ability, but for the 
time being, in view of the extreme financial stringency in which the Government 
finds itself, the United States will have to bear the major cost of the total program, 
which will include United States technicians, training of Jordanians, supplies, 
and equipment, such as seeds, small tools, pharmaceuticals, and machinery, 
and certain local costs * * * 

“Although the erux of Iran’s problem is on the land, urban areas, where unrest 
is most apparent, are not being overlooked. Public-health activities will be car- 
ried on, and assistance will be provided, both technical and in the form of supplies 
and equipment, to help Iran in the establishment of pilot plants in various indus- 
tries, designed to provide employment in the cities and also to make better use 
of Iran’s own raw materials and agricultural production, in such fields as fruit 
growing and processing, tea curing, sulfur refining, etc. 
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“The program also calls for technical cooperation in a variety of other fields, 
including housing, labor-management relations, and public administration. 

“All told the program calls for 220 United States personnel and will provide for 
training of 119 Iranians in the various fields represented by the projects. Sizable 
quantities of supplies and equipment will be included to insure substantial results 
in the technical cooperation programs, including such itenis as insecticides, fungi- 
cides, pharmaceuticals, simple agricultural equipment, livestock, seeds, and some 
materials and equipment for purposes. It is hoped that some time in the coming 
tiseal year Iran will be in a position to make a substantial contribution in local 
funds to the total program. Even if this is done, some United States funds would 
be required to meet local costs to carry the program forward. 

“Tran is a case, like India and Pakistan, where the need for economic improve- 
ment is so great and so urgent that it is in our interest to make an extra effort, 
This means that, while the fundamental purposes of the program are entirely in 
line with the point 4 idea, the program differs in degree and in quantity from 
most other point 4 operations * * * 

“2. Better farming implements: The average Indian farmer does not need a 
tractor. In fact, he does not need mechanization of any kind at this time. But 
there are simple implements he must have to set up grain production immediately, 
One of them is a steel plow which Horace Holmes told you about. The Agricul- 
tural Extension Service has introduced the use of an Indian cover crop during the 
monsoon. This crop must be turned under when it has grown to a height of 
2 feet in order to serve as green manure. The old Indian wooden plow, drawn 
by 2 bullocks, cannot do the job so a new plow with a 6-pound steel point has been 
designed to be pulled by 2 bullocks. The plows can be made in local shops and 
sold to the farmers at cost. Several million plows are needed for the program 
next year. That takes steel. So does the improved harrow drawn by bullocks, 
Our staff in India estimates it will take over 150,000 tons of steel from outside 
India to supply small Indian factories and shops, and thus keep pace with the 
expansion of this village program. The United States would buy steel outside 
India, probably in Japan. The fabricating costs would be paid by the Govern- 
ment of India * * * 

“3. More water for crops: * * * [In India,] the United States proposes to pro- 
vide the technicians and external equipment for 2,000 tube wells te be located 
in villages where extension agents can oversee the use of water. We propose to 
help on the pumping equipment for small reservoirs. And we will lend a hand 
in some of the major irrigation projects already under construction by the Govern- 
ment of India in order to help them to meet the time-table to deliver water to 
the farmers. These major engineering projects require steel for headworks, and 
bulldozers and other earth-moving equipment for dams and canals. The target 
of the 5-year plan is to irrigate 16 million more acres of land, an average of over 
3 million acres a year. That is enough irrigated land to increase the Indian 
harvest of grain by nearly a million tons a year, each year for 5 years, when 
coupled with the other ways of increasing production * * * 

“4. More fertilizer: * * * The United States is now preparing engineering 
designs on additional fertilizer plants, to be used as the basis of bank-loan appli- 
cations. Until these additional plants are completed, in about 1960, the Indian 
Government must import sizable quantities of chemical fertilizer from abroad, 
The United States is sending about 100,000 tons of fertilizer into India in 1952. 
We propose to send a similar amount in 1953. When used under proper super- 
vision of extension agents, every ton of this fertilizer will increase grain produc- 
tion by 2 tons * * * 

“The need for fertilizer [In Pakistan], the next most urgent agricultural prob- 
lem, requires a domestic plant to manufacture ammonium sulfate. The Govern- 
ment has drawn up plans for a $30 million factory, of which $12 million would 
be in foreign currency and $18 million in rupees. This plant is not such that it 
would be financed either privately or by the International Bank. The United 
States proposes to supply engineers and equipment to construct this plant jointly 
with the Pakistan Government, and to insure training of the Pakistan manage- 
ment and production staff. Output of this plant can begin within 2 years, and 
could double the crop yields of a very large area in west Pakistan * * * 

“In the Arab States, as a group, we are asking for $23% million. That is for 
Jordan, Lebanon, Syria, Saudi Arabia, Yemen, and Egypt and Iraq. These pro- 
grams fall into two categories. 

“In the first place, these are very modest programs, consisting almost entirely 
of the furnishing of expert advice, for Saudi Arabia and Iraq. Both of those 
countries have, of course, oil revenues and do not need financial assistance, but 
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do need very badly the export advice that we can provide. In other countries, 
such as Jordan and Lebanon, hopefully Syria, Egypt, the programs will include 
a more substantial component in the supporting supplies and equipment to make 
the work of the experts effective” (pp. 958-981). 

3. Comments during hearings before House Committee on Mutual Security 
Act of 1952 (hearings before Committee on Foreign Affairs, House of Representa- 
tives, 82d Cong., on H. R. 7005) : 

“Mr. Vorys. You said that nothing is given except advice. I note that you 
are planning to spend $44,252,000, as I get it, for technicians and $182,848,000, 
or 4% times the amount, for supplies. How do you figure what is a demonstration 
unit and when that ends up and becomes supplies? 

“T note that in the Near East, in Africa, in Saudi Arabia, Latin America, in 
every instance the amount for supplies is very large, and, except for Latin Amer- 
ica, the amounts for supplies very largely exceeds the amount for trainees or tech- 
nicians. Tell us how you determine what a demonstration unit is. 

“Mr. BrncHAM. I would like to refer to the statement made that the three 
countries in which that is primarily so are Iran, India, and Pakistan. The 
component of supplies and equipment is very large there for the reason that 
in order to speed up these programs to the point where they can do the job in 
the time that we feel is available, it is necessary to supplement the work of the 
technicians by sending in some substantial amounts of a variety of supplies. 

“Now, all of this work in a sense is demonstration work in the sense that 
it is getting something started. The only part of this total program which is, 
you might call it, truly a supply program for the purposes of developing local 
currency, is in the amount of $14 million. 

“In the total component that you have listed there under supplies and equip- 
ment, there is also included a substantial part that goes into contract services 
which are rendered by engineering firms. But it is still true that there is a 
very substantial part that goes into such commodities as steel for plows in 
India: * * * 

“Again, fertilizer is included in this year’s program in India because at the 
moment they do not have the supplies of fertilizer that would make it possible 
to teach these people how to use fertilizer. 

“Mr. Vorys. Can you tell me: Do we sell that or give it away? Do we give 
it to the country? 

“Mr. BINGHAM. We give it to the country but the fertilizer is sold through 
a community-development program, through cooperatives to the farmers. It is 
not given to the farmers. The proceeds will be devoted to furthering the same 
program, the total development program * * *” (pp. 989-990). 

“Mr. Jupp. The thing that I object to is that we are not being honest with 
the Congress and the people. We are altering the character of the point 4 
program without their realizing it. Maybe we ought to alter it. Then let us 
make our case openly and show that because of the urgency and the emergency 
in places like India we have to abandon the concept of a long-term training 
program and go into a supply program, an economic-assistance program to 
make speed. That is what we are doing. What are we kidding ourselves or 
anybedy else for? I do not object to it, if the emergency is as you think it 
is. * 

“Mr. Jupp. It is not intensification of, or stepping up of, the point 4 program. 
It is alteration or modification of the program. That is the point. We ought 
not to fool ourselves about that because the members downstairs can read 
figures. They are going to read through the tables and see that out of $150 
million for Asia, technical training is $12 million plus; supplies and equipment 
are $137 million. Yet it is called a training program. You just are not going 
to get that across. Somebody is going to slash perhaps $125 million out of 
that $137 million supplies and equipment, unless we tell them that we are 
altering the point 4 program or combining it with economic aid for the present. 

“Mr. Bryenam. It is certainly a change in the emphasis, Dr. Judd. We have 
always had a component of supplies and equipment in the point 4 programs. 
This is an increase in that component beyond anything we have asked for before. 
That is correct. 

“Mrs. Botton. As you say, it is a complete change of emphasis. 

“Mr. Jupp. A change of character. 

“Mrs. Botton. Yes; a change of character. * * * 

“Mr. Jupp. * * * I am not against furnishing supplies here. I am against 
selling a supply program as a training program. ‘They are not the same thing. I 
think you are going to ruin the American support of the long-term point 4 pro- 
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gram, which I favor as almost the best thing we have in our foreign policy for 
Asia, if it becomes primarily dependent or overwhelmingly concerned with com- 
modities or wells or dams rather than with training. I do not want to be a party 
to the death of the point 4 program. That is the reason I have taken a lot of them 
on this, which is a somewhat philosophical discussion—at least it deals with the 
philosophies of the two programs” (pp. 996-998). 

4. House Report No. 1922, 82d Congress, Committee on Foreign Affairs, on H. R. 
7005. 

“TCA programs are not give-away programs. If anything is given away, it 
is the knowledge and techniques we possess and believe will be helpful to others. 
They are not commodity programs. The major effort has been on the recruitment 
of United States technicians and the training of local people. In the last analysis, 
it is people that will determine the success or failure of our efforts. 

“To get the job done, however, requires supplies and equipment. A doctor 
needs at least a little black bag. An agricultural expert requires more than 
seeds. There is always the possibility that supplies and equipment will over- 
shadow other elements of TCA activities. The committee therefore analyzed 
all the components of TCA programs. The following tables give the breakdown 
for fiscal 1953 for each of the three areas. * * * 

“In order that the House may have before it a brief analysis of the 1953 pro- 
grams the committee offers this summary of projects by field of activity and type 
of cost of programs in the three areas. * * * 

“On the basis of these figures about $44,250,000 is earmarked for personnel 
and $182,748,000 for supplies and equipment. To put it another way, $1 spent for 
men is matched by $4 for material. In examining the particular propects, country 
by country, the committee was impressed by the heavy outlays for supplies and 
equipment in some countries, notably India and Pakistan. This suggests a strong 
movement toward a commodity program at the expense of an exchange of tech- 
nical skills, The committee expects that those administering TCA programs will 
show a firm determination that supplies and equipment, even though supporting 
technical assistance programs, will be reduced” (pp. 49-52). 

5. Senate Report No. 1490, 82d Congress, Committee on Foreign Relations, on 
S. 3086 : 

“As indicated in the preceding paragraphs, the TCA program is primarily one 
of showing people in the underdeveloped areas how they can improve their lot 
by themselves. It is not a program for the purpose of giving economic help in 
the form of commodities and capital equipment. Grants of supplies and equip- 
ment are, however, included in technical cooperation programs in order to enhance 
the effectiveness of the work of the technicians and in some cases these grants are 
fairly substantial in amount. A large part of the funds should be used for 
salaries and expenses of technicians sent to these areas and for the training of 
foreign nationals in the United States, although it is necessary, of course, for 
technicians and teachers to have supplies, equipment, and commodities in suf- 
ficient quantities to enable them to carry on their functions. 

“According to information presented to the committee, the administration plans 
during 1953 to spend about $44,252,000 for technicians and trainees and $182,- 
748,000 for supplies and equipment. Thus for every dollar spent for training, 
more than $4 will be spent for supplies and equipment. The committee calls 
attention to this fact because it believes that there may be a tendency on the 
part of some officers concerned with the TCA programs gradually to emphasize 
commodity and end-item types of assistance rather than technical assistance. 
The committee feels. that changes of emphasis in that direction would be unwise 
for a number of reasons. 

“When Congress approved the act for International Development it did not 
fix a terminal date for the program largely because it was thought of as a long- 
range, comparatively low-cost program. Emphasis was to be on assistance in the 
form of men, not materials. While the need for material assistance is very great 
in most of these countries, it would be vastly beyond the capacity of the United 
States to contribute materials and commodities in quantities that would be suf- 
ficient to more than scratch the surface. The success of the technical coopera- 
tion program depends to a large extent upon the willingness of the host countries 
to help themselves. In the words of Mr. Bingham, the programs ‘will not succeed 
if they are financed and run by the United States. To the maximum possible 
degree, the host governments should contribute personnel and money, and should 
participate actively in the operation of the program’” (p. 37). 
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6. Debate on floor of House on H. R. 7005: 

(a) “Mr. Jupp. In answer to the question of the gentleman from Virginia, 
it ought to be called to the attention of the House that on pages 48 to 56 of the 
committee report this technical assistance question is deal with in considerable 
detail. But there is one further thing which in all candor must be said. The 
gentleman from South Carolina and the committee know of my own uneasiness 
about the fact that there is an awful lot in this bill, sir, that is called technical 
assistance, but which is not technical assistance. I regret that the various kinds 
of aid to the underdeveloped areas are not separated in the bill so that they can 
be laid before the House with exactly the right labels on them. 

“There are 4 main kinds of aid in the bill: Military end items to 4 countries 
in Asia, and to Western Europe, Greece, and Turkey; the second is defense 
support to enable them to build up their own arsenals and air bases and 
economies so that they can produce for themselves the largest possible proportion 
of their defense needs; the third is technical assistance; and fourth is eco- 
nomic Marshall plan type of aid to some of the so-called underdeveloped areas. 

“T regretted that I was not able to work out a satisfactory amendment where- 
by we could break the last two down and be perfectly honest with the House 
in making clear which is which and why. There are areas where the threat 
of Communist conquest from within has to be met in the next year or two— 
certain areas in the Middle East, south and southeast Asia, and a few other 
places. We have to put with the longer-term and slower-moving technical 
assistance some economic aid. Whether the amount provided is right or not 
is questionable, but we have to furnish some aid in essential commodities, in 
addition to training, or else those countries are going down. In the case of 
India and south Asia out of the $150 million provided for so-called technical 
cooperation, only about $13,000 is for personnel engaged in technical assistance 
and $137 million is for commodities. The case for each ought to be made on its 
own merits. It will endanger fature support of a sound technical assistance 
program to have purely economic aid, however justified, lumped under technica) 
cooperation. I think that, before the debate is over, that will be spelled out in 
detail so that we understand exactly what we are doing and why.” (98 Con- 
gressional Record 5741.) 

(b) “Mr. Cox. * * * The gentleman has been discussing point 4. I am wonder- 
ing if he would not likewise agree with me that point 4 has been criminally 
abused ? 

“Mr. Vorys. It has been fantastically swollen beyond any possibility of doing 
the kind of job we thought it should do.” (98 Congressional Record 5744). 

(c) “Mr. Smirx of Wisconsin. Mr. Chairman, I offer an amendment. 

“The Clerk read as follows: 

“Amendment offered by Mr. Smith of Wisconsin: On page 16, line 24, strike 
out the period and insert the following: ‘: Provided, That the dollar costs of the 
United States under the act for international development for the program in 
any country in any fiscal year for supplies and equipment shall not exceed three 
times the dollar costs of the United States for United States technicians and the 
training of local personnel.’ 

“Mr. Smiru of Wisconsin. Mr. Chairman, my amendment seeks to limit the 
dollar costs for supplies and equipment under the act for international de- 
velopment. 

“There is evidence that those who are administering the program have in- 
augurated, as I see it, a great WPA program, on a global scale. It is up to 
this Congress to determine just how far we are going to permit the planners in 
MSA to establish a program of technical assistance which is not based on 
commonsense, unless we apply the brakes today there is no telling just how 
fantastic it will be in the future. 

“Now, I have here, and I want to put in the Record, some evidence which 
shows how foolishly some of this money is being spent * * * 

“Now then, when this program was started it was not designed to be a 
great WPA project; it was designed merely to bring technical knowledge and 
assistance to those countries where we felt that such assistance would help 
them to help themselves, 

“One of the first witnesses we had in support of the program was Assistant 
Secretary of State Thorp, and he testified that this meant providing surplus, 
plus whatever materials are needed, for demonstration purposes. Now then, 
they have gone far beyond that proposition. It is not only a matter of furnish- 
ing a few men but an endless number of projects never contemplated when the 
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point 4 program was considered. I will enumerate a few, and I am reading 
from a staff memorandum prepared by the staff of our committee: 

“The program for each country is divided into 6 major fields of activity plus 1 
for program direction. These are agriculture; forestry and fisheries; health 
and sanitation; natural resources, public works, and transportation; industry, 
handicraft, and housing; and public administration and Government services. 

“That is the extent to which this technical assistance effort is going. I 
repeat, it is way out of proportion to anything that this Congress ever intended. 

“Let me continue. Here, for instance, is a water project, one phase of which 
includes the construction of a diversion dam, tunnel, and power dam. I will not 
take the time to go into that matter, but it further illustrates how far the MSA 
people have gone. 

“In Pakistan, for instance, 10,000 tons of fertilizer, to include ammonium sul- 
fate, is included in the program. They are building a fertilizer plant in Pakistan. 
So you see how this is going * * * 

“We have an educational project in Libya. Of course, the first need was for 
buildings and equipment, which the Libyan Government is unable to provide 
because of a deficit situation so far as the budget is concerned. The program 
for the first year, therefore, is concerned largely with repair and new construc- 
tion costs in the amount of $475,000. 

“In Ethiopia there is an agricultural project, which is built around an agri- 
cultural college in which the Emperor is greatly interested. Who would not be 
interested in it? Also there is a rural-development project to serve as a demon- 
stration area. The program in this field calis for 16 United States technicians, 
costing $64,000, and supplies and equipment costing $478,150 * * * 

“Mr, PHILuips. The gentleman is aware of the fact that the men most in- 
terested and active in the point 4 program are concerned about the substitution 
of large amounts of money for the personal service upon which it was originally 
based. 

“Mr. SmitH of Wisconsin. Yes, that is correct, as I have personally talked 
with some of these men. They are vitally interested, and their hearts are in 
the program * * * 

“Mr. RicHarps. Mr. Chairman, I rise in opposition to the amendment. 

“IT hope the House will get first things first in regard to this amendment. This 
amendment does not add any money to this bill for the so-called technical assist- 
ance program. It does not deduct any money from the bill. It says that the 
individual programs, when it comes to scientific help and supplies, must be oper- 
ated with a certain ratio as to supplies and technical help. It does not even imply, 
if you vote for this amendment or vote against it, whether or not you favor the 
point 4 program. It has nothing to do with that. You will have an opportunity 
later on to vote your individual conscience on that. Right here, if this amend- 
ment is adopted in regard to this program, we would be making a serious mistake, 
not only on account of disrupting programs that have already begun, but laying 
down a pattern which will cost the taxpayers of the United States more money 
if any program is authorized to continue at all * * * 

“Mr. Vorys. Mr. Chairman, I offer an amendment to the amendment. 

“The clerk read as follows: 

“Amendment to the amendment offered by Mr. Vorys: Strike out the amend- 
ment and insert ‘Provided further, That not more than 50 percent of any funds 
authorized under this act for international development may be expended for the 
procurement of materials, supplies, equipment, or commodities.’ 

“Mr. Vorys. Mr. Chairman, I am thoroughly in accord with what my colleague, 
the gentleman from Wisconsin, proposes, only I do not think he goes far enough. 
He is saying we should limit supplies 3 to 1, and I think we ought to make sup- 
plies 50-50, in a program that is advertised as merely exporting know-how. For 
many years, we have had programs for giving technical assistance to various 
countries. There have been necessary small amounts of materials and equip- 
ment for demonstration purposes. But, this year we have a vast program, pro- 
posed where the general average is 4% to 1 for supplies and equipment compared 
to personnel costs, and in some instances the ratio goes over 10 to 1. It seems 
to me that is a mistake. There is danger that the technical assistance, point 4 
program, will simply become a new form of worldwide economic aid. Of course, 
these countries will accept supplies. Of course, they will permit us to dig wells 
and build flood-control projects, and furnish all kinds of equipment. But, it 
seems to me that we do not have the wealth to do this justly and equitably all 
over the world, and that we had better not get into that sort of thing * * * 
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“Mr. Chairman, this year, during our hearings, we were told we had abroad 
698 technicians under point 4. The proposal for next year was that we send 
out 2,674. We have technical assistance in MSA, and we have economic aid 
under point 4, and it is a little bit difficult to unscramble them. But let us 
look at the two together. The proposal under the bill, as it came to our committee, 
would send United States technicians and experts over the world for this coming 
year to the number of 4,070, and that we bring foreigners here to learn different 
things in the number of 8,470, and the cost of all these experts and trainees would 
be as follows: First, the experts would cost $48,684,000, and the cost for trainees 
would be $28,360,000, and the cost for supplies and equipment will be $283,661,000. 
It seems to me it might be well if we told them not to spend any more for sup- 
plies and equipment than they do for people * * * 

“Mr. Ristcorr. Mr. Chairman, I rise in opposition to both amendments. I 
think there are some technical objections to the form and place of the amendment, 
but since the gentleman from Wisconsin and the gentleman from Ohio have talked 
about the general merits and embrace all these titles I would like to discuss it on 
that basis and point 4 as it would be affected. 

“These amendments show the difficulties you get into when you try to place 
a straitjacket on any of these funds. I think the chairman of the committee 
raised an interesting question: Would not this affect Iran? I would like to 
give the answer. 

“Under the proportions set up in title II the only country that would be 
affected by the cut would be Iran, because the proportion of supplies to personnel 
in Iran is approximately 4 to 1 and in other countries it is roughly 2 to 1. 

“I call your attention to what is happening as described in recent newspaper 
accounts. Russia today is warning what country? Iran. She is warning Iran 
against the United States. To come to the floor here today when we are dis- 
cussing a critical proposal of mutual security for the United States and the 
rest of the world and to pass such an amendment what country is punished? 
The only country that receives punishment under title II by the Smith or the 
Vorys amendment is the country of Iran. That certainly would indicate that 
the United States is not interested in backing up Iran. 

“This House argued at great length about a year ago over the subject of wheat 
to India, and after a considerable amount of debate we authorized a wheat 
loan of $190 million to keep the people of India from starving. As I recal) 
the debates it was the desire of most of the Members of the House to see to it 
that India became self-sufficient in the production of food. 

“The amendments offered by the gentleman from Ohio and the gentleman 
from Wisconsin extended to other titles, as a matter of fact, would give a 
death blow to the present program to make India self-sufficient economically in 
food. The present goal in India is with the United States technical assistance to 
raise substantially her grain production from 50 million to 57 million tons by 
1956. 

“At the present time there are 467 American technicians in India who are 
cooperating with 17,000 Indian village workers. These workers need supplies, 
they need tools, they need fertilizers. It is basically, really, a joint enterprise. 

“Mr. Chairman, if this amendment is adopted it would cut considerably the 
ultimate goal of India to become self-sufficient. Where will we be then? 
Instead of 22 million Indian farmers being benefited you would have to cut 
down to 6 million Indian farmers. 

“T have often wondered as I listened to these debates just what we Americans 
are trying to do with ourselves? Are we only interested in giving a piece of 
lead to the people of the world or are we interested in giving them some food 
to put in their stomachs as well? Say what you will, you are never going to 
stop ideas. You are never going to get American idealism across if all you say to 
people is, ‘We will put a gun in your hand but under no circumstances will we put 
a plow in your hand or put a piece of food in your mouth.’ I think that is some- 
thing the gentleman from Ohio would not advocate. 

“Just look at the question, What do ideas do? Those of you who are students 
of Christianity know that for 300 years the Roman Empire tried to keep the 
idea of Christianity out. In 313 Constantine finally became a Christian and 
the Roman Empire adopted Christianity. During the preceding period of time 
when the ideas of Christianity were pressing against Rome and the Romans, 
all the Christians had was their faith, their belief in the doctrines of Jesus 
Christ. Yet when the Roman legions came along and threw these Christians 
into dungeons and into the Colosseum to the lions, the soldiers of Rome constantly 
saw day after day these people marching to their death yet not losing their faith. 
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What effect did this have? After 300 years it resulted in the Roman soldiers 
themselves adopting and advocating Christianity. 

“Ts the United States going to say to the people of the world that all we are 
going to offer you is a gun, a tank, and a plane? This is what you are going to 
live on. I say if you do that you are really selling America short. You are 
saying that what America stands for does not count. You are giving Russia the 
greatest propaganda weapon for saying all the United States is interested in is 
death and not in life—‘they are interested in war, not in peace.’ 

“If we are interested in life and peace, let us give some of these people a piece 
of bread and not just a gun * * * 

“Mr. Byrnes. The gentleman spoke of India and the relationships there to 
what we were doing under the technical assistance program. On page 50 of the 
committee report is a table showing what is anticipated by way of technical 
assistance, both in technicians and in supplies, for 1953. If I read this table 
correctly, in view of what the gentleman has said, I am wondering if I am 
correct. As I read the table, it states that you contemplate spending approxi- 
mately $7 million for technicians in 1953. 

“Mr. Rieitcorr. That is right. 

“Mr. Byrnes. And $106 million for supplies and equipment. 

“Mr. Rreicorr. That is correct. 

“Mr. Byrnes. Is that giving technical assistance or is it giving them supplies? 
It seems to me that proves the point made by the gentleman from Wisconsin, 
who complains that what we are doing is putting the emphasis on supplies rather 
than on the know-how. 

“Mr. Ripicorr. If we are going to let the Indians be able to produce food, what 
do we have to do? We have to dam some rivers in order to have water for some 
of their parched land; we have to give them plows; we have to dig wells; we 
have to give them fertilizers. 

“The overall objective is to raise to $57 million tons the productivity of Indian 
soil, and we are not going to be able to do it with a handful of American tech- 
nicians. We have approximately 467 American technicians with 17,000 Indian 
technicians, and then you are going to have this additional amount of supplies 
and equipment to make possible the production of 57 million tons of grain 
production. There is a basic problem in India and that is why the supplies are 
a disproportionate amount. 

“Mr. SmirH of Wisconsin. Mr. Chairman, will the gentleman yield? 

“Mr. Risicorr. I yield to the gentleman from Wisconsin. 

“Mr. SmitH of Wisconsin. Is this not a program based upon the extension 
services, as we know it in this country? 

“If you go back and read the testimony of those who sought to justify the 
program in the first place, you will find that it was basesd upon the principle of 
our own extension service. As I understand the gentleman’s argument, it is 
that the extension service is not so important ; that we have got to send in supplies 
and equipment, and there, I say, we are away out of line. 

“Mr. Risicorr. The extension service is very important but I, for one, as the 
gentleman knows from the entire debate, refuse to get placed into the strait- 
jacket that our executive department has dug for themselves. I say to the 
gentleman that you cannot compare an extension service, with an educated 
American farmer, as the beneficiary with fertile land and with know-how and 
technical ability, to the backward countries of the world, where they are so 
primitive. They do not have the know-how and the tools to work with that the 
American farmer has under the extension service in the United States * * * 

“Mr. CARNAHAN. Mr. Chairman, I move to strike out the last word. 

“Mr. Chairman, I would just like to point out to the committee that this is an 
excellent example of attempting to legislate hurriedly here in a few minutes to 
set up steadfast rules of what the divisional expenditures shall be between 
supplies and technical assistance under the point 4 program. This program, as 
you know, is devoted very largely to food production, health, and education. Now, 
we are expected to choose between whether or not we shall make this ratio 
4 to1 or 1 to 1, and to me that is an excellent example of just how well the 
amendments have been thought out. 

“How can we intelligently select between 4 to 1 and 1 to 1? Why not let the 
program go ahead as it is intended and let the needs of the program decide what 
the division should be made? * * * 

“Mr. Aucust H. ANDRESEN. Mr. Chairman, I move to strike out the last word. 

“Mr. Chairman, I honestly feel that the best part of this program is probably 
the point 4 program if it is properly administered. 
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“The gentleman spoke about the situation in India, to teach the people over 
there to produce more of their food. As I recollect it, it is not so many days 
ago that I read an article in the papers that they were reducing their food 
production and going into the production of more hemp for bagging. It is rather 
strange that these four-hundred-and-some technicians over there do not carry 
out the program according to the intent of the drafters of this legislation. 

“Speaking about the food that the gentleman states we should give the people 
in India so that they can have something to live on, as a good Christian duty, 
if they are getting any of the food that we ship over there to the Government 
and the program is administered in the same way it was in Burope, with the 
billions of dollars worth of food we sent to Europe, the poor people who do not 
have any money do not get that food. They have to buy food in order to get 
it, and they have to buy it from the Government through the regular channels. 

“T want to make an observation on the technical assistance and supplies pro- 
gram. I had occasion to be a member of the Herter committee, of which the 
distinguished gentleman from Ohio and other distinguished chairmen of this 
committee were members. I traveled in all of the countries that were to receive 
our aid and assistance. I had occasion last year to travel over some of the same 
countries. I went through the countries to see what they were doing as to food 
production. I ran into some of our technical experts from the United States. 
The first place I ran across them was in Western Germany, where I traveled 
for 2 days with a colleague of mine to see what they were doing to produce their 
own food. I found the Germans very thrifty and hard working. They were 
working on their little 5- or 10-acre farms, with 1 horse, and every member in 
the family was working. To my amazement, I found they were producing about 
21% or 3 times as much per acre as we were producing in the United States. 

“We got down to one of the elegant hotels maintained by the State Department 
near Bonn, and there I ran into one of our agricultural experts. I said, ‘What 
are you doing over here? He said, ‘Oh, we are over here trying to tell these 
people what to produce and how to run their farms.’ I said, ‘Don’t you know 
that they are producing 2 or 3 times more than we are in the United States, and 
that we could learn a lot from them? He said, ‘Well, I know that.’ I suppose this 
man gets $12,000 or $15,000 a year and expenses, and lives on the fat of the land. 
He said, ‘I know what they are doing.’ I said, ‘Well, then, what are you doing 
over here? He said, ‘Wé are trying to get these people to use tractors.’ 

“T said, ‘Do you mean to tell me you are trying to get these people who operate 
these 3-, 4-, 5,- or 10-acre farms to use tractors, where they can do it with 1 horse 
and with the aid of members of their family? He said, ‘Of course, it would 
not be practical for them to use tractors.” So I said, ‘What in the world are you 
doing to earn your money? He said, ‘We are trying to get some of the big 
farmers in France, Germany, and in the other parts of Europe to use these 
tractors.’ 

“T do not think we can teach those people very much. They resent our inter- 
ference. They resent the fact that we have the men come around there telling 
them what to do, when they are probably doing in Europe twice as well as we 
are to produce the food that is necessary to maintain themselves and their 
economy. 

“I have also been in other parts of the world. I have not been in Iran, but 
it seems to me last year I heard they were going to ship over scores of self- 
propelled combines to Iran and Iraq. What would they do with them? They 
are farming there in the most primitive manner. They have no need for such 
equipment. If we can get down to earth with this program and give these people 
probably a little more modern equipment, a scythe or something to work with, 
rather than to work with a hoe, and a few other things, then we will be doing 
something for them rather than something to them, and wasting our resources 
and injuring them in the long run * * *, 

“Mr. Crawrorp. * * * Mr. Chairman, we are a great people for getting down 
on our knees and praying a prayer under a certain slogan, and in 20 minutes 
after somebody starts to answer the prayer, we change the slogan and the pro- 
gram. ‘That is exactly what is occurring here with the point 4 program. I am 
for either one, or both, of these amendments—not that I think we ought to send 
two-thirds in the form of material and only one-third in the form of technical 
knowledge, or that we should send 50 percent in the form of material. You are 
sending all the material that you can get your hands on, and squeezing all of the 
tax dollars from our taxpayers to pay for it, irrespective of this program. 

“I am not too anxious to support everything that comes to me, but if you do 
want the expert American technical knowledge made available to other people 
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and you can get at least the embassies and the ministers and the commercial con- 
sulates, and so forth, to go along with you, we might make a little progress with 
the program. But I will tell you that you are not going to change the situation, 
for instance, in France, and to where the consumer can get some benefit out of the 
program. In France, the cartel system, the trust system, combinations in re- 
straint of trade, all continue to economically destroy the poor man. Competitive 
forces do not operate. You are not going to be able to supply a Ford tractor or 
a Farm-All tractor to some fellow and make it produce when he is accustomed 
to using a water buffalo down in Chittagong, India, and train him to use it until 
you get about 50 years more of civilization and supply bases and gas and other 
stations for the maintenance of the tractor after it gets there. The tractor fails 
to perform, and the native pushes it off in the canal or drainage ditch, and re- 
turns to his buffalo. * * * 

“Mr. JAviTs. * * * Now, what these amendments will do, unfortunately, is to 
kill the very important areas in which we are doing the best job of economic and 
technical assistance in political terms, and these are, as has been pointed out, 
India and Iran. 

“May I call the attention of the committee to the fact, on page 50 of our com- 
mittee report, that in India we have $106,517,000 in supplies and equipment as 
part of the program for India and only $7,400,000 in terms of salaries and com- 
pensation of technicians and trainees. 

“So that is the program that is going to be hit right on the head. 

“What is our situation in India? Somebody talked here about a plea. Can we 
not wake up to the fact that we are not doing business on a street where we 
have all the trade? Can we not wake up to the fact that we are not legislating 
ina vacuum? Can we not wake up to the fact that military, technical, and eco- 
nomie assistance have occurred because we have the grimmest, the most deadly, 
the most dangerous competition which any power on earth has ever had, the com- 
petition of the Soviet Union? 

“My colleague from Illinois [Mr. Sheehan] may have thought he was pointing 
out a reason for carrying these amendments when he talked about Russian 
duplicity, but he was giving a very eloquent argument why these amendments 
should be defeated, because the only way to show up Russian duplicity is by 
calling their bluff. Would we ever have shown the people of India that the 
Russians meant them no good, that they intended to overcharge them and double 
charge them and triple charge them for their rice, if we had not made the Indian 
grain loan? I emphasize it was a loan, not a grant. 

“Another thing that is very important is, suppose you had a bill before you 
today, suppose this bill was unraveled and the administration was unraveled 
as it should be—I agree with Dr. Judd—to provide that the payment of tech- 
hnicians should be $7,400,000 for India and we should give them $106 million 
of supplies. Do you think a majority of this committee would not pass it as 
such? I deeply believe it would. With 330 miilion people at stake in India 
with the knowledge that if the free peoples lose India they are likely to lose 
Asia, and if they lose Asia they may indeed lose the whole world for freedom. 

“Who would stop and be a stickler at this amount in view of what we are 
already appropriating in terms of armed defense? 

“Let us remember this finally : The only offensive we have in the world, unless 
we are to fight a preventive war—and it has been repeated again and again 
that we do not intend to do that, but it cannot be repeated too often—the only 
offensive we have in the world, in addition to our educational program against 
communism is these soldiers of peace, these technicians who are going into 
these areas and doing the job of trying to help people at the grassroots level. 
And why? Because we are giving gifts or because we believe that people on 
the brink of starvation will embrace our competitors, even if they know it will 
enslave them, if they cannot get some help from us. The best answer is that in 
a certain area of India where there is starvation, we have had very recently 
the eleetion of a local Communist-dominated government. If we cannot read 
that handwriting on the wall, then we are indeed not measuring up to-the great 
job we have to do here for the American people and for the free world. 

“The CHAIRMAN. The question is on the amendment offered by the gentle- 
man from Ohio [Mr. Vorys] to the amendment offered by the gentleman from 
Wisconsin [Mr. Smith]. 

“The question was taken; and on a division (demanded by Mr. Vorys) there 
were—ayes 82, noes 88. 

“So the amendment to the amendment was rejected. 
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“The CHAIRMAN. The question is on the amendment offered by the gentleman 
from Wisconsin [Mr. Smith]. 

“The question was taken; and on a division (demanded by Mr. Smith of Wis- 
consin) there were—ayes 84, noes 91. 

“Mr. Smith of Wisconsin. Mr. Chairman, I demand tellers. 

“Tellers were ordered, and the Chairman appointed as tellers Mr. Richards 
and Mr. Smith of Wisconsin. e 

“The committee again divided; and the tellers reported that there were— 
ayes 119, noes 103. 

“So the amendment was agreed to” (98 Congressional Record 5969-5978). 

(d) “Mr. Davis of Georgia. Mr. Chairman, I rise to support the amendment 
of the gentleman from Ohio {Mr. Vorys] to reduce the figures $408 million to 
$208 million. 

“This so-called point 4 program started out to be a program of technical assist- 
ance to the underprivileged areas and peoples of the world. It has long ago grown 
into a worldwide WPA program. In its first year, according to my information, 
it had an appropriation for only $35 million. The general public believe now that 
this is a program simply to extend technical aid to underprivileged peoples. As 
a matter of fact, the technical aid which this bill is intended to provide is insig- 
nificant When compared With the supplies and equipment which are intended to 
be provided. 

“The effort to provide these supplies and equipment under this so-called 
technical-aid program is merely an underhanded and back-door method of con- 
tinuing the Marshall plan and the ECA program, although the sponsors of both 
of them assured the Congress and the American people that the Marshall plan 
program and the ECA program would end June 30, 1952. 

“To illustrate what I mean, it is proposed in this bill to give to India $115 
million. Of that amount, $6,779,000 would pay the salaries and expenses of 
467 technicians, and $1,705,000 the cost of training 341 trainees. The total of 
the two items would be approximately $8,500,000. One hundred six million 
five hundred and sixteen thousand dollars of the amount allotted for India is 
intended to be spent for supplies and equipment. The opposition to the amend- 
ment now under consideration have stated, in their arguments against the amend- 
ment to cut this point 4 money, that we must continue to give food and the 
necessities of life to the Indian people. 

“I voted against giving the $190 million worth of grain to India last year. 
The information we now have about that grain is that the granaries in India are 
bursting with grain we have furnished them because of the poor methods of 
distribution provided by the Government of India. Another bad feature about 
that grain legislation is that the hungry people, the poor and destitute people, 
do not benefit from the program. The grain goes to the Government of India, 
which in turn sells it to the individuals. Thus, the persun who needs charity, 
and who would appreciate our charity, if anyone in fact appreciated it, which 
I doubt, is the person who does not get the benefit of the grain. 

“Under this so-called technical-assistance program, or point 4 program, we 
are doing such things as, and I cite these instances from the contract entered 
into between our Government and the Government of the Hashemite Kingdom 
of the Jordan, which is printed on pages 26 and the following of the first 
report to Congress on the mutual security program: 

“Appropriations to Water Resources Department. 

“Appropriations to Department of Agriculture. 

“Appropriations to Department of Health. 

“Appropriations to Department of Education. 

“Appropriations for mineral development. 

“Appropriations for transportation. 

“Appropriations for census organization. 

“Appropriations for industrial development. 

“Of the sum of $2,780,000 appropriated under a contract between our Govern- 
ment and the Government of the Hashemite Kingdom of the Jordan, made on 
February 27, 1951, and amended in January 1952, only $100,000 was allotted for 
the training of specialists, technicians, and other technical aid, while $2,680,000 
was allotted to other purposes, which, in plain language, amount to nothing more 
nor less than a worldwide WPA. 

“Similar contracts have been entered into between our Government and 32 
governments of the world. 
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“Our taxpayers cannot stand this program. We cannot carry all the world 
on our backs. This program should not only be cut in half. About nine-tenths 
of it should be cut out. : 

“The CHAIRMAN. The Chair recognizes the gentleman from Montana [Mr. 
Mansfield }. 

“Mr. MANSFIELD. Mr. Chairman, the gentleman from Ohio is having a field 
day cutting figures off here and there. It should be brought to the attention of 
the eommittee that up to now all euts-have been in the European area. 

“As I understand the amendment offered by the gentleman from Ohio [Mr. 
Vorys] he wants to cut the sum of $408 million in title III down to something 
like $208 million, roughly a cut of 50 percent. He states in his remarks that 10 
percent of the cut will apply to defense funds for the Far East and 50 percent 
of the cut will apply to the point 4 program. 

“Mr. Chairman, I wish to state that the point 4 program is the only long-range 
program authorized in this legislation. It is one way of reaching the lesser 
developed areas of the world, teaching those countries, not American democracy, 
but how to better their standard of living so that they can live 35 to 40 years 
instead of the normal 27 years, teaching them to till their soil through better 
methods so that they can eat 2 meals a day instead of 1, help*them to get a 
better and a more rainproof roof over their heads, and help them to raise their 
own standards in their own way. 

“T think it is perhaps the most important long-range program which we have 
ever had, and if you want to find its genesis you have to go far beyond what the 
gentleman from Minnesota, Dr. Judd, has mentioned about the joint reconstruc- 
tion program in China, which has been a success, and go to the joint inter-Ameri- 
can program which has been in effect 15 years, and which has been the corner- 
stone of American foreign policy” (98 Congressional Record 5990-5991). 

(e). “Mr. Jupp. Mr. Chairman, I am sorry we are in the difficulty ; however, 
it was foreseen and the people in the Mutual Security Agency and the Technical 
Cooperation Administration have to take the responsibility. This issue of sepa- 
rating and correctly labeling economic aid and technical assistance was discussed 
at least 15 times in the committee and we tried our best to get those in charge 
of the program to help us come down here and be candid and on the level with 
the Congress. 

“The so-ealled point 4 program is the only program we have in many parts 
of the world that makes sense for the long pull. I am interested in it. Back in 
the 80th Congress we set up its forerunner or prototype when we established the 
Joint Commission on Rural Reconstruction in China. We tied it down so that it 
could not do anything beyond training and demonstration, and it succeeded spec- 
tacularly. It did not get into the sort of commodity program which would try 
to solve people’s immediate problems with transfusions of American goods and 
not help them get into a position where they could grow their own food through 
better irrigation and better agricultural methods, and produce more goods, 
beginning with their little home and village industries, and so forth. 

“There are certain countries, for example, Iran, Pakistan, and India, where 
the need for immediate economic assistance is so great, where their internal 
difficulties are so urgent that they must also have, in my judgment, certain com- 
modity aid of exactly the same sort we gave to France, Austria, and Italy begin- 
ning at the end of 1947 and through the Marshali plan. The fact is that in the 
Middle East and Far East two types of programs are needed: A long-term, 
inexpensive training program, so-called technical assistance, consisting of special- 
ists to train local personnel, some pilot plants and demonstration agencies; and 
a more expensive short-range commodity supply program to help them over the 
present crisis until they can produce or earn for themselves on a more adequate 
basis. Instead of the TCA people pointing out the two types of programs and 
making their case for each, they lumped both under the name of point 4 which 
has become popular throughout the country. For some of the countries of Asia, 
what is called point 4 is in reality in this bill 90 percent Marshall plan type of 
aid. I do not object to the provision of economic aid. I think it is necessary, I 
object to selling something under false pretenses. 

“Read the hearings and see how often we urged them to be frank with the 
Congress. We told them that if they had a good program they could sell it to 
the Congress and the people, but if they tried to sell commodity aid as point 4, 
all they would get is amendments which would knock .out the commodity aid 
part of it and in the long run it would discredit and destroy the technical-training 
program, too. 
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“If you will read pages 71 and 72 of the hearings you will find some questions 
I asked of Mr. Harriman. Mr. Harriman had stated: 

“If there’ were no danger of subversion, we could carry out programs of tech- 
nical cooperation in these countries at a slower pace and not speed them up with 
considerable quantities of equipment and supplies from the United States to 
support the work of the experts. 

“TI asked him: 

“Is that an announcement of a basic change in the point 4 program and its 
character? 

“He replied: 

“No; the character is the same, but it is speeded up in these countries, so that 
faster results can be obtained in those countries where the need for speed is 
necessary. 

“Mr. Chairman, you cannot substantially speed up a training program. You 
cannot take a youngster in the first grade and say that since he needs to get to 
the 12th grade more quickly in order to start supporting his relatives, you will 
give him more vitamins and faster training and he will get there in 8 instead 
of 12 years. The people in these countries are underdeveloped all along the 
line ; economically, agriculturally, educationally, politically, socially, and neither 
we nor anyone else can produce all the needed changes overnight. This can only 
be a slow, long-term program. Yet some of the countries also need certain 
economic aid at once. 

“So I do not know what to do with these amendments. I think that of the 
gentleman from Ohio is too drastic. We do not want to prevent proper aid, but 
we do need to register our disapproval of the methods used in presenting these 
programs. Then in the conference there should be worked out amendments that 
will separate the two forms of aid and let each stand on its own merits; if neces- 
sary each being brought back to the House for separate votes. Only so, in my 
judgment, can we act intelligently and wisely. 

“The CHAIRMAN. The time of the gentleman from Minnesota has expired. 

“(By unanimous consent, Mr. Javits yielded 1 minute of his time to Mr. Judd.) 

“Mr. Jupp. Mr. Chairman, I should like to say a word about the second un- 
justifiable feature which is not readily apparent. One error, as I have said, is 
trying to combine the technical training and demonstration program under the 
same overall umbrella with a commodity program, and under the same label, I 
think that is wrong” (98 Congressional Record A3421). 

(f) “Mr. CHIPERFIELD. * * * Third. In my judgment we should also restrict 
the point 4 program to its original objective; namely, giving technical and scien- 
tific assistance toward rehabilitating some of the backward countries—that is, 
helping them to help themselves. I believe a formula could be worked out 
which would prevent funds that are available under this program from being 
used in constructing projects such as dams, power plants, irrigation systems, 
and so forth. We should confine ourselves to furnishing only the know-how and 
not create a WPA all over the world” (98 Congressional Record A3502). 

7. Debate on floor of Senate. 

“Mr. Burvter of Nebraska. Mr. President 

“The Vick PRESIDENT. Does the Senator have an amendment to offer? 

“Mr. Butter of Nebraska. I have. 

“The VicE PRESIDENT. The clerk will state the amendment. 

“The CHrer CLERK. On page 4, line 25, it is proposed to strike out the period 
and to insert ‘Provided, That the dollar costs of the United States under the 
Act for International Development for the program in any country in any fiscal 
year for supplies and equipment shall not exceed three times the dollar costs of 
the United States for United States technicians and the training of local per- 
sonnel.’ 

“Mr. Burier of Nebraska. Mr. President, I preface my remarks in presenting 
the amendment with a statement that I am not proposing a reduction by 1 cent 
in the total amount of money made available. I am endeavoring to direct how 
it shall be spent. 

“This amendment is identical with one that was adopted by the House a few 
days ago and is contained in the bill as passed by the House. It is designed to 
preserve the character of the point 4 program as a program of expert and tech- 
nical assistance, and to prevent it from degenerating into another handout 
program, 

“T am sure Congress has intended all along that the point 4 program be 
directed toward giving other nations the benefit of expert American engineering, 
scientific, and technical knowledge so that these other countries may improve 
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their living conditions and social institutions on the basis ef such advice from 
American experts. In other words, it is supposed to be simply the export of 
American know-how. It is not supposed to be the vehicle for another program 
of giving away large quantities of raw materials or machinery or the construc- 
tion of large engineering works at American expense. 

“Instead of sticking closely to this original concept of point 4, it is apparent 
that the administration proposes to distort its character entirely. 

“This concept is recognized in the report by the Senate Committee on Foreign 
Relations, in which the following paragraph appears on page 37: 

“The TCA program is primarily one of showing people in the underdeveloped 
areas how they can improve their lot by themselves. It is not a program for 
the purpose of giving economic help in the form of commodities and capital 
equipment. Grants of supplies and equipment are, however, included in tech- 
nical cooperation programs in order to enhance the effectiveness of the work 
of the technicians and in some cases these grants are fairly substantial in 
amount. A large part of the funds should be used for salaries and expenses of 
technicians sent to these areas and for the training of foreign nationals in the 
United States, although it is necessary, of ocurse, for technicians and teachers 
to have supplies; equipment, and commodities, in sufficient quantities to enable 
them to carry on their functions. 

“The report then goes on to say: 

“According to information presented to the committee the administration 
plans during 1953 to spend about $44,252,000 for technicians and trainees and 
$182,748,000 for supplies and equipment. Thus for every dollar spent for train- 
ing, more than $4 will be spent for supplies and equipment. The committee 
calls attention to this fact because it believes that there may be a tendency on 
the part of some officers concerned with the TCA programs gradually to empha- 
size commodity and end-item types of assistance rather than technical assist- 
ance. The committee feels that changes of emphasis in that direction would 
be unwise for a number of reasons. 

“T am calling attention to these statements in the committee reports because 
it is obvious that in many cases point 4 has become a program of giving away 
commodities rather than extending technical assistance. In Pakistan, for 
example, they are giving away 10,000 tons of fertilizer. In Libya, we have an 
educational program. Since the Libyan Government has no buildings avail- 
able, our program consists largely of construction of buildings to the extent of 
about $500,000. 

“In India, we have several hundred American technicians who are supposed 
to be helping the Indians increase their agricultural production through show- 
ing them how to use fertilizers, tools, and so forth. However, we have not 
stopped at giving technical assistance, but we are also supplying the fertilizer 
and the tools. Actually, about 90 percent of the cost of the program in India 
is making up of these supplies and items of equipment. 

“The only way to stop this trend is to place a limit on the funds that may be 
spent for supplies and equipment and provide that the cost of such supplies 
shall not exceed three times the cost of the personnel in any country. That is 
what my amendment will do. 

“This amendment will not hamper the point 4 program in the slightest if 
the countries, where it is being conducted, are willing to cooperate with the 
American experts and supply at least a portion of the supplies and equipment 
that those experts need. In the long run, those countries are going to have 
to pay for such supplies for their own people if this point 4 program is to make 
any real change in the production methods of those countries. The foreign 
governments might as well start to recognize that fact now instead of being 
allowed to get the impression that the United States will pay the cost of all 
supplies, machinery, and so forth, to reorganize production methods all over 
the world. 

“T hope my amendment will be adopted. 

“Mr. CONNALLY. Mr. President, I yield 10 minutes to the Senator from Arkan- 
sas [Mr. Fulbright]. 

“Mr. Futsrient. Mr. President, I have a good deal of sympathy with the point 
of view of the Senator from Nebraska, as a general proposition. I have discussed 
this amendment with Mr. Andrews, who is the new director of the point 4 pro- 
gram, with whom many Senators are well acquainted, and in whom I believe 
Senators have great confidence. 

“The effect of this amendment in many countries would not be at all serious, 
but there is one area where it would be very serious. I refer especially to India. 
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As the Senator from Nebraska knows, in the case of India some very special 
circumstances have arisen recently, as evidenced last year by the grant of grain to 
India. I believe that we made an outright grant of grain to the extent of $190 
million worth, because of the famine which had developed in India. This year 
there is a drought on a much smalier scale, but there is a chronic lack of food 
in India. The two items in particular which are involved in the Indian program, 
to which the Senator from Nebraska has already referred, are fertilizer for 
the production of food, and tube wells for water. Both commodities are directed 
solely to the production of food. 

“Mr. BuTuer of Nebraska. Mr. President, will the Senator yield for a question? 

“Mr. Fursriert. I yield. 

“Mr. Butter of Nebraska. I think the distinguished Senator from Arkansas 
knows as well as any of us that from India we import thousands of tons of 
jute and burlap running into great sums of money. 

“Mr. Fursricut. That is true. 

“Mr. Butter of Nebraska. I wonder if it would not be possible for the Gov- 
ernment of India to supply the fertilizer and other materials which are necessary 
for our technicians to work with over there. ; 

“Mr. Futsrient. I will say to the Senator that a very fine fertilizer plant has 
just been completed, not with gifts, but with funds which India borrowed from 
the International Bank only within the past several months. I refer to the 
Sindri plant. I believe that India is making progress, but everything cannot 
be done at once. There is still a very severe lack of essential materials. The 
President of the International Bank, Hugene Black, has given us.a statement 
to the effect that the International Bank is making loans for every project of 
this character which can be reasonably financed by the bank, and with respect 
to which there is reasonable chance for repayment. The bank has representa- 
tives in India much of the time. This is a transitional period in India. As the 
Senator from Nebraska knows, the people of India have just gained their inde- 
pendence. They have recently held an election. I think they are making a fine 
and sincere effort to bring themselves up to a position of self-sustenance in the 
matter of feod. 

“As I have said, the program in India is a very special one. To that extent 
it is contrary to the general idea of the point 4 program. I subscribe in general 
to the sentiments expressed in the report to which reference has been made. 
Take all the South American countries, for example. The Senator’s formula 
would have no effect in South American countries, where the point 4 program 
has been in operation for a number of years. In the more advanced countries, 
where we have had a‘pregram, and the initial steps have been taken, the ma- 
terials part of the program comes well within the Senator’s formula. However, 
it would create havoc in the case of India. Mr. Andrews tells me that he thinks 
it would have a disastrous effect upon the Indian program. That is the principal 
program which would be affected, because the two large items of fertilizers and 
wells are involved. Wells, of course, are also for the production of food. 

“We are presented with a difficult situation. We send technicians to India 
to teach the people how to use modern irrigation methods. The wells referred 
to are tube wells with small diesel engines. I think it would be a very difficult 
thing for the technicians to say to the people of India, ‘If we furnish a rig to 
drill a well, and a pump, you ought to do so and so. There is a certain minimum 
amount which you ought to do.’ 

“We are contemplating under this program only 80 of such projects for all of 
India. The program is based upon the so-called Etawah project. I believe that 
everyone who read the account by Horace Holmes when he appeared before the 
committee last year approved it. It is in the very best traditions of our county- 
agent program. Go back to the beginning of the county-agent program. In the 
beginning, for demonstration purposes, there was a great deal more emphasis 
upon the materials which the county agents used to get the ball rolling. Today 
it is not necessary for county agents to have samples of modern machinery or 
irrigation equipment, or anything else, because there is plenty of such equipment 
in this country to serve for demonstration purposes. 

“As a practical matter all they do today is convey the latest knowledge from 
the institutions in which it is developed. I submit that in India, where the 
prorvram is in its beginning stages, there is justificaton for the amount of ma- 
terial which is involved in the bill. 

“I would also say that I would not like te see this program continue to grow, 
and I would object to continuing it in countries such as those of South America, 






where t 
over mo 
gone do 
is just n¢ 
formula 
problem 
“The 
ean do t 
to the li 
I referrs 
“The 
friendly 
panies t 
compan! 
“Ther 
of their 
plows, \ 
one of t 
commer 
will tus 
this pr 
It is a 
cost vel 
many I 
“Mr. 
yield? 
“Mr, 
“Mr. 
Arkans 
nical a 
rials tl 
in som 
deman 
to be 1 
will ke 
ment, 
extent 


India 
good 
tainl 
gram 
inde 
shou 
coun 

“A 
have 
Ame 
wou 
in tl 





UNITED STATES AID OPERATIONS IN IRAN 563 


where the experience has been that gradually the lecal countries have taken 
over more and more of the expense, and our expense during the last 5 years has 
gone down steadily as the contributions of the countries have gone up. India 
is just now in the beginning stages. I believe that the full impact of the proposed 
formula would be felt in India, and to a lesser extent in Pakistan, where the 
problem is similar but not as acute as in India. 

“The point being made by the Senator from Nebraska is that the countries 
can do these things themselves. The fact is that India has strained its credit 
to the limit. They did it, for example, in building the fertilizer plant to which 
I referred. 

“The Senator knows that recently India has made great progress. I think a 
friendly gesture when they gave special guaranties to two American oil com- 
panies to build refineries. At least the action satisfied two of our biggest oil 
companies. 

“There is one other item te which I should like to refer, and that is the making 
of their steel plowpoints. For centuries Indians have been plowing with wooden 
plows, which are incapable of turning under cover crops for fertilizer. That is 
one of the great difficulties, and it is one of the reasons for the big demand for 
commercial fertilizer. It is because they have not used the kind of plow that 
will turn under the green organic matter. That is one of the main objects of 
this program; it is to teach them how to make and use steel-pointed plows. 
It is a very simple matter, and the making of the steel-pointed plows does not 
cost very much for each plow. But of course India is a big country and requires 
many plows. 

“Mr. Butter of Nebraska. Mr. President, will the Senator from Arkansas 
yield? 

“Mr, FULBRIGHT. I yield. 

“Mr. Butier of Nebraska. I can very readily agree with what the Senator from 
Arkansas says, but when we not only furnish them the know-how and the tech- 
nical assistance but also go further and furnish them the supplies and the mate- 
rials that are necessary, such as fertilizer and plows, we are setting up an example 
in some communities which will extend all over the country, and in due time a 
demand will develop among the neighbors of those who receive the free material 
to be furnished the free material also. It will go on and on, and the program 
will keep on growing. I am in favor of furnishing the know-how. The amend- 
ment, however, would restrict the program from being carried forward to the 
extent of furnishing impossible material. Yet it would provide an ample margin 
to put the program over. 

“Mr. Futsricut. Mr. President, the Senator from Nebraska and I are not too 
far apart. The Senator will appreciate that I am speaking under a limitation 
of time. 

“The PRESIDING OFFICER (Mr. Monroney in the chair). The time of the Senator 
from Arkansas has expired. 

“Mr. FULBRIGHT. I yield myself 5 additional minutes. 

“The point is that we are in the initial stages of the program in India. As we 
all know, when we start anything we must have something to use with which to 
demonstrate a program. There are 500,000 villages in India and only 80 projects 
are involved. The Etahwa project was a demonstration project, which was used 
to prove what could be done with these techniques and with fertilizer. Inci- 
dentally, by the combination of fertilizer and plows they increased the produc- 
tion of wheat in that demonstration project by 46 percent in 3 years. It is 
a very small demonstration project as applied to India. 

“The money will not go very far in a big country like India. It will not pro- 
vide anything more than sample programs, the main object being to prove to 
Indians that there is something to this matter of fertilizer, to show that it is a 
good thing, and to show that they should use a modern plow. Then it is cer- 
tainly expected that they will make their own plows. The purpose of the pro- 
gram is merely to get them started. I would not approve of carrying it on 
indefinitely. If this were the third, fourth, or fifth year of the project we 
Should be beyond this stage, as we are already beyond this stage in the other 
countries where the point 4 program has been carried on. 

“As I said before, it is only in this particular area that the formula would 
have any impact at all. It would have no effect in the 20 countries of South 
America and Central America, or in the Middle East countries except Iran. It 
would have an effect, of course, in Pakistan and in Lran, where agriculture is 
in the most primitive stages. Certainly it would not have an effect in any of 





564 UNITED STATES AID OPERATIONS IN IRAN 


the European countries. I do not think it would have any effect in Indonesia 
and Malaya. 

“It would have a bad effect in India, where they are making great progress. 
At least, the reports show that they are making progress. The testimony before 
the committee from men who have been in India, particularly Mr. Andrews, is 
very favorable with respect to the effectiveness of the program last year under 
the supervision of Mr. Horace Holmes. All that is intended to be done is to 
multiply, in 80 different communities, what was done under Horace Holmes. 

“TI do hope that the Senate will not adopt an amendment like this. While I do 
not feel that the committee should have the last word on everything, I do think 
that this kind of amendment should be submitted first to the committee, where it 
can be analyzed and so that people from the agencies themselves can examine it. 

“As I said a moment ago, I discussed this matter with Mr. Andrews. He told 
me positively that in his opinion such an amendment would practically wreck 
the proposed Indian program, which is a considerable one and a very important 
one in the overall program. 

“Mr. LEHMAN. Mr. President, will the Senator from Arkansas yield me 5 
minutes? 

“Mr. Futsrient. I yield 5 minutes to the Senator from New York. 

“Mr. LEHMAN. Mr. President, the amendment of the Senator from Nebraska 
[Mr. Butler] is an attempt to legislate an equal crisis in all parts of the world. 
Conditions necessarily differ very greatly in different countries. This amend- 
ment, as the Senator from Arkansas has pointed out, would affect India almost 
exclusively. One of our American agricultural agents in India—and the state- 
ment applies to almost any other country—says that the native Indian can grow 
twice as much food if we supply him with chemical fertilizer, irrigation pumps, 
and steel points for the bullock plows. The Director of Mutual Security believes 
that the political situation and the food problem in South Asia, including India, 
is more urgent than in any other underdeveloped area and, therefore, he proposed 
that we supply fertilizer, irrigation pumps, and steel plow points for the program 
in India. 

“The distinguished Senator from Nebraska would legislate a policy of equal 
crisis in all parts of the world. 

“The nub of the Indian program is the effort to grow more food. We learned 
that fact from the debates last year when we voted grants and loans to India. 

“In 1953 the program submitted by the Director for Mutual Security is calcu- 
lated to reach 39,000 villages in India, and a population of 22 million. The 
Indian Government is assigning 17,000 village workers to this program. The 
United States is sending 400 technicians. The Indian Government is furnishing 
all supplies and equipment for the program which can be produced in India. 
The United States is sending all needed supplies and equipment that must be 
purchased outside of India. This is a joint effort to make a substantial increase 
in food production. The Indian Government is contributing three times as much 
as the United States in this joint program. If Congress decides that the United 
States supplies shall be limited in this program to three times the value of the 
salaries of the American technicians and the trainees, it will destroy the useful- 
ness of much of the outstanding effort of the Indian Government to mobilize its 
own personnel and supplies. In fact, the amendment ignores the joint character 
of the program and the work of the 17,000 Indian workers. It means these 
workers will not have the fertilizer, the irrigation pumps, and the steel points 
for plows. 

“A ton of fertilizer will add 2 tons to a crop of grain. An irrigation pump can 
produce 2 crops on the same land which formerly produced 1. A steel plowpoint, 
when used with a cover crop, can increase the grain production by 46 percent. 

“Mr. President, countries such as India will, I am convinced, eventually solve 
their food problems without United States help, if no United States help is pro- 
vided. The only difference will be the length of time required. That is a vital 
difference. The United States has the agricultural techniques and equipment 
to help India achieve in 4 years a rate of food production which otherwise India 
would require a generation to achieve. Those 4 years will be the critical period 
in the struggle in Asia against communism. 

“So, Mr. President, it seems to me that it is most important that we make 
plain to India that we are endeavoring to help her raise her standard of living. 
I do not think anything else could be more important to India or to the interest 
of the other peace-loving nations. 
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“The national elections in India, which were completed in February of this 
year, showed that the Communists were strongest in the areas of greatest food 
shortage. 

“Since China went Communist it has often been observed that if a village devel 
opment program such as the one the ECA began in China in 1948 could have been 
started 5 years earlier it could have altered the outcome in China. 

“By their tactics the Communists now reveal that they regard India as the 
next big prize in Asia. The village development program in India, which is pro- 
posed in the pending bill, is of the very type which the China experience has 
demonstrated could help check communism in India and in the entire Asiatic 
area, 

“So, Mr. President, I hope very much that the amendment of the distinguished 
Senator from Nebraska will be rejected. 

“Mr. Futsprieut. Mr. President, I yield 4 minutes to the Senator from 
Minnesota. 

“The PRESIDING Orricer. The Senator from Minnesota is recognized for 4 
minutes, 

“Mr. HuMpPHREY. Mr. President, we are now discussing an amendment which is 
most vital to the successful operation of the so-called point 4 program, or the 
technical assistance and cooperation program. The effect of the pending amend- 
ment, if adopted, would be that one of the most crucial areas in our world 
our overall aid program for India and for Pakistan would be reduced by 70 
percent. 

“I know that the proponent of the amendment has no desire to jeopardize the 
successful operation of the program of technological and scientific aid on our 
part in connection with the efforts of those countries to help themselves. Simi- 
larly, I know that neither the proponent of the amendment nor any other Member 
of the Senate wishes to thwart the efforts of the United States to be of assist- 
ance to those countries in increasing their food production. 

“Nevertheless, it is true that by placing such a ceiling on the expenditures for 
food, on the basis of fixing a ratio of 3 to 1 between the supply cost and the 
personnel cost components of the program, the result would be to damage most 
seriously the operation of the program in those countries. 

“There are some countries in which such expenditures for supplies and for 
personnel are literally in balance. Some countries may need more dollars for 
personnel than for supplies or equipment. However, it happens that the United 
States Government, working in connection with India and Pakistan, has developed 
a program to supplement very rapidly their food production. 

“Tt is imperative that the production of food in those countries be increased 
quickly. Scientific and technological workers cannot do that work alone. What 
else is needed, Mr. President? : 

“It has been pointed out that fertilizer is needed for certain kinds of soil, 
and that water is needed for purposes of irrigation. The water is obtained from 
deep wells, which require pumps and casing, in order that the water may be 
reached. That is why the amount of money being used for supplies and equip- 
ment has been unusually large. 

“I remind the proponent of this amendment that our Government has worked 
out with the Government of India an arrangement in connection with India’s 6- 
year development program; and representatives of the Indian Government have 
appeared before Senate committees and have pointed out whdt the Indian Gov- 
ernment is doing in these village and community developments. Approximately 
300 villages are involved in 1 community alone. In fact, Mr. President, more than 
200,000 persons will be affected by 1 program; and there are hosts of such 
programs. 

“At this time to put the entire program into an economic straitjacket would 
be to ignore the real situation in regard to the production of food. 

“T shall not now discuss the Communist problem. We should be interested in 
the production of food, even if there were not Communists. We should be inter- 
ested in helping to improve the standard of living, even if there were no enemy 
except the enemy of poverty and malnutrition. I do not think the existence of 
Communists should be required to inspire us to do a good job. 

“So I am urging the application of a sensible program to a vital situation. I 
urge the Senate not to insist upon the application of a severe formula which would 
make it impossible for us to meet the real problem in the area where the program 
is to be applied. 

“So, Mr. President, I ask the Senate of the United States not to cripple a pro- 
gram which just now is getting underway. 
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“The program of technological and scientific assistance represents an effort 
on the part of Americans to be of assistance to the underprivileged and the under- 
developed areas of the world. It is absolutely essential that we continue this 
program, 

“T think I should point out that in south Asia we shall be spending $15 million 
for technicians and, in 1953, $137 million for equipment and supplies. Of course, 
Mr. President, it is not possible to obtain a sudden increase in food production 
by means of the employment of a technician. Obviously, it is also necessary to 
have supplies and to move large quantities of earth ; and in the case of a reclama- 
tion project or an irrigation project, large quantities of earth cannot efficiently 
be moved by having the earth carried in buckets on the heads of the laborers. 
Bulldozers and other up-to-date equipment are required for efficient operation 
in such a situation. 

“The Senator from Arkansas and other Senators have pointed out that the Gov- 
ernment of India and the Government of Pakistan and the governments of other 
countries in Asia and the Near East are contributing far more personnel than we 
are contributing to this program. This effort is a cooperative one, and I submit 
that it should not be jeopardized by means of any hasty action taken by the 
Senate. 

“Mr. President, I ask unanimous consent to have a statement regarding 
the amendment printed at this point in the Record, as a part of my remarks. 

“There being no objection, this statement was ordered to be printed in the 
Record, as follows: 

“The amendment prescribing a fixed ratio of supply costs to personnel in the 
economic-aid program places a rigidity of operation in a program which should 
remain flexible. 

“The effect of such an amendment as far as south Asia is concerned would 
be tantamount to reducing the overall aid program for India and Pakistan 
by 70 percent. This reduction would result in disastrous effects on the program 
as planned and would not at all satisfy the minimum aims of the program. 

“The specific needs of underdeveloped countries are different in each case 
and whereas it might be possible in one specific country to maintain a low ratio 
of cost between supplies and personnel it also follows that in other countries 
this ratio, in the initial stages of the program at least, may necessarily be 
large in order to achieve United States aims in the particular area. 

“In south Asia and specifically in India and in Pakistan, the United States 
program has been designed to assist these 2 countries in the achievement 
of economic goals within what is generally considered to be a critical period 
of the next 4 years. These programs have been made up with full considera- 
tion of the 6-year development plans which have been established by the 
countries themselves as minimum goals to be achieved. The funds to be made 
available by the United States are for programs designed to assist these govern- 
ments in the fulfillment of their essential economic goals. 

“Communist gains in south India during the recent national elections have 
indicated the trend that can be expected if the present democratic government 
in power does not achieve even slight increase in the standard of living within 
its tenure of office. The United States has a great stake in the decision which 
the people of India and Pakistan may have to take in developing their countries 
along democratic or Communist lines. 

“The present standard of living in the subcontinent is abnormally low. This 
can be shown by the fact that compared to an average annual real income of 
$690 per person in the more developed areas of the world India has $60 and 
Pakistan only $50. In the more developed countries, the quantity of energy 
other than food consumed per year is over 600 pounds of coal per person. In 
India this quantity is only 220 pounds per person while in Pakistan it is as 
low as 60 pounds per person. 

“But the item which does more to stir up people against any form of govern- 
ment and attracts that people to any group which promises relief is the scarcity 
of food. In India and Pakistan food is not available in sufficient quantities 
to supply the people with even the minimum daily caloric requirements that 
are necessary for tropical areas. This minimum has been estimated by the 
Food and Agriculture Organization as 2,200 calories per person. The people 
of Pakistan consume on the average 2,030 calories per day while the people 
of India, the low quantity of 1,660 calories per day. One of the primary reasons 
for the low supply of food in these countries is the very low crop yield that 
is obtained there. Indian farmers, for example, produce on the average 10 
bushels of wheat per acre and 22 bushels of rice per acre. In Pakistan these 
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yields are a little higher, 14 bushels of wheat and 28 bushels of rice per acre. 
rhese yields are only one-half to one-third the average yields which are obtained 
in the more developed countries. United States experience has shown that 
increased crop yields result from more water for irrigation, more fertilizer to 
revitalize the ground, better agricultural equipment, and more scientific agri- 
cultural techniques. To affect the large numbers of farm communities in India 
and in Pakistan in the shortest possible period, it is necessary to make available 
the necessary supplies and equipment which will support and magnify the work 
that will be done by American and indigenous technicians to achieve greater 
food production. 

“This approach in India has taken the form of the organization and operation 
of a large number of community-development areas. Each of these areas would 
encompass 300 villages and will affect directly over 200,000 people. The pro- 
gram in each of these areas is an integrated one and involves better agricul- 
tural techniques, distribution of fertilizer, and more efficient farm tools, a 
public health and sanitation program and an educational and training program. 
The results obtained in the pilot project on rural development in Etawah 
promise an increase in food production of 50 percent at the end of 4 years in 
areas where there is an integrated and concentrated development program. 
This would mean the drilling of tube wells to tap the underground water for 
irrigation. It will include the supply of key items of equipment to accelerate 
the completion of large-scale irrigation projects which would make available 
vast quantities of irrigation water. It means the importation of various types 
of fertilizer which can be used by the agricultural technicians to increase 
crop yields per acre and to convince the very conservative farmer of the value 
of fertilizer to him and to the community. 

“Limitation of the supplies that will be required to achieve the minimum aims 
of the United States program in India and Pakistan by fixing a rigid ratio between 
supplies and personnel would make the basic attack on the problem thus de- 
scribed completely ineffective. The problem of food production in India and in 
Pakistan is enormous and requires exceptional effort to solve it in the short 
period which we deem necessary for the survival of democracy in that part of 
the world. The supplies and equipment must be made available if our program 
is to succeed. Technicians with an insufficient amount of supplies and equipment 
will fail to achieve the desired results. 

“United States interest in the strengthening and development of the free world 
makes it mandatory for us to aid in carrying out the most effective program 
possible in south Asia. The effectiveness of United States programs cannot be 
assured by imposition of an arbitrary ratio between supply costs and personnel. 
The eut which would be effected by the proposed amendment directly counters 
the interests of the United States and the free world. 

“Mr. BentTON. Mr. President, I have been particularly interested in this subject. 
not only because of my visit 15 years ago to India and Asia, which was a rather 
extended visit of more than 6 months but also because of the information which 
has been sent to me during the past few months by former Governor Bowles, of 
Connecticut, who is now Ambassador to India. I can confirm, on the strength 
of this information, the comments just made by the distinguished Senator from 
Minnesota. We have in Washington, visiting us, Mr. President, a most eminent 
Indian, Mr. Ghosh, who has been responsible for the famous Faridibad project 
in India. Here, with an investment of only $5 million by the Indian Government, 
Mr. Ghosh has developed a city to house 50,000 people, and with a vast outlying 
agricultural area now undergoing rapid development. Mr. President, what has 
been needed in order to make such projects productive—what, beside the leader- 
ship and the financing of the Indian Government? It is certain American equip- 
ment—not American technicians, but American equipment. The Indian Govern- 
ment at this time is training many technicians of their own. The Ford Founda- 
tion, our great private philanthropy, under the leadership of Mr. Paul Hoffman, 
is opening a technical school in Pakistan and has vast projects within India to 
train Indian technicians to take the leadership among the Indians. But the 
Indian technicians cannot manufacture the equipment with which to drill the 
wells. They often cannot get the needed fertilizer; they have not the factories. 

“The ratio of need in that country, as the Senator from Minnesota has pointed 
out, and also as applied to southeast Asia, can be a ratio of 10 to 1 for supplies 
and equipment, rather than the 3 to 1 called for in this amendment. Thus, ap- 
plied to that particular area of the world, I submit to the distinguished Senator 
from Nebraska that his arbitrary standard is not applicable, and, indeed, it would 
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become a kind of straitjacket to hold back the progress which is now under way. 
In India it would result in a drastic cut, a 60 or 70 percent cut in available funds, 

“Mr, President, the Indian Government has a development program of its own 
for the next several years involving an investment of many billions of dollars. 
Roughly two-thirds of this it expects to finance itself. Against this great pro- 
gram of its own it will require, in using American funds, a maximum application 
of dollars to equipment and supplies. 

“Mr. President, in conclusion I ask unanimous consent to have printed in the 
Record at this point in my remarks a statement on this subject, which I had 
intended to give the Senate had there been time. This statement illustrates 
further the fact that the arbitrary ratio called for in this amendment is a handi- 
cap to the great bill we are now debating. 

“The Vicr PresipEnT. Is there objection? 

“There being no objection, the statement was ordered to be printed in the 
ReEcorp, as follows: 


“STATEMENT BY SENATOR BENTON, THE EFFECT OF THE AMENDMENT PROPOSED BY 
SENATOR BUTLER 


“The only programs under the act for international development which would 
in fact be affected by the proposed amendment are those for Iran, India, and 
Pakistan, three of the most crucial areas of United States interest in Asia. ‘The 
proposed point 4 programs for India and Pakistan in fiscal year 1953 total approxi- 
mately $148 million. They have been carefully worked out on the basis of a 
combination of technicians and supplies best suited to attain the basic objective 
of the point 4 program in these countries. That objective is to help our friends 
throughout the world through the provisional of know-how and supplies in the 
right proportion to do the job of supplementing their own efforts to improve their 
lagging economies. 

“The point 4 concept did not envisage any straitjacket into which the program 
must artificially be fitted without regard to point 4 objectives. The point 4 
objective in India and Pakistan specifically is to help those countries achieve 
in the limited time available a percentible improvement over the poverty in which 
the large majority of the people of those countries now live. The achievement 
of this objective could not be as readily reached if the proposed attempt to fit 
them into the straitjacket is successful. 

“Let us take a look at India to see what is happening there and why the pro- 
posed United States aid of $115 million cannot, in reason, be asked to suffer this 
arbitrary approach. The Indian people and the Indian Government are striving 
desperately to improve their present economic lot. The Indian Government’s own 
plan to do this involves an outlay of several billion dollars in the next few years, 
of which about two-thirds is expected to come from India’s own domestic re- 
sources, and a further amount from using up a large part of India’s own foreign 
assets. 

“The proposed United States technical and economic assistance is designed to 
work into this program and to supplement India’s own efforts. India needs 
technicians from the United States. India needs to send her students abroad to 
study. Technical competence is an essential element in India’s economic progress 
and it is fully recognized by both the Government of India and in our own point 
4 administration. It is provided for in our 1953 program, but technical assist- 
ance, to be fully effective, must be combined in different ratios in different areas 
with needed assistance in the form of equipment and supplies. Yes, the job 
requires very different combinations of men and materials in different countries 
and for different projects. 

“For example, one of India’s main needs is an increase in its own food produc- 
tion. We hope to help India accomplish this in a number of ways. One way 
India can do this is to increase its use of fertilizer and not only increase the 
use of fertilizer but to use it wisely. We hope to help India do this by providing 
fertilizer—only a part of the fertilizer that India really needs to import to obtain 
its full objective—and also to provide technicians who will help the Indian farmer 
to use this fertilizer wisely. The ratio here should not be frozen at 3 to 1: The 
more fertilizer in ratio to manpower costs, the better it may be. This is an 
example of a combination of men and materials designed to do the job which 
is needed in that country. 

“Mr. Grorce. Mr. President, I shall be willing to consider the merits of the 
amendment offered by the distinguished Senator from Nebraska, but what has 
been pointed out on the floor is unquestionably true in the case of India and in the 
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case of Pakistan. This identical language is in the House bill. If this amend- 
ment were adopted there would be nothing in conference, no leeway, no basis 
upon which a suitable compromise could be effected. As the provision stands 
in the House bill, some compromise might be effected which would in substance 
accomplish what the distinguished Senator has in mind, but would except such 
areas aS Pakistan and India, where, if the point 4 program is to be of any real 
effect, it can be applied to better effect than in almost any other part of the 
world. I hope the Senator will not insist upon his amendment, for that reason. 

“Mr. Butter of Nebraska rose. 

“Mr, Futsrient. Mr. President, does the Senator from Nebraska desire to use 
some of his time? 

“Mr. BuTLer of Nebraska. Mr. President, how much time do I have remaining? 

“The VicE PRESIDENT. The Senator has 24 minutes. 

“Mr. Burter of Nebraska. Mr. President, I myself do not intend to use 
the full amount of time remaining to me but I would say in response to the 
remarks which have been made in opposition to the amendment that I think no 
Member of the Senate is more anxious to cooperate with the people of India, 
or with any other area needing technical advice and cooperation of the sort 
we can supply, than am I. But I have seen this program carried forward 
until it involves tremendously large projects, including power projects and 
irrigation projects, which we in this country have been unable to finance for 
ourselves. In the case of such projects as that, the program goes far beyond 
the question of technical advice and assistance. It goes into the matter of 
furnishing raw materials and commodities in immense quantities. 

“IT thought I had been really charitable in suggesting the Senate adopt 
the provision which was written into the bill by the House, requiring that 
not to exceed $8 American money be spent for commodities or materials against 
$1 spent for technical advice and assistance. 

“During the past year or two literally thousands of citizens from these 
countries abroad, countries to which we have sent technicians have come to 
the United States. They send teams here to whom we give all the assistance 
and all the education we possibly can. We pay for all that, and the cost 
is considerable. My amendment would provide that an additional amount could 
be spent for material and assistance and for the purchase of supplies. There- 
fore, I really think I am charitable in the suggestion I have made. 

“I know that, as the distinguished Senator from Georgia said, a similar 
amendment was adopted in the House after some debate. Frankly, it is my 
purpose to do the best I can to see that the amendment is adopted by the 
Senate, so that it will not be in conference when the bill shall have been 
passed by the Senate, because I believe it is a good amendment. * * * 

“Mr. Bripers. The purpose of the Senator’s amendment is to emphasize, is 
it not, the fact which we have been told many, many times; namely, that what 
these countries need is technical assistance and technical advice and counsel 
on how to proceed and on how to act—advisory services, rather than commodi- 
ties, or anything of that kind? That is the theory of the Senator’s amend- 
ment; is it not? 

“Mr. Buriter of Nebraska. I may say for the benefit of the Senator from 
New Hampshire and other Senators that I do not propose the reduction of a 
single cent in the provision which is made for this fund. My proposal would 
simply provide that, when we spend $1 for technical assistance, we shall spend 
not to exceed $3 for material and supplies. 

“Mr. Bripces. In other words, the Senator’s amendment would in no way 
affect the overall financial significance of the bill, but would merely estab- 
lish a formula for the giving of expert, technical assistance. In contrast 
to the furnishing of commodities or some other tangible thing. Is that not 
correct? 

“Mr. Butter of Nebraska. That is correct. I think one objective would 
be to prevent the administrators of this fund from establishing abroad a 
large WPA program which we would not establish in this country for our- 
selves, 

“Mr. Bripees. I think the Senator’s amendment is sound and that his ex- 
planation of it is also sound. I hope the amendment will be adopted. 

“Mr. FutsricHt. Mr. President. I yield 3 minutes to the Senator from 
Alabama [Mr. Sparkman]. 

The Vice PRESIDENT. The Senator from Alabama is recognized for 3 minutes. 

‘Mr. SPARKMAN. Mr. President, I first want to comment on the statement 
which the Senator from Nebraska has made to the effect that his amendment 
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would not cut the appropriation a dollar. Of course it does not, by its word- 
ing, but its effect—and this is something I want every Senator to note—would 
be to cut the actual operations in India, for instance, by 70 percent, which 
would be the highest single cut, I believe, that has been proposed at any 
time in connection with this bill. 

“Mr. President, we send agricultural experts to India to help the people 
there learn the fundamentals of agriculture. After all, we are trying to step 
up in India the production of food and fiber, in order to prevent famines. India 
calls on us to send instructors, and we sent our experts who teach the Indian 
people to use irrigation. But how can they irrigate without canals, dams, 
and pumps? We teach them the use of commercial fertilizer. What good 
is that, if they cannot get commercial fertilizer? They do not have fertilizer 
factories. How much better it would be to help them to establish themselves 
on a cooperative basis and build a fertilizer plant. 

“Mr. Bripees. Mr. President, will the Senator from Alabama yield? 

“Mr. SPARKMAN. I have only 3 minutes. 

“We teach them to dig wells and put casings in. The people of India do not 
have casings, and someone must furnish them. The bill would enable them to 
buy casings and put them into deep wells in order to get water for irrigation. 

“We should teach them how to put a piece of steel on a piece of wood in order 
to make a plow, from which they will produce more food than with the crooked 
sticks which they are now using. 

“This is not one of the great impact programs. It is simply for the purpose of 
sending experts, the persons the able Senator from Nebraska is in favor of 
sending there, to enable the people to make practical use of the things we are 
teaching the farmer to use. 

“Mr. President, if there is any part of the program which promises to do the 
thing we all want to do, namely, to make fast friends throughout the world in 
the nonmilitary field, it is this point 4 program. 

“The VicE PRESIDENT. The time of the Senator from Alabama has expired. 

“Mr. SPARKMAN. It is essential to let them do the job. ‘ 

“The effect of the amendment of the Senator from Nebraska would be to cut 
out the part that would enable the people of India to put into effect the things 
our technical experts teach them should be done. 

“Mr. Bripees. Mr. President, will the Senator from Nebraska yield me 2 
minutes? 
aoe Butter of Nebraska. I yield 4 minutes to the Senator from New Hamp- 
shire. 

“The VIcE PRESIDENT. The Senator from New Hampshire is recognized for 
4 minutes. 

“Mr. Bripces. Mr. President, the Senator from Alabama is going back to the 
old giveaway theory. I have heard the Senator argue about the point 4 pro- 
gram in his very persuasive way, and I agree with him on that, but he gives him- 
self away completely in reference to this amendment when he says it is not 
enough. Of course, the nations have got to start doing something for them- 
selves. They have got to realize that this country cannot carry on its shoulders 
the whole world forever. When we proceed on a point 4 program of technical 
assistance we are going a long way. The Senator from Nebraska is willing to 
go further; he is willing to establish a formula of 3-to-1 which should take care 
of any emergencies. 

“T have heard a great deal said about India. When there was offered on the 
floor of the Senate a bill to provide $200 million for wheat for India because of 
a famine I was for it, but I wanted a little exchange. The Senator from Illinois 
(Mr. Dirksen] and I offered an amendment providing for a fair exchange, ex- 
change wheat for critical war material needed for the defense of our country, 
which was accepted by the Senate and it was adopted in conference. What did 
India do? She has been far from cooperative. * * * 

“Mr. HicKkENLoopPEeR. Mr. President, in my opinion the amendment offered by 
the Senator from Nebraska is an excellent one. I think it should be adopted, 
and that we should close the gate on this situation. I have become increasingly 
chilly, month by month, from hearing that we must not dare to cut down and 
become a little economy-minded about our overseas bounties because we may 
lose friends. I wish to warn Congress that we may make some of those countries 
angry to such an extent that they will not take our money. They will spite us 
by not taking our money. 

“This spring in the Midwest Americans suffered one of the most devastating 
catastrophies which has ever happened in that region. I may say that the 


Approp 
100,000 
the Mi 
in the 
drainaj 
of doll 
selves, 
of Indi 
money 
lost by 
“Mr. 
it has 
other I 
of wha 
cannot 
tomed.’ 
countr’ 
never | 
we are 
and in 
of thei 
“Wh 
ago m«¢ 
ployed 
Ameri 
arrang 
money 
and th 
isnor 
‘“) Bi 
who w 
who m 
as tot 
advice 
such |] 
Howe 
and ft 
them | 
“Ta 


ment. 
shoule 
the re 
and g 
and il 
towar 
India. 
India 
“So 
sional 
8. C 
sora 
expen 
count 
the d 
feren 
for tl 
cern 
both 
ratio. 
ratio. 
show 
poses 





UNITED STATES AID OPERATIONS IN IRAN 571 


Appropriations Committees have been very good in considering our case. Almost 
100,000 people were displaced by the most destructive floods which ever afflicted 
the Midwest. More than 2 million acres of the finest farmland that exists 
in the world were inundated and made useless. There have been destroyed 
drainage systems which have cost years of effort and millions upon millions 
of dollars, paid for under the free-enterprise system by the landowners them- 
selves, not by the Government. Yet we are going to pump water out of the wells 
of India and dig irrigation ditches for India. We had better be spending some 
money in the Midwest to help rehabilitate Americans who have in many cases 
lost by reason of the floods everything they had accumulated during their lives. 

“Mr. President, this is a good amendment. The time has long since passed— 
it has not just come; it has long since passed—when we had better say to the 
other nations of the word, ‘You had better be rendering a considerable portion 
of what assistance you require for yourself if you want to survive, because we 
cannot keep you forever in the manner in which you would like to become accus- 
tomed.’ I fear that many places in the world today we are not keeping the 
countries in the manner to which they have been accustomed, because they have 
never been accustomed to such a level as that on which we are sustaining them; 
we are keeping them on a level to which they would like to become accustomed, 
and in so doing we will eventually cause the people of this country to be deprived 
of their savings, if we continue to indulge in such extravagant programs. 

“While I do not have in mind at this moment the exact figures, several months 
ago more than 176,000 civilian employees of the Federal Government were em- 
ployed outside the United States, trying to find places where they could spend 
American dollars. That is fantastic. They were traveling around, trying to 
arrange for projects to be constructed. They were saying, ‘How much American 
money can we use here? and ‘Let us start a project there.’ The American people 
and their accumulations of saving are being destroyed by such a process. There 
is no reason for it. 

“T have supported the principle that we should furnish an opportunity to people 
who want to learn, not necessarily to those who do not wish to learn, not to those 
who merely want us to let them in so that they can get more of our money. But 
as to those who really want to learn techniques, I support the effort to give them 
advice. I think they ought to pay for it in the end out of the new wealth which 
such knowledge is supposed to develop, but for the present, let them have it. 
However, why should we have to give them technical advice, pay for the labor, 
and furnish the machinery out of our own shortages, then dig their ditches for 
them and then, I suppose—— 

“The Vice PRESIDENT. The time of the Senator from Iowa has expired. 

“Mr. Butter of Nebraska. I yield 2 minutes to the Senator from Iowa. 

“Mr. H1cKENLOOPER. Why should we bake their bread for them and then serve 
it to them at the table? I suppose it wil) come to that, under the profligate pro- 
gram which we are spreading, instead of curtailing, in the world. 

“T shall vote for the pending amendment because I think it is a good amend- 
ment. I am deeply sympathetic toward India, and have voted help for India, I 
should like to have India as a friend of the United States, but I call attention to 
the record of the activities of India in the United Nations, in spite of the bounty 
and generosity of this country, not only since the last war, but during the war, 
and in years past. India has received American money, American supplies, aid 
toward education, and other assistance. That has all been done without cost to 
India. But not only has it not bought India’s friendship; but it has bought 
India’s antagonism to us, in most cases, in the United Nations Organization. * * * 

“So the amendment of Mr. Burier of Nebraska was rejected.” (98 Congres- 
sional Record 6244-6253. ) 

8. Conference Report, House Report No. 2031, 82d Congress : 

“The committee of conference eliminated a House provision limiting dollar 
expenditures under the Act for International Development for the program in any 
country in any fiscal year for supplies and equipment to not more than three times 
the dollar costs for personnel. In dropping this provision the committee of con- 
ference considered the reduction in funds for TCA a sufficiently limiting factor 
for this year. The committee reports of the House and Senate noted with con- 
cern the increasing ratio of supplies and equipment to personnel—4 to 1, and 
both bodies have expressed the view that it is not desirable to go beyond this 
ratio. But the proper limit cannot be effectively expressed by a mathematical 
ratio. Fundamentally the technical assistance program is one of teaching and 
showing: supplies and equipment beyond those necessary for demonstration pur- 
poses will convert this into a type of worldwide economic aid program our 
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country cannot afford. This should provide adequate notice to the Administrator 
as to the legislative intent of this program.” (Pp. 20-21.) 

9. Debate on conference report: 

(a) “Mr. Smirxu of Wisconsin. Will the gentleman tell us what happened to 
the amendment making a limitation in spending on the point 4 program? 

“Mr. RicHARbs. It was felt by the conferees that 3 to 1 ratio would probably 
be too restrictive to be contained in the bill and it was deleted. But the report 
is very critical of the existing 4 to 1 ratio. 

“Mr. Smira of Wisconsin. That means that they can go ahead and build 
fertilizer plants, canals, and all these other things that were not envisaged in 
the original concept which was an extension service involving nothing more 
than that? 

“Mr. RicHarps. No. I disagree with the gentleman. 

“The conference report clearly indicates the wishes of both the House and 
Senate in that connection. Here is what we say about that—[quoting the 
report] * * * 

“The gentleman in essence has won a Victory from the conference report. 

Mr. Smirx of Wisconsin. But that will not stop the boys downtown who have 
this whole scheme planned on a global basis. They will continue to spend and 
spend until we restrict them. 

“Mr. RicHarDs, It was thought better not to put the Administration into a 
strait-jacket of 3-1 * * * 

“Mr. Vorys. Mr. Speaker, I signed this conference report and intend to vote 
for it..*5*\* 

“Point 4 has been cut 21 percent. I think, as the conference report states, 
that this reduction in money will bring point 4 back to its original purpose and 
keep it from being a worldwide economic-aid proposition. * * * 

“I am for the principle of furnishing technical assistance to friendly, undevel- 
oped nations; teaching and showing, with supplies and equipment for demon- 
strations; but this must not become a worldwide economic-aid program.” (98 
Congressional Record 6776-6777. ) 

(b) “Mr. SmirH of New Jersey. Mr. President, there is one little item which 
I should like to have put into the Record. It is under the heading of ‘Teciinical 
cooperation,’ and I should like to read this very brief statement: 

“The House bill contained a provision which would have limited dollar expendi- 
tures for supplies and equipment under the act for international development 
in any country to three times the dollar costs for personnel. This provision 
was dropped by the committee of conference. While it is essential that the 
technical cooperation program not be converted into a type of worldwide economic 
aid program, and that a reasonable ratio of supplies and equipment to personnel 
be maintained on an overall basis, the conference committee felt that the TCA 
Administrator must not be deprived of sufficient flexibility to deal with particular 
situations in areas of vital importance to the United States.” (98 Congressional 
Record 6964. ) 

10. Report of the International Development Advisory Board on the Point 4 
Program: 

“Mr. WATKINS. Mr. President, the International Development Advisory Board 
was established by the President in September 1950 to advise and consult on 
general and basic policy matters arising in connection with the point 4 program 
authorized by Congress in the Act for International Development * * * I ask 
unanimous consent to have printed in the body of the Record the report of 
Mr. Johnston and the Board to the President of the United States regarding 
the point 4 program * * * 

“The Board notes that advances and grants are to be made in aid of technical 
cooperation program. It believes that grants and advances under the act should, 
therefore, be incidental to the main purpose of helping people to help themselves. 

“The Board believes that grants, whether of money, material, supplies, or 
equipment should be employed only as the means to an end. They should not 
be permitted to become the end itself. 

“At the same time, the Board clearly recognizes the importance of providing 
tools to make the work of technicians effective. Whether these tools are in the 
form of machines for an industrial project, improved seeds for an agricultural 
project, or vaccines or stethoscopes for a public-health project, of books and 
blackboards for an educational project—their form is beside the point, so long as 
the purpose of helping to impart knowledge and stimulates self-help is clear. 

“The Board believes the grant-in-aid authority was intended to be used 
for one purpose only—to provide the wherewithal of an effective technical co- 
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operative program. It believes it neither feasible nor wise to attempt to limit 
grants-in-aid by establishing a fixed ratio between expenditures for supplies and 
equipment and expenditures for technicians and training. This is an equation 
that will differ greatly from country to country and project to project, as the 
circumstances in each case differ. 

“The Board believes the grant-in-aid authority should be used only to pro- 
vide material, equipment, or supplies which cannot be furnished by the coop- 
erating government itself.” (98 Congressional Record 7197-7198.) 

11. Executive branch explanation to the House Appropriations Subcommittee 
on the role of supplies, materials, and equipment in the point 4 program. (Hear- 
ings before the Subcommittee of the Committee on Appropriations, House of 
Representatives, 82d Cong., on mutual security appropriations for 1953. 

(a) Statement of Secretary of State: 

“In addition, reductions in this terminal assistance program would compel 
curtailment of the production of farm implements in India. Such implements as 
steel-tipped plows were to have been manufactured by village blacksmiths in 
small shops. The plows are needed to turn over the green manure crops which 
can result in yield increases of up to 40 percent. The extension service which the 
program is developing needs to be able to distribute these steel-tipped plows if 
the farmers are to be able to follow the demonstrations on how to improve their 
vields. 

“A severe infestation of malaria now makes uninhabitable large areas of 
otherwise productive land in India. This land now lies uncultivated The 
program presented to the Congress includes assistance by the United States to 
provide DDT and the other insecticides necessary to attack this disease and 
bring these areas back into production. 

“In Pakistan United States assistance is intended to provide fertilizer, seeds, 
and farm implements for distribution to the farmers, together with engineering 
surveys to make possible the construction of irrigation dams which Pakistan 
will finance with the aid of international lending institutions. The program 
will also assist Pakistan in the development of light industries and the training 
of workers for employment in such industries through an adequate vocational 
system. Such a program requires not only technicians who can provide the 
necessary training but tools and materials to work with * * * (p. 226) 

“The importance of the program was that it was not anything imposed by 
the United States. It was devised by the Indian Government. It is more than 
half financed by the Indian Government. They are putting all the returns they 
get from the wheat we provided for them into this thing. What we ure doing 
is providing the dollar cost of this, some of the technicians, the cement, the 
bulldozers, and that sort of thing so that they can go ahead with what they are 
doing. It is of most tremendous importance in creating stability in that whole 
great continent and therefore I would urge as strongly as I possibly can that the 
committee let us go ahead with what the Congress has authorized.” (pp. 235- 
236). 

(b) Statement of Administrator, TCA: 

“The budget also recognizes that in Iran, as in India and Pakistan, extra effort 
is necessary. Consequently, the budget calls for enough supplies and equipment 
to bring swift results from technical cooperation. These supplies are largely 
to stimulate greater production; simple agricultural equipment, iivestock fo 
breeding, seeds, insecticides, fungicides, pharmaceuticals, and some industrial 
equipment to be used in plants processing local materials * * * (p. 635). 

“Mr. Gary. On page 97 you have a table. You have ‘Supplies and equipment,’ 
What does that consist of? 

“Mr. ANpDREWS. Well, practically everything, depending upon the program. 
Let us take Jordan. In Jordan we supplied a bulldozer and some heavy earth- 
moving equipment in connection with cleaning out some cisterns there. We 
are going to supply some elevator equipment. They are attempting a grain 
storage system in Jordan as a demonstration base. There will be some eleva- 
tor equipment going in there. We are equipping for the Jordan people a biologi- 
cal laboratory. Believe it or not, in the whole Middle East, if you have a blood 
smear and want to trace down a disease, or if you have a type of pest that is 
attacking an olive tree or rust getting on the wheat, there is no laboratory or tech- 
nical laboratory in the whole area where those things could be studied. The 
Jordan people have put aside a strip of land and they are building a stone build- 
ing and putting laboratory equipment in there for a small but modern biological 
and technical testing laboratory. We are going to put five technicians in there 
who will teach the Jordan technicians how to operate and to do it. We figure 
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that it will take 2 or 3 years to bring those around. At that point our technicians 
will withdraw and they will have that to go ahead with. You cannot attack 
livestock problems, you cannot attack plant-disease problems in a moderi way 
without technical laboratory equipment. It is astounding the inroads that pests 
have made upon the food supplies and the livestock and, of course, the people. 
The disease in that part of the world is terrific. 

“When we supply equipment, it is that type of equipment. 

“Mr. Gary. Will that laboratory handle human diseases as well? 

“Mr. ANDREWS. Yes, and even minerals. 

“Another item of supply is DDT. We are using DDT as an attack on health 
problems. I could tell you about our Public Health men who came in from the 
Middle East this morning. They say the big thing in connection with the 
health program is to attack the disease that attacks a person able to work. 
That is malaria. After the rains come in that part of the world, that is when 
the farmers ought to get out to plant their crops. But that is also when 
the malaria hits, and so there is a big malaria-control program out there * * * 
(p. 640). 

“Mr. TaBER. How much material is going in on this program? 

“Mr. ANDREWS. In Libya? 

“Mr. Taser. For all these programs? 

“Mr. BrneHam. That is, military? 

“Mr. Taser. No; how much material like tractors and trailers, hammers, 
nails, cement, and iron girders and all of that stuff? 

“Mr. ANDREWS. $19,388,000. 

“Mr. Taser. And the rest of it is incidental expenses for personnel, is that 
about it? 

“Mr. ANprEws. That is about it. I have a breakdown here of what this $19 
million includes if you would like to have it. 

“Mr. Taper. Yes; I would like to have it. 

“Mr. ANDREWS. Do you want that put in the record, os should I read it? 

“Mr. Taper. I think I would like to put that in the record. 

“Mr. ANpREws. All right, sir. 

“Mr. Gary. Insert it in the record at this point. 

“(The matter referred to is classified for security reasons and was supplied 
to the committee. ) 

“MAJOR ITEMS 


“Mr. Taser. Give us a half dozen of the big items. 

“Mr. ANpDREWwS. Fertilizers, $225,000. That is for Iran, now. Maybe we 
had better give you the total of all of them. 

“Mr. Taser. Yes. 

“Mr. ANDREWS. $225 million total for fertilizer. For chemicals, iron, and 
steel, $1,370,000. 

“Manufactured steel, including hand tools, hose racks and that sort of thing, 
$1,269,000. 

“Construction and engineering equipment for mining and development of 
natural resources, $1,690,000. 

“Machine tools, and part of those went to Libya, and I happened to see 
some of those in operation, $425,000. 

“Agricultural equipment, excluding tractors. This is binders and the smaller 
type of harvesting machinery, including plows and harrows, $1,469,000. 

“Motor vehicles, engines and parts, principally parts, $835,000. 

“Scientific and professional instruments, apparatus and supplies, that is, 
like microscopes and all of the instruments used in research and colleges, 
$1,192,000. 

“We have previously mentioned livestock and seeds and seedlings. In- 
secticides, chiefly DDT, and smallpox vaccine used in the health program, 
$1,884,000. Pharmaceuticals, drugs and vaccines, $1,395,000. Medical and 
tn en equipment and supplies, $810,000, and some textiles, $140,000 * * * 
p. : 

“Mr. Gary. I note from the table appearing on page 129 that supplies and 
equipment are about 10 to 1 as compared to services. 

“Mr. ANprews. That is correct. That is largely because of the necessity for 
a great deal of steel and fertilizer in this program. I do not want to give the 
impression here that it takes $50 million worth of steel to make enough of the 
$2.75 plows which they use to justify this total of $69 million, but it is a fact 





that In 
take ca’ 
“In t 
in the ¢ 
is abou 
for tha 
and tur 
“The: 
and tha 
“The 
poses. 
of food 
Indians 
in Indi 
in the § 
lizer ul 
it, whic 
to usin} 
only W 
if he us 
forget | 
13:5 
east As 
“Mr. 
“The 
“Amé 
‘$118,668 
“(Mi 
his ren 
“Mr. 
will cu 
Asia a 
the am 
$24,602 
to $67,’ 
“The 
good-ne 
technic 
which 1 
“You 
on pag 
item is 
“The 
hearin; 
“You 
is sche 
technic 
gram. 
inform 
“Tr ] 
technic 
it was 
in the 
was ju 
us pro 
the so- 
jump i 
out to 
knowle 
698 ths 
“Ror 
more ft 
in this 
carrie¢ 
“Tn 
you wi 
India 1 


UNITED STATES AID OPERATIONS IN IRAN 


that India has a steel production of about 1 million tons a year. That has t» 
take care of her entire economy. 

“In the introduction of, say, cover crops, or a little bit more modern methods 
in the cultivation of a crop in India, you have to have a little turning plow. It 
js about a 5-inch plow, and it takes 54% pounds of steel to make it. The steel 
for that is going to be bought in the United States or Japan and shipped there 
and turned over to the factories and small shops there. 

“These tube wells I was talking about take 250 feet of 8-inch steel tubing, 
and that is a part of the expenditure; and so it goes right on down the line. 

“There is about $10 million involved in fertilizer in this program for two pur- 
poses. One is to apply the fertilizer to the earth and increase the production 
of food. The second purpose, and the prime purpose, is to demonstrate to the 
Indians that fertilizer will pay them to use it. They use practically no fertilizer 
in India. They use in the whole country of India less than half that they use 
in the State of Alabama in this country. The Indian farmers refuse to use ferti- 
lizer unless you prove beyond the shadow of doubt that it will pay them to d» 
it, which is good sound business for any farmer. But he has a religious aversion 
to using chemical fertilizer on the ground that it is interfering with nature, and 
only when we show him by actual demonstration that he can double his crop 
if he uses it will he take the trouble then to buy and use it for another year and 
forget his religious scruples” (p. 698). 

12. Debate on reduction of appropriation for technical cooperation in south- 
east Asia. 

“Mr. Davis of Georgia. Mr. Chairman, I offer an amendment. 

“The clerk read as follows: 

“Amendment offered by Mr. Davis of Georgia: On page 32, line 7, strike out 
‘$118,634,250’ and insert ‘$67,793,000.’ 

“(Mr. Davis of Georgia asked and was given permission to revise and extend 
his remarks. ) 

“Mr. Davis of Georgia. Mr. Chairman, the amendment which I am offering 
will cut $50 million from an item of $118,634,250, for so-called technical aid to 
Asia and Pacific. The committee proposes to give a 35-percent increase over 
the amount we gave last year for the same purpose. In 1951 this program cost 
$24,602,000. In 1952 it jumped to $87,700,000. This amendment will move it 
to $67,700,000. 

“The boondoggling technical-assistance program started off to be an inexpensive 
good-neighbor program, under which we would spend a little money to send 
technical experts to backward countries to give them technical information 
which they do not possess and which we do possess. 

“You will find the item which I seek to amend set out in the committee report 
on page 59. It is listed there under Title 83—Asia and Pacific, and the particular 
item is the third item in that column, listed ‘Technical cooperation—TCaA.’ 

“The details of this so-called technical assistance program are set out in the 
hearings in tables which are printed on pages 693, 694, and 695 of the hearings. 

“You will see by referring to these tables that the greater portion of this moner 
is scheduled to go to India and Pakistan. As I stated before, this so-called 
technical-assistance program started out to be an inexpensive good-neighbor pro- 
gram. For the 1951 fiscal year we appropriated $5,193,000 to give technical 
information and assistance to India. 

“Tf properly spent, it seems to be that $5 million ought to pay for enough 
technical information to last a long time and do India a lot of good. However. 
it was not nearly enough for the global spenders who want to bring every countrr 
in the world up to the American standard of living. For 1952 the appropriation 
was jumped to $54,565,000, an increase of $49 million: and the bill now before 
us proposes another $23 million increase over last year’s $54 million. making 
the so-called technical assistance for India in this bill $77,517,000. This is a 
jump in 2 years of more than $72 million in a spending program which started 
out to be a little inexpensive good-neighbor program of furnishing technical 
knowledge and information to backward people. Yet the hearings show on page 
698 that sunplies and equipment now are about 10 to 1 as compared to services. 

“For Pakistan we started out in 1951 with $448,000. This was increased by 
more than $10 million in 1952, the amount being $10,778,000, and we propose 
in this bill a still further increase for the fiscal year of $12 million the total 
carried in this bill being $22.581,000. 

“In addition to the tremendous increase over the 2-year period for India, 
you will rememher that last yeor Congress voted $190 million to send grain to 
India to relieve a so-called grain shortage. 
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“If this thing is not brought to a halt, there is no telling how many billions 
of dollars and do-gooders and world spenders are going to take from the pockets 
of American taxpayers to pay for this pyramiding, snowballing, worldwide WPA 
program, which got its foot in the door under the guise of a technical information 
program, and which in a 2-year period, insofar as India is concerned, has jumped 
from $5 million a year to $77 million, and insofar as Pakistan is concerned has 
jumped from less than a half a year to $22.5 million a year. 

“I eall your attention also to the fact, and you can see the figures on page 
695 of the hearings, that at this time India has foreign exchange reserves, and 
that means a cash balance, of nearly $2 million,"and has a gross external public 
debt of less than half a billion dollars, while we instead of having any cash 
balance at all, have a national debt of $259 billion. I call your attention also 
te the fact that the same table shows on page 695 of the hearings, that Pakistan 
scheduled to get $22.5 million under this bill, also has foreign exchange reserves 
of $631 million, and no external public debt at all. In the face of these facts, 
and in the face of our own weakened financial position, threatened with in- 
llation as we are, we are proposing to increase these donations to these countries 
this year more than 35 percent over what we gave them last year. 

“TY heard it said on the floor of the House last year in the debate on the 
grain bill that India has 180 million sacred cows which they are maintaining, 
and 136 million sacred monkeys which they are maintaining. The hearings on 
this bill show on page 696 that India’s population is increasing at the rate of 
4 million per year. That means that in the next 10 years at the same rate 
India’s population will increase by 40 million, which is one-fourth the total 
population of the United States. 

“I do not know the rate of increase of the sacred cows or the rate of increase 
of the sacred monkeys. However, being protected as they are by the people 
of India against slaughter of any kind, on religious scruples, I would say it 
is reasonable to assume that there is a substantial rate of increase. 

“In my opinion it is foolish in the extreme for America to assume the respon- 
sibility of furnishing money to raise the standard of living of nearly 400 million 
people in India up to our own standards, and at the same time provide for main- 
taining 180 million sacred cows, and 136 million sacred monkeys. 

“Reading on in the hearings, I see on page 697 that Mr. Stanley Andrews, 
the Administrator of this Technical Cooperation Administration, testified before 
the committee that they proposed to drill a 250-foot well on each 200 acres 
of the Ganges Delta, or basin, and sink an 8-inch steel pipe in every one of 
these wells. He proposes to drill 2,000 of these wells to supply water for the 
Ganges Delta. 

“Tf we are going to begin to dig wells on each 200 acres of farmland any- 
where in the world, I would like to see the program begun in the United States 
where we can use these wells to just as much advantage as the farmers in the 
Ganges Delta. To begin with, I do not think this Government ought to dig 
wells for farmers anywhere. But if we are going to dig them, one for each 200- 
acre farm, we can use a lot of them for irrigation purposes in the State of 
Georgia. 

“Mr. Andrews proceeds to say that there are other developments of a similar 
nature in other areas in connection with a power dam. So this worldwide WPA 
program is proposing to sink irrigation wells in some parts of India, build 
dams in other parts, and after describing the program, Mr. Andrews preceeds 
to say and I quote his language: 

““‘T think this is probably the cheapest way if we are going to take on her 
responsibilities.’ 

“T am not in favor of taking on India’s responsibilities to fed her rapidly 
increasing population, and her sacred cows and her sacred monkeys. We are 
everreaching ourselves. By all means this program should not be increased over 
what it was last year. It should be reduced, and this amendment will do it * * *. 

“Mr. Davis of Georgia. The gentleman from Arkansas just said this was merely 
a technical-assistance program. I want to call attention to page 697 of the hear- 
ings. Mr. Stanley Andrews, to whom the gentleman referred, the Administrator, 
testified before the committee that one of the things they propose to do is to drill 
a 250-foot well on each 200 acres of the Ganges Delta and sink an 8-inch steel 
pipe in every one of them—2,000 of those wells in the Ganges Delta, one on every 
200 acres in that area. This is only one of the many boondoggling projects 
American taxpayers would pay for under thisitem. * * * 

“Mr. Davis of Georgia. I would like to say also that this program carries 
$50 million for steel. That is shown on page 698. It is not a technical-assist- 





ance p 
tioned 
They j 
“Mr. 
“Mr. 
motion 
“Mr. 
get mo 
I find 
operate 
globe. 
thing 
‘“T ve 
ciate t 
but we 
not des 
“The 
noes 11 
“So 


Subjec 


LJ 
the off 
and in 
tries. 

12 
given | 
nical-c 
ments, 
bilater 


The 
and pe 
econon 
in suc] 
develo, 
cooper: 
of dew 
tual reé 


3.1 
concer 
develo 
tion. 
publie: 
systen 
countr 
ment ¢ 
niques 
basis, 

3.2 


develo 


UNITED STATES AID OPERATIONS IN IRAN 577 


ance program. It carries $10 million for fertilizer, and I have already men- 
tioned the 2,000 deep wells in the Ganges Delta. It is full of items like that. 
They jumped from $5 million in 1951 to $77 million in this bill. 

“Mr. Gross. I thank the gentleman. 

“Mr. Smiru of Virginia. Mr. Chairman, I rise in opposition to the preferential 
motion. 

“Mr. Chairman, I have always been opposed to this international WPA. I 
get more opposed to it every year, and I get more indignant about it every time 
I find ourselves cutting down on the needed things here at home to try and 
operate a WPA not for India, not for Africa, but for the whole face of the 
globe. Anybody with any practical sense knows that we just cannot keep this 
thing up. It is about time that some of us take a stand and cut it out. 

“T recognize the motives of those who are supporting this thing and I appre- 
ciate their motives. I would love to be able to support the whole world too, 
but we have a duty here at home. We must not break this Nation, we must 
not destroy the very foundation of our Nation by all this inflation. * * * 

“The committee divided, and the tellers reported that there were—ayes 124, 
noes 114. 

“So the amendment was agreed to” (Congressional Record 8548-8554). 


DEPARTMENT OF STATE, WASHINGTON 
FOREIGN SERVICE POINT 4 
CIRCULAR NO. 4, MAY 5, 1952 
Subject: Basic Operating Policies for Formulating Point 4 Programs 
1. PURPOSE 


11 This circular establishes some basic operating policies that will guide 
the officers of the Technical Cooperation Administration, both in Washington 
and in the field, in the formulation of point 4 programs in underdeveloped coun- 
tries. 

1.2 Assistance to underdeveloped countries in developing their economies is 
given not only by the Government of the United States in the bilateral tech- 
nical-cooperation program but also by the United Nations, by other govern- 
ments, and by private industry. This circular is concerned only with the 
bilateral technical-cooperation program. 


2. BASIC OBJECTIVE 


The fundamental objective of the point 4 program is to assist the governments 
and peoples of underdeveloped countries, on their request, in developing their 
economies and improving their standards of living. The assistance is to be given 
in such a way that it will encourage and strengthen the efforts of the under- 
developed countries to do this themselves. We offer, therefore, not gifts, but 
cooperation. Through this type of cooperation we seek to encourage the growth 
of democratic institutions in the underdeveloped countries and to promote mu- 
tual respect and friendship between their governments and peoples and ours. 


3. FIELDS OF ACTIVITY 


3.1 We should encourage the governments with whom we are cooperating to 
concentrate their major efforts in this program in the basic fields of agricultural 
development, public health and sanitation, and elementary and vocational educa- 
tion. Only through the development of a strong agricultural economy, a broad 
public-health system, and an effective elementary and vocational education 
system can an adequate basis be built for the economic development of an entire 
country. In addition to these basic activities, we should encourage the develop- 
ment of mineral and other natural resources, the improvement of industrial tech- 
niques, the establishment of new industries on a pilot plant or demonstrational 
basis, and the development of government services essential to these activities. 

3.2 Point 4 programs may include assistance in other fields related to economic 
development, when the host government so desires, but even such assistance 
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should, so far as possible, be so organized as to supplement and support the 
cooperative program in the fields listed above. 

3.3 It follows from these policies that the projects to which we should give 
greatest priority and emphasis are those that will increase food production: 
provide a healthier diet; open additional lands to cultivation; improve methods 
and techniques for producing, storing, processing, transporting, and marketing 
food and other products ; introduce improved strains of agricultural commodities 
and livestock ; improve agricultural credit ; develop farm-to-market roads ; contro! 
contagious diseases and those that debilitate the working population; develop 
a broad public health, preventive medicine program ; provide safe water supplies 
and sanitary sewage disposal systems ; develop nationwide systems of elementary 
and vocational education, with particular emphasis on reducing illiteracy; im- 
prove techniques in mining and industry; promote increased trade with other 
countries to make possible the importation of goods the host country cannot 
produce for itself; and improve methods and techniques in public administration. 


4. TECHNIQUES OF COOPERATIVE ADMINISTRATION 


4.1 We should seek to achieve our broad purposes in all these fields of ac- 
tivity in such a way that it is not we who do these things for the governments 
and peoples of the host countries, but rather they who do these things for them- 
selves, with our cooperation as partners in a joint effort. 

4.2 There should be established in each host country a pattern of admin- 
istration that makes it possible for the administrators and technicians of the 
United States to work jointly with the administrators and technicians and 
peoples of the host countries in program planning, project administration, pro- 
gram financing, and program evaluation. We shall not be able to realize this 
ideal in every case from the very beginning. We should work toward this goal. 
aS may be proper and feasible in the particular case. In any event, however, 
it is not our responsibility or purpose to do things for the host countries through 
operations wholly controlled and administered by the representatives of the 
United States. 

43 We shall make available to you later material and forms of agreements 
that will describe the ways in which “cooperative services,” “joint funds,” and 
other devices can facilitate the establishment of such patterns of cooperative 
administration. 


5. GRANTS OF FUNDS, MATERIALS, SUPPLIES, AND EQUIPMENT 


5.1 The point 4 program, in its essential character, is not intended to be a 
supply program or a big grant program. It is not intended to supplant, or 
to compete with, such sources of capital for investment purposes as government, 
private, and international banks, private investors, or the resources of the host 
government. 

5.2 One of the principal objectives of the point 4 program in each country is to 
assist in establishing the kind of economic, social and cultural base that wil! 
encourage public and private investors and lending institutions to make capital 
available for agricultural and industrial development, but it is not intended that 
the capital for such development is to be made available as a part of the point 4 
program itself. 

5.3 Grants of funds, materials, supplies, and equipment will, however, be in- 
cluded in point 4 programs, within the limits of the appropriations made avail- 
able for the program by the Congress, in order to give the administrators and 
technicians sent to the host countries by the United States material to work 
with, and in order to make possible a jointly financed program. Substantial! 
amounts of such grants have been included in point 4 programs in the past, ani 
may be included in such programs hereafter, in cases where an examination of 
all the relevant facts makes it wise for the United States to assist the host 
government in making more rapid progress in the initiation or extension of pro- 
gram activities than would otherwise be possible. It is neither necessary nor 
wise to attempt to establish fixed ceilings on the amounts of grants in the form of 
funds, materials, equipment and supplies that may be made available for particu- 
lar operations. The important policy to be observed in this respect is that the 
grants themselves are never to be the central object or purpose of the program. 
but are made available only in order to make the work of the technicians more 
broadly effective, within a jointly financed operation, and to make possible the 
attraction of other public and private sources of capital for investment purposes. 
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The provisions of the Act for International Development (Public Law 535, 81st 
Cong.), and the legislative history of the act, have established this policy for the 
program on a firm base. 

5.4 During the fiscal year 1952 very substantial grants in the form of materials, 
equipment, and supplies have been made available for the point 4 programs in 
Iran, India, and Pakistan, and even larger grants of such materials have been 
recommended by the TCA for these countries for the fiscal year 1953. These are 
exceptional cases, made advisable by unusual political and economic circum- 
stances. They must not be regarded as defining the pattern for a point 4 program. 

5.5 During the fiscal year 1952 TCA was directed by Congress to administer 
a special program for refugee relief and resettlement in Israel. Fifty million 
dollars’ worth of supplies and materials were made available to the Government 
of Israel for these purposes. Similarly, during 1952, TCA administered a special 
wheat supply program in Jordan. Neither of these programs was carried out 
under the Act for International Development, and neither was a point 4 program. 
When TCA is called upon to administer such special economic assistance under 
separate legislation, it is important that those operations shall not be confused 
with the purposes and policies of the point 4 program. 

5.6 Representatives of the United States participating in a point 4 program 
can assist the host government to obtain capital for agricultural and industrial 
development in the following ways, among others: (1) They may advise and 
assist it in making suitable application to public and private sources of funds 
for capital investment; (2) as an inducement to lending agencies to make such 
funds available, they may give technical services to the governments in the 
administration and expenditure of loans made by the International Bank for 
Reconstruction and Development, by the Export-Import Bank of the United 
States, and by other lending agencies; and (3) in some cases, certain preliminary 
or initial stages of a large-scale development, such as the making of a survey, or 
the completion of tests or models, may themselves properly constitute a point 4 
project, when it is understood that the development capital is later to be obtained 
from other sources. 


6. CONTRIBUTIONS TO BE MADE BY THE HOST GOVERNMENT 


6.1 Section 407 (c) of the Act for International Development provides that 
assistance shall be made available by the United States only when the host coun- 
try “pays a fair share of the cost of the program.” 

6.2 It is the general policy of the Technical Cooperation Administration that 
each host government should contribute, during the first year or two of the life 
of a cooperative program, at least as much, valued in its own currency, in the 
form of cash, materials, supplies, and services, as the United States contributes. 
Thereafter, the contribution of the host government should be expected to increase 
gradually so that the relative contribution of the United States becomes steadily 
smaller, In many cases it should be possible for the actual contribution of the 
United States likewise to become smaller. Exceptions have been and may be 
made, where a consideration of all the relevant facts makes it desirable to 
initiate or continue a program with a smaller contribution from the host govern- 
ment than is required by the ratio of 1 to 1. Ina few cases this year programs 
have been initiated with practically no financial contribution from the host 
government because of local conditions, on the assumption that an adequate host 
government contribution would soon be made available. It is essential to the 
inherent character of the point 4 program that the bulk of the costs of the pro- 
gram over a period of years should be borne by the host country from its own 
revenue, supplemented by its borrowings and by investment from abroad. 

6.3 <A cireular will be issued in the near future to establish procedures for 
measuring the contribution of the host government and for reporting such con- 
tributions to the Washington office. 


7. OTHER APPLICABLE POLICIES 


7.1 This circular has not attempted to define all of the basic policies of the 
program. Additional circulars discussing other fundamental policies will be 
issued from time to time. 

7.2 Attached is a statement quoting the various sections of the Act for Inter- 
national Development and the Mutual Security Act of 1951 which have estab- 
lished, as a matter of law, certain policies that are to govern all operations in 
the point 4 program. 

Attachment: Appendix 1. 

Distribution: All posts conducting TCA operations, formula TCA-—A. 
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[ Unclassified ] 


APPENDIX 1 TO POINT 4 CIRCULAR No. 4 


Declarations of Policy Contained in (a) the Act for International Development, 
and (b) the Mutual Security Act of 1951 


I. The Act for International Development (Public Law 535, 81st Cong., approved 
June 5, 1950) 
Sree. 402. The Congress hereby finds as follows: 

(a) The peoples of the United States and other nations have a common 
interest in the freedom and in the economic and social progress of all peoples. 
Such progress can further the secure growth of democratic ways of life, the 
expansion of mutually beneficial commerce, the development of international 
understanding and good will, and the maintenance of world peace. 

(b) The efforts of the peoples living in economically underdeveloped areas 
of the world to realize their full capabilities and to develop the resources 
of the lands in which they live can be furthered through the cooperative 
endeavor of all nations to exchange technical knowledge and skills and to II. The 
encourage the flow of investment capital. Oct. 

(c) Technical assistance and capital investment can make maximum con- Sec. ; 
tribution to economic development only where there is understanding of the security 
mutual advantages of such assistance and investment and where there is military 
confidence of fair and reasonable treatment and due respect for the legiti- the mut 
mate interests of the peoples of the countries to which the assistance is to deve! 
given and in which the investment is made and of the countries from which and the 
the assistance and investments are derived. In the case of investment this particip 
involves confidence on the part of the people of the underdeveloped areas security 
that investors will conserve as well as develop local resources, ‘will bear a 
fair share of local taxes and observe local laws, and will provide adequate 
wages and working conditions for local labor. It involves confidence on the 
part of inventors, through intergovernmental agreements or otherwise, that Sec. £ 
they will not be deprived of their property without prompt, adequate, and shall be 
effective compensation; that they will be given reasonabie opportunity to provide 
remit their earnings and withdraw their capital; that they will have rea- enterpri 
sonable freedom to manage, operate, and control their enterprises; that policies 
they will enjoy security in the protection of their persons and property, with the 
including industrial and intellectual property, and nondiscriminatory treat- and mo! 
ment in taxation and in the conduct of their business affairs. under t 

Sec. 403. (a) It is declared to be the policy of the United States to aid to encot 
the efforts of the peoples of economically underdeveloped areas to develop where s 
their resources and improve their working and living conditions by encour- ments 4 
aging the exchange of technical knowledge and skills and the flow of invest- (Cor 
ment capital to countries which provide conditions under which such tech- ’ 
nical assistance and capital can effectively and constructively contribute to follow 
raising standards of living, creating new sources of wealth, increasing pro- 
ductivity, and expanding purchasing power. 

(b) It is further declared to be the policy of the United States that in Hon. Po 
order to achieve the most effective utilization of the resources of the United Che 
States, private and public, which are or may be available for aid in the 
development of economically underdeveloped areas, agencies of the United DEAR 
States Government, in reviewing. request of foreign governments for aid hearing 
for such purposes, shall take into consideration (1) whether the assistance mitted | 
applied for is an appropriate part of a program reasonably designed to con- ministrs 
tribute to the balanced and integrated development of the country or area a part « 
concerned; (2) whether any works or facilities which may be projected commer 
are actually needed in view of similar facilities existing in the area and We d 
are otherwise economically sound; and (3) with respect to projects for Decemb 
which capital is requested, whether private capital is available either in the Adr 
the country or elsewhere upon reasonable terms and in sufficient amounts ternatic 
to finance such projects. . veloped 

Sec. 407. In carrying out the programs authorized in section 405 of this title— develop 

(a) The participation of private agencies and persons shall be sought to support 
the greatest extent practicable. intende 

(b) Due regard shall be given, in reviewing requests for assistance, to with en 
the possibilities of achieving satisfactory results from such assistance as by only 
evidenced by the desire of the country requesting it, (1) to take steps neces- implem 
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sary to make effective use of the assistance made available, including the 
encouragement of the flow of productive local and foreign investment capital 
where needed for development; and (2) to endeavor to facilitate the develop- 
ment of the colonies, possessions, dependencies, and non-self-governing terri- 
tories administered by such requesting country so that such areas may make 
adequate contribution to the effectiveness of the assistance requested. 

(c) Assistance shall be made available only where the President deter- 
mines that the country being assisted— 

(1) Pays a fair share of the cost of the program. 

(2) Provides all necessary information concerning such program and 
gives the program full publicity. 

(3) Seeks to the maximum extent possible full coordination and 
integration of technical cooperation programs being carried on in that 
eountry. 

(4) Endeavors to make effective use of the results of the program. 

(5) Cooperates with other countries participating in the program in 
the mutual exchange of technical knowledge and skills. 


II. The Mutual Security Act of 1951 (Public Law 165, 82d Cong., approved 
Oct. 10, 1951) 

Sec. 2. The Congress declares it to be the purpose of this act to maintain the 
security and to promote the foreign policy of the United States by authorizing 
military, economic, and technical assistance to friendly countries to strengthen 
the mutual security and individual and collective defenses of the free world, 
to develop their resources in the interest of their security and independence 
and the national interest of the United States and to facilitate the effective 
participation of those countries in the United Nations system for collective 
security. The purposes of the Mutual Defense Assistance Act of 7949, as amended 

22 U. S. C. 1571-1604), the Economic Cooperation Act of 1948, as amended 
(22 U. S. C. 1501-1522), and the Act for International Development (22 U. 8. C. 
1557) shall hereafter be deemed to include this purpose. 

Sec. 516. It is hereby declared to be the policy of the Congress that this act 
shall be administered in such a way as (1) to eliminate the barriers to, and 
provide the incentives for, a steadily increased participation of free privule 
enterprise in developing the resources of foreign countries consistent with the 
policies of this act, (2) to the extent that it is feasible and does not interfere 
with the achievement of the purposes set forth in this act, to discourage the cartel 
and monopolistic business practices prevailing in certain countries receiving aid 
under this act which result in restricting production and increasing prices, and 
to encourage where suitable competition and productivity, and (3) to encourage 
where suitable the development and strengthening of the free labor union move- 
ments as the collective bargaining agencies of labor within such countries. 


(Comments of the Comptroller General on the above legal opinion 


_ 


follow :) 
COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 31 1956. 
Hon. Porter Harpy, Jr., 
Chairman, International Operations Subcommittee, 
Committee on Government Operations, House of Representatives. 

Deak Mr. CHAIRMAN: Pursuant to the request you made during the recent 
hearings on the Iranian aid program we have reviewed the information sub- 
mitted to the subcommittee by attorneys for the International Cooperation Ad- 
ministration regarding the furnishing of supplies, materials, and equipment as 
a part of the point 4 program for technical assistance. We have the following 
comments on the matter. 

We do not agree with the implication on page 1 of the memorandum dated 
December 19, 1951, from the Acting Legal Adviser, Department of State, to 
the Administrator, Technical Cooperation Administration, that the Act for In- 
ternational Development authorizes the granting of financial assistance to unde- 
veloped countries for any project whatever which may contribute to the economic 
development of such countries, provided only that the assistance is given in 
Support of some training also given under the act. We believe the Congress 
intended point 4 assistance to be a long-range, comparatively low-cost program, 
with emphasis on the furnishing of technical knowledge and skills, supported 
by only those quantities of supplies, equipment, and commodities necessary to 
implement the training given. 

79239—_56——38 
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As stated in legal counsel’s opinion No. 2, dated July 25, 1952, the legislative 
history of the Mutual Security Act of 1952 and the appropriation act therefor 
makes it clear that the Congress does not look with favor on technical coopera- 
tion projects that place heavy emphasis upon supplies, materials, or equipment. 
The conference report on the MSA Act for 1952, contains the following state- 
ment: 

“* * * Fundamentally, the technical-assistance program is one of teaching 
and showing; supplies and equipment beyond those necessary for demonstration 
purposes will convert this into a type of worldwide economic-aid program our 
eountry cannot afford. This should provide adequate notice to the Administrator 
as to the legislative intent of this program.” [Emphasis supplied.] (House 
Rept. No. 2031, 82d Cong., p. 21.) 

It is our position that certain projects in India, Pakistan, and Iran were 
not within the congressional concept of the. point 4 program. The agency itself 
stated that these programs were exceptional and not within the usual pattern 
of point 4 programs. (Sec. 5.4 of State Department Point 4 Circular No. 4, 
dated May 5, 1952.) The Director of MSA stated in the House hearings on 
the MSA Act of 1952 that the supply components of these programs constituted 
in large measure special grants for development (p. 7-8 of House hearings on 
H. R. 7005, 82d Cong.). We believe the legislative history included in the 
information supplied to the subcommittee supports our view that these projects 
were not considered by the Congress to be point 4 projects. Admittedly, the 
Congress was fully aware when the MSA Act of 1952 and the implementing 
appropriation act were passed that the funds authorized and appropriated for 
technical assistance would be used for projects of this exceptional nature in 
India, Pakistan, and Iran. The utilization of funds for such purposes, there- 
fore, cannot be said to have been illegal or contrary to the intent of Congress. 

However, the fact that the Congress had, with whatever misgivings, author- 
ized these programs under point 4 does not mean that the Congress considered 
them to be within the traditional concept of point 4 assistance. In view of 
the expressed concern of the Congress over the increased emphasis on the supply 
component of technical-assistance programs, we felt that there was an obligation 
on the part of the agency to describe projects in terms which would show whether 
they came within the usual pattern of point 4 aid or whether they were of the 
exceptional type of development grant projects which had been authorized for 
India, Pakistan, and Iran. We did not imply, directly or indirectly, that the 
expenditures were illegal. Our point was that by designating these projects 
as demonstration projects the agency thereby represented them as technical 
assistance (point 4). The projects were in fact not the type of projects con- 
templated by the Congress as point 4 assistance, and, therefore, should not have 
been represented as such by the agency. 

Sincerely yours, 
Hue@u CAMPBELL, 
Comptroller General of the United States. 


Mr. Mountarn. In addition to legal counsel’s opinion No. 2 which 
has already been put into the record, were there other formal opinions 
or instructions with reference to legal requirements for the drawing 
up of program agreements and projects agreements? 

Mr. Greeory. During which time? 

Mr. Mounratn. From the beginning of your incumbency as legal 
adviser? Iam asking you about legal opinions from Washington and 
legal guidance from Washington. 

Mr. Grecory. As I recall, I received first Point 4 Circular No. 4 of 
the Department of State in late May 1952. I received a copy of Legal 
Counsel Opinion No. 2, I believe, in August of 1952, and I received a 
letter dated September 18, 1952, which has already been introduced into 
evidence here. There was another circular that came out later that 
fall which I do not recall the exact date that it arrived. In addition 
to that there was a flow of correspondence between myself and Wash- 
ington included in periodic reports that I made to Washington. This 
correspondence continued until September 1953, at which time FOA 
took over from TCA and a flow of correspondence and instructions to 
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the field from that time on was largely contained in cables originatin 
from the agency directly to Mr. Warne. The flow I had with the lega 
office in Washington independent of the mission organization ceased 
in September of 1953. 

Mr. Mountain. Other than Legal Counsel’s Opinion No. 2, you had 
no legal opinions normally sent to you ? 

Mr. Grecory. I do not remember any others being sent tome. I can 
check it and verify it, but that is the only one that I recall. 

Mr. Mounrtatn. I believe the chairman asked you about the master 
joint fund and your part in its establishment. 

' [ would like to go back before that and ask whether the idea of the 
joint fund agreements, the earlier ones, the individual joint agree- 
ments, originated in Washington or in the field. 

Mr. Grecory. I went to Iran in February 1952. I was urged by 
Mr. Glick to establish joint funds as soon as possible. As I have previ- 
ously stated, another attorney had preceded me to Iran. He was in 
Iran at the time I got there. He had spent a week or two in attempting 
to negotiate program agreements. By the time I go there a determina- 
tion had been made by him and by Mr. Warne and the Ambassador 
that there was no possibility of negotiating a joint fund agreement 
with the Iranian Government at that time. 

Mr. Mountarn. Where did the instructions come from, or did 
any instructions come from Washington as to what the legal status 
was to be of joint funds? 

Mr. Greeory. The legal status as to whether they would be agencies 
of the Iranian Government ? 

Mr. Mountain. Yes; that would be a specific point. 

Mr. Grecory. That language stated the joint funds would be agen- 


cies of the Iranian Government and was drafted in Washington. 
Mr. Mountain. By whom was it drafted in en nenayen. 
d 


Mr. Gregory. By the legal counsel’s office, and I wou 
was drafted by Mr. H. B. Ritchie. 

Mr. Mountain. The precise phraseology was drafted here in Wash- 
ington ? 

Mr. Gregory. That is correct. 

Mr. Mountain. Did the idea of having the Iranian Government 
agencies originate in Washington as well ? 

Mr. Gregory. Yes; it did. 

Mr. Mountain. So you in the field were told when you established 
the joint funds that they were to be constructed as agencies of the 
Iranian Government ? 

Mr. Gregory. Not that they were to be constructed. We received 
language from Washington which said in clear terms that the joint 
funds will serve as an agency of the Government of Iran. 

Mr. Mountain. Did anyone from Washington make it clear what 
that meant, or was it just the language that was sent? 

Mr. Greeory. Just the language, but that is very clear language. 

Mr. Mountain. We seem to be having some trouble with it. 

Do you know where the authority originated—not the language— 
for designating a joint fund as an agency of the Iranian Government ? 

Mr. Grecory. It is my belief, independent of any study on this 
particular matter, that the authority does exist within international 
law for two sovereign nations to create operating agencies and in 
accordance with authority they should designate as to whether the 


presume it 
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operating agency will operate under Iranian law or whether it will 
operate under international law. It was my belief that the joint 
funds should be the agency of the Iranian Government and operate 
under local law. It was my understanding that the same provision 
exists in other joint fund agreements throughout the world. How- 
ever, I have not examined the other agreements and I cannot say 
that positively. 

Mr. Harpy. Following that line of thinking, and it may be a cor- 
rect interpretation of international law, who would have the author- 
ity on the part of the sovereign Government of the United States to 
enter into such an agreement on our behalf ¢ 

Mr. Grecory. The country agreement that was authorized provided 
every activity would be in accordance with the agreement to be reached 
between the Director of the United States operations mission and the 
Minister, or some other person designated by the Prime Minister. 
Mr. Warne was authorized by cable to enter into those agreements. 
That cable flowed out underneath the name of Acheson who was then 
the Secretary of State. I did not check through the delegation of 
authority. It was always handled here in Washington, not in the field. 

Mr. Harpy. Then we get to the question of the authority to get to 
the delegation. 

Mr. Grecory. That is correct, sir. 

Mr. Harpy. And it is your testimony that according to your recol- 
lection this authority to commit the United States Government was 
delegated from the Secretary of State on down to the point where 
actually the delegation might have gone below the Director of the 
mission ¢ 

Mr. Grecory. That is correct, sir, because under the program agree- 
ments the Director had the right, as well as the other Minister, to in 
turn delegate his authority. In most cases the chief agriculturist 
was the representative of the country Director in carrying out the 
responsibilities under the program agreements. 

Mr. Harpy. So we have a situation here where a comparatively 
subordinate official of the United States Government is given authority 
to bind the United States Government to an agreement which there- 
after is governed only by international law, or Iranian law. 

Mr. Grecory. Governed by Iranian law, in accordance with the 
terms of the agreement, of course. 

Mr. Mounrarn. I think there are 1 or 2 points in connection with 
the statement that you have just made that need to be clarified. I be- 
lieve that you stated it is within the power of the two Governments 
to reach an agreement to set up an agency, and I presume that there is 
no question about that, but does not the question turn on the matter of 
setting up an agency which is, as you have indicated, within the frame- 
work of of one of the Governments? Does it turn, perhaps, on your 
interpretation of what you mean by an agency of the Iranian Govern- 
ment ? 

Mr. Grecory. I considered the joint funds to have approximately 
the same relationship as a Government corporation would have, as 
bongah, as they called them there, which is an operating agency below 
that of ministry. Certainly they were subject to Iranian law. They 
can sue and be sued. Their funds were held in a bank within Iran. If 
instability progressed any further, we might have lost those local cur- 
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rency funds that were there in the bank in Iran. If the bank became 
insolvent we could lose the funds. 

Mr. Harpy. I think this is a good time to adjourn. 

We will reconvene at 2 p. m. 

(Whereupon, at 12: 45 p. m., the committee adjourned to reconvene 
at 2 p.m.) 


AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

I would like the record to show the presence of Mr. Meader and my- 
self, and also that we are glad to have our colleague from the full com- 
inittee, Mr. Minshall. 

Mr. Minsuatt. I am glad to be here. I wish I could stay longer 
than I shall be able to, but I appreciate your kindness, 

Mr. Harpy. We will try to pick up where we left off before lunch. 
Mr. Mountain. 

Mr. Mounratn. I believe, Mr. Gregorgy, it would help the com- 
mittee if we could have a clear idea of the different stages through 
which our technical assistance arrangements with the Iranian Govern- 
ment have gone. Is it correct that in the first stage we had what might 
be called a completely bilateral arrangement in which Iran funds 
were held by the Iranians and United States funds were held under 
United States control, and they were both obligated and spent as the 
occasion arose ? 

Mr. Grecory. I would think the word is unilateral instead of bi- 
lateral. We did have unilateral methods of handling our respective 
properties under a bilateral arrangement. 

Mr. Mounrarn. And each side handled its own funds separately ? 

Mr. Greeory. That is correct. 

Mr. Mounrarn. Then beginning with the program arrangement in 
public health in the fall of 1952, we went into the stage of having joint 
funds? 

Mr. Grecory. That is correct, sir. 

Mr. Mounvzarn. In which, I believe, we have had a fairly full de- 
scription of how they were handled in earlier days. At the present 
time is it correct that you are proceeding toward a third stage, which I 
believe you call integration ? 

Mr. Grecory. That is correct, sir. 

Mr. Mountain. By this you mean integration of funds and activi- 
ties, is that correct? 

Mr. Gregory. And property. 

Mr. Mountarn. And property ? 

Mr. Gregory. That is correct. 

Mr. Mounrain. The master joint fund, however, continues to oper- 
ate under this new setup ? 

Mr. Gregory. That is correct. 

Mr. Mountatn. Is it correct to say the master joint fund’s major role 
under the present setup is one of auditing and of acting as a kind of 
fiscal agent for the various activities carried on under subordinate 
units? 

Mr. Gregory. Together with the maintenance of the port unit, and 
together with a maintenance responsibility for vehicles situated in 
the city of Teheran. In other words, we can do it cheaper in the city 
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of Teheran by maintaining a central unit for the repair and mainte- 
nance of vehicles used exclusively by American technicians. 

Mr. Mountain. Any vehicles, then, that are used in connection with 
the programs and projects that are not for United States technicians 
are not the responsibility of the master joint fund ? 

Mr. Grecory. That is correct. 

Mr. Mounrarn. This master joint fund does continue to be an 
agency of the Iranian Government insofar as the original master joint 
fund was such an agency ? 

Mr. Grecory. That is correct. 

Mr. Mountarn. Is it correct that, again, under this new procedure 
that you are currently establishing, there is a series of special activities 
accounts, one each in the respective ministries with which we are carry- 
ing on technical assistance programs? 

Mr. Greeory. That is correct. 

Mr. Mountain. These accounts are in a sense a replacement of the 
old joint fund accounts, is that correct ? 

Mr. Gregory. That is true to a degree, yes, sir. 

Mr. Mountarn. Now, the money gets into these accounts as deter- 
mined by the master joint fund; is that a proper interpretation ? 

Mr. Grecory. The funds flow to the special activity accounts from 
the master joint fund in accordance with the approvals given in the 
first instance by the Joint Commission in accordance with project 
agreements agreed to between the respective ministries and the mis- 
sion. But the flow of funds is from the master joint fund to the spe- 
cial activity accounts. However, there is an intermediate step in there 
by which one overall account for these moneys will be held in the 
Ministry of Finance, and each of the respective special activity ac- 
counts is allocated against the one overall account that is held in the 
Ministry of Accounts. 

Mr. Mountarn. Does that overall account have a special name or 
number ? 

Mr. Grecory. I have not been advised of that. Just before I left 
Tran the procedures were in draft form. They had been submitted 
once to the Joint Commission and they were being studied at that 
time. Perhaps I can find a reference to the account here. 

Briefly, the special activities account provides (1) for an opera- 
tional budget for the project in local currency on an annual basis, 
then a 3-month operational budget, against which the Government of 
Tran will requisition funds against the approved budgets that have 
been approved by the Iranian Ministry ana ourselves. 

Mr. Mountatrn. That reference to approval by ourselves is approval 
by ourselves operating through the master joint fund? 

Mr. Grecory. No, that is approval by the mission itself. 

Mr. Mountarn. In addition to approval by the master joint fund? 

Mr. Grecory. That is correct. 

In reference to your former statement, I can cite a paragraph (c) 
or subparagraph (c) of paragraph 4: 


On receiving the check for a 3-month operation of a particular project, the 
Treasurer General of GOI will deposit it in a special activities account in the 
Bank Melli. At the same time the Treasurer General will record this credit 
for the particular project on books established in his office for this purpose and 
notify the budget department of the Ministry of Finance and the ministry con- 
cerned by forwarding copies of the deposit slips, using the present GOI form 
No. 4. 
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Mr. Mountain. Will you cite what you are reading from? 

Mr. Grecory. I am citing from the draft of Policies and Procedures 
for Operations of Special Activities Accounts, dated January 30, 
1956. 

Mr. Mountarn. Is that in effect as of now ? 

Mr. Greoory. It is in effect. However, I have not at this time infor- 
mation that would point to any final corrections that might have been 
made, but special activities accounts have been established in general 
conformance with the provisions that are in this draft. If there are 
any corrections they are minor. 

Mr. Mountain. About what date were they established ? 

Mr. Gregory. They were established shortly after March 22 because 
these were geared to begin with the Iranian fiscal year, which begins 
on March 22. I might point out that we had already stated far in 
advance that March 22 would be the date that these procedures would 
go into effect. 

Mr. Mountain. So that they have now been operating about 3 
months, or nearly 3 months ? 

Mr. Gregory. That is correct. 

Mr. Mounratrn. I believe we ought to know a little bit more, Mr. 
Gregory, on the structure of control over these special activities ac- 
counts. Is this a correct statement of how the thing operates: In a 
given ministry of the Government there will be an Under Secretary 
of Administration who will be an Iranian—or there is such a person ? 

Mr. Gregory. Yes. 

Mr. Mounrarn. At his level will be an American who will have the 
title of Public Administration Adviser ? 

Mr. Grecory. That is correct. 

Mr. Mounrarn. The Public Administration Adviser has, among 
other things, the responsibility of determining that the accounting 
and administrative aspects of the special activities account operated 
within this Ministry are correct and proper. Is that a fair statement 
of his function? 

Mr. Greeory. His function will be much broader than that. He is 
to ascertain that all of the administrative activities within the Min- 
istry are being carried out properly, included within which will be 
the special activity account. 

Mr. Mountain. But he will give attention to that account as well 
as other activities? 

Mr. Greeory. He certainly will, sir. 

_ Mr. Mountain. Do we understand, too, that there will be an Amer- 
ican operating, let us say, within the Ministry of Agriculture who 
might be called the Chief of the Agriculture Division who will have 
the function of passing on the technical feasibility of a given under- 
taking ? : 

Mr. Grecory. That is correct. 

Just one moment. I would like to refer to a passage in here. 

_ I seem to have difficulty finding the passage at this time, but there 
IS & passage in the special activity account procedures that provides 
that requisitions for the purchase of property must be signed by the 
Chief of the Agriculture Division. 2 

Mr. Mountatn. He also, does he not, develops the joint-program 
budget pertaining to that Ministry’s fieldwork ? ‘ 
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Mr. Grecory. That is correct. And the budget is broken down 
into object classifications similar to the object classifications used by 
the Government of the United States. 

Mr. Mountarn. Then going still further down the ladder we have 
out in the field the American technician who is working with Iranian 
counterparts or Iranian Government personnel to actually carry out 
the projects in the field. 

Mr. Grecory. That is correct, sir. 

Mr. Mounrtarn. So if we trace the process from the field in, back 
up, we would find perhaps a technician working with his Iranian coun- 
terpart might determing that some additional equipment or supplies 
were needed in his province or area. He would then send that request 
up through to the Chief of the Agriculture Division, the American 
who is passing on the feasibility of the project. 

Mr. Grecory. That is correct. 

Mr. Mountain. At this point there would be a judgment made by 
the American, presumably in consultation with any Iranians also 
involved, as to whether it was feasible or not; is that correct ? 

Mr. Grecory. That is correct. 

Mr. Mounratn. And he would have both the position and the 
power to disapprove as well as approve a project ? 

Mr. Grecory. That is correct. 

Mr. Mountarn. From that point on the Chief of the Agriculture 
Division would have no concern with the expenditure of the funds 
for that, would he? 

Mr. Grecory. That is correct. I believe that he would have a con- 
cern. He would always need to know how much funds were left in a 
project. He would also have to be assured that the funds were being 
properly used. However, the final audit of accounts themselves rests 
with the master joint fund in the first instance, and the Controller's 
Office of USOM will carry out the usual end-use checks. 

Mr. Mounrtatn. There is no program, however, of countersigna- 
ture—American countersignatures required for expenditures under 
the special activity accounts ? 

Mr. Grecory. For the expenditure of the funds that is true. We 
will carry out periodic checks to see that the system is working ade- 
quately. We do believe if the system works adequately that there 
will be no need to actually control the expenditure of funds by insist- 
ing on a joint signature on the checks. 

Mr. Mountatn. Now, the funds for these special activities accounts 
do not include dollar funds, do they ? 

Mr. Grecory. They do not include any dollar funds at all. They 
are entirely financed out of counterpart funds and contributions by the 
Tranian Government. It is all in local currency. 

Mr. Mountarn. By counterpart funds I presume you mean the rials 
generated by commodity imports, some of which were brought in or 
perhaps most of which were brought in under our aid program ? 

Mr. Greeory. That is correct. 

Mr. Mountarn. The Iranian contribution other than this counter- 
part is paid in by what agency of the Iranian Government? 

Mr. Grecory. It is to be paid in by the Plan Organization. 

Mr. Mountarn. So there are two major sources for the special ac- 
tivities accounts and all payments are in rials? 

Mr. Grecory. That is correct. 
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Mr. Mountain. How are the dollars which support this new proce- 
dure handled ? 

Mr. Grecory. The dollars will be used to pay the salaries of tech- 
nicians; to pay the contract costs with colleges, universities, and other 
institutions with whom we engage to carry out our work; and in 
modest amounts of demonstration equipment that is brought in to aid 
the technician in carrying out his project. 

Mr. Mountain. You spoke of the contributions from the Plan Or- 
ganization. Have you any figures to show how much they have paid 
in? 

Mr. Greceory. I do not at this time. I would say this: That last 
August I received a letter from the Prime Minister of Iran stating that 
they would contribute 300 million rials to this year’s program. A 
series of projects has been developed to which the Plan Organiz: ation 
has agreed to make contributions. These projects amount to over 250 
million rials. They are being—have been approved by the Plan roam 
ganization Council and are slowly being implemented. 

We did not start our project documentation out there until late in 
the fiscal year so far as technical assistance is concerned because we 
did not obtain the funds until late. We had to get approval of the 
programs. So the project documentation did not begin until after I 
started on my way back to the United States. 

Mr. Harpy. Do you know whether the Pian Organiz: ition has con- 
tributed any substantial amounts in rials to the various projects ? 

Mr. Grecory. I do not know, sir. I will be glad to find out for you. 

Mr. Harpy. Do you actually, to your know ledge, know whether they 
have actually contributed any thing up to this time ¢ 

Mr. Grecory. Could I—I do not myself, personally, know. 

Mr. Harpy. That is all I wanted. 

Mr. Grecory. Yes, sir. 

Mr. Harpy. That is all that is necessary. 

Mr. Greoory. Yes, sir. 

Mr. Harpy. Have there been substantial contributions from techni- 
cal-assistance funds to various projects operated by the Plan Organi- 
zation ¢ 

Mr. Grecory. Not since my return to Iran a year ago, sir. 

Mr. Harpy. There have been no technical-assistance funds that have 
gone into the Plan Organization within the past year ? 

Mr. Greoory. There have been no new obligations to the Plan Or- 
ganization within the last year, with one exception. There is pres- 
ently pending an arrangement with the Plan Organization to furnish 
the Plan Organization with mi inagement services. I believe that this 
proposed project amounts to something like $500,000. 

Mr. Harpy. Now, the rials are generated by such things as the sugar 
program. Do they come back as counterpart funds through the Plan 
Organization ? 

Mr. Greeory. No, sir. 

Mr. Harpy. They do not clear through the Plan Organization ? 

Mr. Grecory. Not at all, sir. They go through the Ministry of 
Finance. 

Mr. Harpy. Are there any other activities or any other media 
cree which there is United States participation in the Plan Organi- 

zation other than some contributions through the point 4 program ? 
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Mr. Greoory. I do not believe so. There has been a movement on 
the part of the Plan Organization to use some of the Export-Import 
Bank funds, but I do not think that has been finalized at all, Mr. 
Chairman. 

Mr. Harpy. Is there no tie-in between the Plan Organization and 
the various Bongahs? 

Mr. Greeory. There is not. However, to be perfectly clear the 
Plan Organization has beneath it some subsidiary companies which 
in effect almost have the status of Bongahs, but they are not Bongahs; 
they are subsidiary companies. 

Mr. Harpy. Have there been any activities by which United States 
contributions were made either directly or indirectly to these subsi«|- 
iaries of the Plan Organization ? 

Mr. Grecory. We have a technical-assistance contract with the 
George Frey group, to give management services to several of these 
subsidiary companies. This contract has been in effect for the last 
_ and a half, I believe, Mr. Chairman. We do give advice to 
them. 

We also have some personnel upon our staff who also give advice in 
the plants in which we have invested these large amounts of money. 
We feel that we have an investment there that we should protect by 
seeing that the plants actually get into operation and that good man- 
agement practices are initiated in these plants. But these are old 
obligations and not new obligations. 

Mr. Harpy. That is all right, if they are still going on, as I take it. 

Mr. Greoory. That is right, sir. 

Mr. Harpy. They were projects developed under an earlier TCA 
program; is that correct ? 

Mr. Grecory. That is correct. 

Mr. Harpy. And those projects have not yet been closed out or 
terminated ? 

Mr. Gresory. That is right. 

Mr. Harpy. Have any of them operated under the fiscal year 1952 
program ¢ 

Mr. Grecory. Yes. All of these came under the 1952 program. 
However, the first joint fund that was established was established in 
April 1952, in the industrial programs. 

Mr. Harpy. If these were essentially management assistance pro- 
grams they would not involve any substantial capital items such as 
equipment and so forth. 

Mr. Gregory. Sir, I have not gone into any capital projects during 
the year I have been in Iran. I am phasing out all of our present 
programs and projects as fast as possible. We are not in construction 
any more. 

Mr. Harpy. One of the things, Mr. Gregory, I was trying to ex- 
plore in this series of questions was the contribution which the Plan 
Organization is making to the various projects or programs; and I 
get the understanding that so far as you know there have been no 
direct contributions yet made for some of the programs by the Plan 
Organization ; is that right? 

Mr. Grecory. No, sir. First might I ask: Are we talking about 
current projects or old projects? 

Mr. Harpy. Idonot care. Let us talk about both. 
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Mr. Grecory. Under old projects they of course have made contribu- 
tions in the building of the plants and the fitting of the plants, and 
they will have to provide the operating capital within which to carry 
on these plants. Those are contributions in kind. 

Mr. Harpy. Let us take, for instance, one that has been mentioned 
in times past; a sugar refinery. Was that a program in which we had 
some TCA funds involved ? 

Mr. Greeory. In 1952; that is correct. 

Mr. Harpy. Do I understand that the Plan Organization operated 
the refinery ¢ 

Mr. Grecory. They have built the plant. We brought in equip- 
ment. The equipment has been installed. We have a sugar expert 
there to help them with their plant, and we have the management 
concern to put good management practices into the firm. 

The Plan Organization contribution in this project was to pay all the 
trial costs of this project. We have only been furnishing the technical 
assistance lately. 

Mr. Harpy. That is the kind of thing I am trying to understand. 

Mr. Greeory. Yes. 

Mr. Harpy. In that illustration we furnish the equipment, with 
dollar procurement, presumably ; is that right? 

Mr. Greeory. That’s correct. 

Mr. Harpy. I understood you to say the Plan Organization put in 
the rials necessary to operate the plant; is that right ? 

Mr. Greeory. That’s right, sir. 

Mr. Harpy. Did they get those rials from the sale of the sugar 
that was also provided with TCA funds ? 

Mr. Gregory. No, sir. 

Mr. Harpy. They were not TCA funds. 

Mr. Mraper. Where did they get the rials? 

Mr. Gregory. We will have to talk about various times here. 

In the beginning when I went to Lran for a few monthis, they seemed 
to have adequate supply of rials. Then they had a phase thereafter 
where they were broke. And then suddenly out of the blue sky they 
get a lot more rials, which we believe came by a governmental action 
having to do with the currency of the country. 

Then by the time the overturn of the government came and the 
new Plan Organization came in they were dependent upon assistance 
that came to them through the Government of Iran, some of which 
came from United States aid funds. However 

Mr. Mraper. Now, wait 

Mr. Greeory. Just let me complete it, please. 

However, when the oil income started to come into the Plan Organ- 

ization, which was approximately a year and a half ago, then they 
received no further assistance through United States aid that I am 
aware of. 
_ Mr. Meaper. Well, it sounded as though there was one period dur- 
ing which rials generated from United States money went into the 
plan organization, but aside from that brief period the rials all came 
from other sources which could not be traced at all to United States 
funds. 

Mr. Grecory. I believe that is correct, sir. 

Mr. Harpy. Now we are talking about the plan organization rather 
than a specific TCA project; is that right ? 
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Mr. Gregory. That is correct, sir. 

Mr. Harpy. Now, was the operation of the sugar refinery a specific 
TCA project ? 

Mr. Grecory. Yes, sir. 

Mr. Harpy. What did we provide in that? Was it simply sone 
managerial experience or something ? 

Mr. Grecory. In the beginning we provided dollar procurement for 
equipment, and now we are furnishing advisory services by a sugar 
expert and management services. 

Mr. Harpy. Did we also provide the raw sugar to put through the 
refinery ¢ 

Mr. Greoory. Sir, that occurred in 1955 when I was not there—no, 
in 1954, fiscal year 1955. I was not there. 

I have little or no information upon the subject that was raised 
in the GAO report. I do not know what it was used for. I do not 
know how it worked, Mr. Chairman. 

I will be glad to have someone come who can explain this matter, 
but I myself have no knowledge of it. I am not even sure that the 
sugar went through that particular plant that we were helping to 
equip. 

Mr. Harpy. All right. 

Mr. Mraper. Mr. Chairman, might I ask a question / 

[ understood you to say awhile ago that no capital was being con- 
tributed to industrial projects in Iran at the present time. 

Mr. Grecory. At the present time, sir. 

Mr. Meaver. That is, no United States capital. 

Mr. Grecory. That’s right, sir. 

Mr. Mraper. How long has that been true? 

Mr. Grecory. Last August I came to Washington and I made a 
presentation in which I stated the following: 

It can be safely assumed that the plan organization is now prepared to con- 
struct and operate all facilities. The United States has solid-going programs in 
agriculture, education, health, public administration, community development, 
and labor. These programs are being carried out with friendly ministers and 
have and will achieve spectacular results. The United States has spent more 
than $200 million in Iran since 1952 and it is not believed advisable to withdraw 
from the eountry so swiftly that the investment of such large sums of money 
may be endangered. The technical assistance program is comparatively inex- 
pensive and yet permits the United States an opportunity to gain friendly con- 
sideration of its proposals. It is therefore believed that the capital-improvement 
program should be abandoned, other than those operations necessary to dis- 
charge prior-year obligations. The integration with and turnover to the Iranian 
Government of our technical assistance programs becomes necessary if the ex- 
penses of these programs are to be shifted to the Government of Iran. The 
mission is making every effort to accomplish integration in this fiscal year. The 
public administration program should be expanded in order to strengthen the 
Government of Iran and to enable it to face and solve its own problems. 


Mr. Mraper. That was August 1955? 

Mr. Grecory. August 1955. 

Mr. Mnaprr. What is the date of the document ? 
Mr. Greeory. The date is August 25, 1955. 

Mr. Meaper. Do we have a copy of that? 

Mr. Greeory. Yes. 


ears document referred to has been retained in the subcommittee 
files. ) 
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-- Meaver. By the way, Mr. Gregory, could you give a general, 
oa estimate of the total amount of U nited States tax funds which 
have gone into industrial projects in Iran? 

Mr. Grecory. I would say approximately $10 million in all, of which 
between $7 million and $8 million are repayable to the joint fund for 
economic development. I do not have all the figures on some of the 
smaller projects, but that is, in rough figures, I think, about it. 

Mr. Mraper. The joint fund for economic development is one of 

the joint funds that you set up in 1954? 

Vir. Grecory. I set this one up in April 1952. 

Mr. Meaper. Of that $10 million how much would be represented 
in capital assets and how much in technicians’ services? 

Mr. Gregory. I would say that 80 percent of the $10 million, or 
about $8 million, would be in capital equipment. Now, in the $10 
million figure I did not include the costs of technicians. 

Mr. Mraper. $10 million was really—— 

Mr. Gregory. Equipment. 

Mr. Mraper. Completely equipment—— 

Mr. Gregory. Yes, sir. 

Mr. Meaper. And physical things of one kind or another in the 
industrial projects? 

Mr. Grecory. That is correct. 

Mr. Maver. Could you give us some kind of figure for the cost 
of technical assistance on those projects? 

Mr. Grecory. I cannot at this time. I think we have the figures 
somewhere upon it. We initially planned a much larger technical 
assistance program but the technicians failed to arrive. 

The type of technician we needed in these industrial projects was 
largely the engineer type of technician. The timing of the projects 
came at the time there was great demand in the United States and 
other parts of the world for technical assistance of this kind for 
engineers and they just would not come out at the salaries then being 
paid by TCA. We did, however—— 

Mr. Mraper. Wait a minute. You had a sugar refinery and a 
cement plant. 

Mr. Greeory.. And a cotton mill and another cement mill. Then 
we gave some assistance to the Teheran slaughterhouse and the Shiraz 
powerplant. 

Mr. Meaper. In those particular fields were technicians scarce ? 

Mr. Gregory. Yes, sir; they were. 

Mr. Mraper. From 1952 on? 

Mr. Grecory. Yes, sir. Our schedule for the arrival of techni- 
cians in this field was probably worse than in any other field. 

Mr. Mraner. In general, how are those industrial enterprises func- 
tioning today ? Are they functioning efficiently ? 

Mr. Grecory. They are not in operation in many cases. The Fars 
cement is in operation; the Tchitsazi mill is in partial operation; the 
Fassa sugar I do not believe is in operation yet but I should « heck 
with some of my technicians. I understand that. is not in operation. 
However, I thought it might have been by this time. 

The Rey cement mill was eventually taken over entirely by the 
plan or ganization. 

The Teheran slaughterhouse—great improvements have been made 
there. However, that is a continuing project that is going on even 
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to this time. That is a health project as much as it is an industrial 
project. 

The Shiraz power I believe is pretty largely completed. 

These industrial projects have and will make a very vital contribu- 
tion to the economy of the country. However, their effect has not 
been felt yet. 

Mr. Meaprr. When were they scheduled to go in operation? Are 
they behind schedule ? 

Mr. Greeory. Yes, sir; they are. 

Mr. Mraper. How much behind ? 

Mr. Grecory. I can’t give you that information offhand at this 
time. 

Mr. Meapver. These projects were approved in 1952 and 1953, were 
they not? 

Mr. Gregory. That is right, sir. 

Mr. Meaper. Here it is 1956 and some of them are still not in 
business. 

Mr. Grecory. That is right, sir. I didn’t come prepared to answer 
these questions, Mr. Meader. I have the answers, but I understood 
I would be on a different point today. 

Mr. Mraper. You happened to hit on a facet of this which interested 
me so I asked a couple questions. 

Mr. Harpy. In spite of the effort our staff makes to read our minds, 
they sometimes have trouble doing so. 

Mr. Grecory. I just want you to know I am unprepared on this 
particular question today, Mr. Meader. 

I have Mr. Benings, the engineer, and asked him to be available 
at any time. Hecan give you in detail the exact information on any of 
rey plants, Mr. Meader. I am not sure whether he is still here in the 

tates. 

I did have him read the report that we made on each of these matters 
that went in the agency reply to the GAO report. If we have that 
reply here so I can refresh my recollection—— 

Mr. Mountarn. It is not immediately available, Mr. Gregory. 

Mr. Meaper. I would like some additional information on the prog- 
ress of these industrial projects. I would like particularly some kind 
of explanation on the delay. 

Mr. Grecory. The delay has been caused from numerous different 
factors. There has been a delay in getting equipment out there. Our 
manufacturers were slow, shipping schedules were slow, technicians 
were slow. I do not think that the time involved is unusual for Iran 
in view of their conditions there. 

A delay occurred in one instance because all procurement for a time 
in this field was held up. That lasted for a year. 

There is a whole series of delays which apply in each of these 
projects. 

In case you would like a detailed statement on the progress of each 
of these industrial projects, Mr. Congressman, I will be glad to obtain 
it for you as soon as I get back to the field and send it here to be 
attached to the record. 

(The information requested appears in appendix XII, p. 1220.) 

Mr. Meaper. One of the things you did not mention was the fact 
this was being operated by a Government institution. 

Mr. Grecory. That is correct, sir. 
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Mr. Meaper. Would you consider that also a factor ? 

Mr. Greeory. I certainly feel 

Mr. Meaper. Would General Motors have waited around this long 
if they were confronted with a similar situation ? 

Mr. Greeory. I doubt that General Motors would be presently in- 
terested in establishing a plant in Iran. 

Mr. Meaper. If they did want to? 

Mr. Greeory. If they did want to I am sure it would have been up 
long before this. 

Mr. Harpy. In connection with the sugar plants, did I understand 
you to say that sugar refineries are not now in operation ? 

Mr. Gregory. I do not believe that they are, sir. 

Mr. Harpy. The reason I raise that question is this: I notice in the 
tabulation of these industrial projects, looking at the GAO report, 
there is construction of a sugar refinery at $635,000. It shows that 
amount obligated. They spent $2 less. Is that right? You spent 
$634,998 against an obligation of $635,000? It looks like the entire 
amount of money was spent, which would lead me to believe that the 
refinery must have been completed. I wondered why it is not operat- 
ing. 

Mr. Gregory. Gentlemen, I have in a book all of this information. 
I do not have that book available with me here. I am afraid I would 
give some misinformation here. 

Mr. Harpy. We will have to defer those answers, then. 

Mr. Grecory. All right, sir. 

Mr. Harpy. I do think, though, in view of your indication that the 
refineries are not in operation, I do think we ought to have some ex- 
planation as to what the situation is, because I do observe with respect 
to the refineries the full amount of funds was expended in the case of 
the construction of the Fassa sugar refinery. 

I observe likewise that No. 65, whatever that means, shows con- 
struction of two sugar refineries; it doesn’t show the location, and an 
obligated figure of $931,336, and an identical amount shown as having 
been expended which would again indicate that the plants must have 
been completed, and if they are not being naa then my imme- 
diate concern is what in the world did we spend the money building 
them for if we didn’t need them ? 

Mr. Gregory. We spent the money, of course, to bring in equipment. 
The equipment is largely installed. 

I have, as I say, a report on this, but I do not have it with me. 

Mr. Harpy. I don’t want it now necessarily but I want an answer 
to it, and you may submit it or get it from the data that you have. 
However, I specifically want to know why funds have been set up for 
such industrial plants as this, and have been expended, and if they are 
not in operation why they are not in operation. 

I seem to think there was no real justification for the thing to start 
with. 

Mr. Greeory. I believe, Mr. Chairman, that in the agency reply to 
the GAO report we covered each of these matters. 

Mr. Harpy. Let us get that complete report if we may. 

Mr. Grecory. I will be glad to furnish it. 

Mr. Harpy. Because I will want complete information on this. 

Mr. Meaper. I think the record should show that the figures you 
have been quoting were as of June 30, 1955, a year ago. 
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Mr. Harpy. That is correct. 

Mr. Greeory. That is correct, sir. 

Mr. Harpy. So if all of the money has been spent as of a year ayo, 
and the plants still are not in operation, then I think there is an 
explanation called for. 

Mr. Grecory. I certainly agree with you, Mr. Chairman. I think 
there is and I will furnish you -with a full and detailed explanation 
so far as the industrial projects are concerned. 

Mr. Mraper. Mr. Gregory, in light of the chairman’s questions and 
the questions I raised about the time it has taken to get these indus- 
trial projects underway, do you have any comment to make on the 
industrial program, and the $10 million in the capital expenditures 
we have made there? Has it been worth while, or has it been a rather 
ineffective operation ? 

Mr. Greeory. I do not believe it has been an ineffective operation. 
I think it has been a slow operation. I feel that going forward with 
this type of project was vitally essential with Iran at the time. We 
started these projects. Obviously we would not begin this type of a 
program now because the situation has changed within Iran. Iran 
now has adequate funds for this type of industrial project. 

We will not bring in equipment for them in this way. If they need 
equipment now they can get it through Export-Import Bank loans. 

Their oil income has started up. They can proceed with this type 
of work themselves. 

We will give them technical assistance to the extent requested, and 
to the extent that they meke their fair share of the contribution. 

Mr. Mraper. When these projects are disposed of as required by the 
terms of your agreements, as I recall it after a 5-year period —— 

Mr. Grecory. Yes, sir. 

Mr. Meaper. What becomes of the proceeds of the sale of these 
industrial plants ? 

Mr. Grecory. The proceeds would go first to pay back to the joint 
fund the amounts of the expenses. At any time that the Iranian 
Government plan organization wishes to, it can restore to the joint 
fund the amount of the advances and then the sale can be consummated. 
We would probably be pleased to have a sale consummated in which 
the purchaser, if it was 1n private enterprise, would agree to pay back 
to the joint fund over a period of time the amount of our advances to 
the joint fund. 

Mr. Mraper. We put in $10 million of our money, and the Iranian 
Government has some money in this too, I assume. Is that true? 

Mr. Grecory. That is right. 

Mr. Mraper. Assume that a substantial sum of money, maybe the 
$10 million we put in and maybe more than that since the plants might 
be more valuable today than they were or than they would have been 
years back, or we might not have gotten all of the $10 million back. 
but whatever it was, suppose there was a substantial sum? What 
becomes of that money ? 

Mr. Grecory. We use that again for industrial-type projects against 
which these funds will be silied to finance further industrial projects 
within Iran. 

There is presently considerable thinking that this should become the 
nucleus of an industrial bank. If this would happen then it would 
finance a general industrial development through an industrial bank. 
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However, that has not yet materialized and we are right at the point 
now when repayments start to come in 

Mr. Meapver. You just got through reading the committee a para- 
graph regarding your program in which you did not believe that our 
funds should be used for industrial expansion and capital improve- 
ment, 

Mr. Gregory. These funds you are referring to are funds which 
were put up in 1952 and 1953. 

I was colonel to any new funds that we put up. I was referring 
to the time from this year forward. These funds already are funds 
that have entered the Iranian economy, but we have the right to repro- 
gram these funds in cooperation with the Iranian Government. 

Mr. Meaper. But whatever happened to them, none of them would 
get back into the United States Treasury ? 

Mr. Grecory. That is correct, sir. 

Mr. Meaper. While you would not recommend that Congress appro- 
priate additional money for capital improvements in industrial enter- 
prises, you do believe that to reinvest the proceeds of capital expendi- 
tures we made in the past would be the policy ? 

Mr. Greeory. I do, sir. 

Mr. Meaper. You have the idea it might be better to do that on a 
loan basis, something like an RFC program in Iran, perhaps, than just 
to do it through the plan organization? Is that correct? 

Mr. Greeory. While it will continue to carry out the industrial pro- 
gram within Iran, I believe that the plan organization should use its 
own funds to carry out the industrial program. To the extent the 
plan organization does not have sufficient funds, then it should use 
such available loans as the Export-Import Bank. 

Mr. Meraper. All of these industrial enterprises are operated by the 
plan organization now, are they not? 

Mr. Greeory. The Shiraz powerplant is not operated by the plan 
organization. The Teheran slaughterhouse is not operated by the plan 
organization. 

Mr. Mrapver. But the sugar plants and cement plants are? 

Mr. Gregory. The sugar plants, cement mill, and textile mill are 
operated by the plan organization. 

Mr. Meaper. Is it your view that as these plants are disposed of ac- 
cording to the clauses that you wrote into the contracts, the plan organ- 
ization should take the proceeds and go into other industrial enter- 
prises ? 

Mr. Grecory. They can go into other industrial enterprises if they 
are the type of enterprises which are approved by us. In other words, 
these funds which we have advanced are paid back into this joint fund 
for economic development, and we in turn have a joint control over the 
funds with the plan organization. 

These funds would not necessarily go to Government-owned plants, 
and probably would not go to Government-owned plants. They could 
be made in the form of loans to private industries in order to help the 
private industries get into operation. 

Mr. Harpy. By your earlier testimony, those funds belong to the 
Iranian Government and we haven’t anything to do with them except, 
as you have written in your contract, the right to discuss what they 
will do with them. Is that right? 
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Mr. Grecory. These funds are to be repaid into the joint fund for 
economic development and cannot be used in any way without the 
consent and signature of the Director of the United States Operations 
Mission to Iran. 

Mr. Harpy. That is according to your agreement, and yet the title 
of those funds is in the host government. 

Mr. Greeory. That is right. 

Mr. Harpy. That is true all over the world where similar arrange- 
ments are operative ? 

Mr. Grecory. That is correct. 

Mr. Harpy. Suppose there would develop a disagreement over the 
use of those funds? 

Mr. Grecory. The funds would remain as they were unless the 
agreement was terminated. If the agreement were terminated, then 
the funds that would remain in the joint fund would go back to the 
various countries in accordance with their contributions. 

Mr. Harpy. I had not understood that before. In the case of equip- 
ment, it becomes the property of the Iranian Government when the 
project is terminated ? 

Mr. Gregory. That is correct. 

Mr. Harpy. What you are saying is a little different. 

Mr. Gregory. So far as the industrial program is concerned what 
I have said is correct. 

Mr. Meaper. I thought that clause we read this morning had to 
do with the Public Health Ministry, if there were any funds left at 
the end of the program they should be returned to the governments 
that contributed them in accordance with the proportion of their con- 
tribution. I thought that was a general phrase which applied to all 
of the various cooperation programs. 

Mr. Grecory. I would like to read article 10 of the program agree- 
ment in industry dated May 12, 1952. 

Subject to the provision of article 7 hereof, any funds other than those de- 
posited to the joint fund pursuant to article 8 which remain unexpended upon 
liquidation of the cost of program of industries, shall, unless otherwise agreed 
upon in writing by the parties hereto at the time, be returned to the parties 
hereto in proportion of the respective contributions made by the Plan Organiza- 
tion and the Administration under this agreement as it may be from time to time 
amended and expended. 

Mr. Harpy. Does that relate to the funds as originally contributed 
or does it also include any funds which might have accrued to the 
joint fund through the sale of facilities? It sounds as though that 
refers only to the original fund. 

You see the point I am trying to make? 

Mr. Greoory. Yes, sir. 

Mr. Harpy. As you read it, it stated “Remain unexpended.” 

Mr. Greecory. The first article that I read excludes funds that have 
been deposited to the joint fund pursuant to article 8. 

In article 8 the Plan Organization agrees to collect from the 


recipient of the advances and pay the joint fund a sum of money equiv- 
alent to the contributions made by the joint fund, so that the article 
which I read in the beginning expressly excludes repayments to thie 
joint fund. 

Mr. Harpy. And it refers only to the original contributions. Is 
that right ? 

Mr. Grecory. That is correct, sir. 
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Mr. Harpy. Let us get back to where we were a while ago, then. 
What happens if you sell some facilities and get some money there ! 
What do you do with that ? 

Mr. Gregory. Those funds will remain there subject to further pro- 
graming until the end of the agreement, at which time. and even after 
the termination of the agreement, it will continue to be used by the 
Plan Organization for purposes consistent with the objectives of this 
agreement. 

I should, however, refer to the project funds agreement which also 
sets up the amounts of payment to be made to the industrial program. 

Mr. Harpy. Then in effect, the last sentence of article 8 simply states 
that any funds that are approved from any sources other than the 
original contribution will remain under the control of the Plan Or- 
ganization. Is that correct ? 

Mr. Gregory. Upon the termination of the program; that is correct, 
sir. 
Mr. Harpy. What happens before the program is terminated / 

Mr. Grecory. The codirectors of the joint fund will administer 
those funds; they will prepare a program for the use of the funds, 
and the use of the funds will be in accordance with the objectives of 
the program which was already agreed to between the parties. 

Mr. Harpy. In order that we may understand, then, the earlier dis- 
cussion concerning distribution of funds at the termination of an 
agreement, only the funds which were originally put up, which are 
unexpended, will be redistributed on the basis of the contributions of 
the governments concerned ? 

Mr. Gregory. That is correct. 

Mr. Harpy. Any funds or moneys which are still in the fund at the 
termination of the agreement become the property of the Plan 
Organization ? 

Mr. Gregory. Or the respective ministry, as the case may be; yes, sir. 

Mr. Harpy. So that in effect, at the termination of the agreement, 
the net effect is that all assets, unless there are still some original 
funds there, go to the host government? 

Mr. Gregory. That is correct. 

Mr. Meaper. Have all our contributions to the industrial fund 
specifically been grants or have some been loans? 

Mr. Grecory. They have all been grants except that they were to 
be repaid to this joint fund for economic development. 

Mr. Harpy. So they are still grants? 

Mr. Greeory. That is right. The United States has parted with 
title to the funds and they have entered the Iranian economy. 

Mr. Meaper. And we have made certain we will never get any of 
them back. 

Mr. Greeory. I would like to say, Mr. Meader, that an assistance 
program means what it says, that we will assist them. There is no 
real way to save money and to give it at the same time. 

If you put it up for a program, the integrity of a government 
itself is tied in with the putting up of the contributions which we 
have agreed to. 

Mr. Mraper. You got into high concepts there for me. We put up 
$10 million to go into plant construction, and so on, and ordinarily 
industries make money. You even provide in your agreements that 
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they should be sold to private enterprise so you would not promote 
socialism in Iran; and yet when these plants are sold you have fixed 
it so we do not Ret back any money. 

Mr. Grecory. That is true of our entire aid program, Mr. Meader, 
This is so not only in the industrial fields but across the board. 

Mr. Mraper. What worried me more than the rest of it was this 
idea that as sugar refineries got into operation, and turn out per- 
haps to be a profitable enterprise, at least attractive enough that 
some i citizens in Iran were willing to risk their money in 
it, and they buy it from the Government, money they pay in for the 
plant goes to the Plan Organization, and it goes out and goes into 
other businesses. 

Mr. Grecory. Is that bad, Mr. Meader? The plant which origi- 
nally received the assistance puts the money so that assistance can 
further go into industrial installations. I don’t think it is bad we 
do it this way. 

Mr. Mraner. I didn’t intend to become a witness here, but I would 
say I have some misgivings about setting up a system which per- 
petuates the Government in industrial and commercial activities. 

Mr. Gregory. Mr. Meader, perhaps I have not made myself clear. 
It is contemplated that the further use of these funds after they have 
been repaid to the joint fund, will be to private enterprises, not to 
Government enterprises. 

Mr. Meaver. Not to the Plan Organization? 

Mr. Grecory. The Plan Organization will be a joint controller 
with the United States Operations Mission of these funds, but that 
doesn’t mean that it will go into Government-owned plants. 

I am opposed to its going into Government-owned plants. I want 
it to be aid to private plants, and there is no reason why this money 
can’t be loaned to some new enterpriser so he can get started in a 
business. That is what we hope the ultimate use of this fund will be. 

Our first agreement was set up to encourage private enterprise; 
we intend to continue to encourage private enterprise. 

This money, because it goes back into a joint control with the Plan 
Organization does not mean it will go into further Government plants. 

Mr. Harpy. It would seem to me at the termination of the agreement 
it certainly gets into the plan organization and there is nothing in the 
world to direct it into private channels other than a normal operation 
of the plan organization. 

However, I do not think my friend from Michigan need be too con- 
cerned about perpetuating the Government in business, because any 
government will be wasteful enough so it will not last very long. It 
will be dissipated before many years, anyway. That is true of our 
Government or any other government. 

I don’t think it will take that form because the money will not last 
very — 

Mr. Mountatn. How much private enterprise in the field of indus- 
try is there in Iran? 

r. Grecory. I would think there are 1,000 industries within the 
country, of which the greatest number are small industries employing 
a few people. 

If, however, you take it on the size of the industry, the amount of 
power used, I think you will find that 80 percent of the industry is 
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Government-owned. It depends on whether you are talking about 
the number or the strength. 

I would say if you take it on the basis of strength 80 percent of the 
industry is Government-owned in Iran. 

Mr. Mountain. If you take industry as production involving some- 
thing more than handicraft, would you find that most of the industry 
of Iran was outside the private-enterprise sector ? 

Mr. Grecory. I weak: say approximately 80 percent would be out- 
side of the private-enterprise sector. 

Mr. Mounrarn. Do you know what, if any, enterprises the plan 
organization has disposed of to private ownership ? 

fr. Grecory. I am not aware of any. You are speaking generally, 
are you not? 

Mr. Mountain. That is correct. 

Mr. Mraper. Were there any substantial industries besides those 
we helped finance? 

Mr. Gregory. Oh, yes. They have a large number of plants. The 

lan organization inherited the assets of the defunct Industrial Bank, 
i think back in 1949 and 1950, somewhere in there, so they have been 
operating these subsidiary companies which were the assets of this 
Industrial Bank. 

Mr. Maver. And they have never disposed of them? 

Mr. Grecory. That is right. 

Mr Meaper. Is that because it is against their policy to dispose of 
them 

Mr. Grecory. We have there the George Fry Associates which are 
helping the plan organization with this problem. Actually there 
is a difference of opinion as to whether the plants should be sold that 
are making a profit, to keep the ones showing a loss, and vice versa. 

We feel as the plant is built up so it is profitable it should be dis- 
posed of to private industry. 

On the other hand, the plan organization position has not agreed 
completely with that, so we are in the process of a study through the 
Fry Associates at this time to find out what plants can and should 
be disposed of at this time. 

This study was started along in December of this year. It ought 
to be completed by this time, Mr. Meader, but I have not been out 
there recently in order to get the results of this study. 

I will get a report on it and submit it to the committee. 

(The report referred to follows :) 


INTERNATIONAL COOPERATION ADMINISTRATION 


UNCLASSIFIED 


Date sent: July 28, 1956 
Date received: July 31, 1956 
Airgram from USOM/Iran TOICA A-229 
Subject: Possibility of sale of industrial plants to private investors—George 
Fry & Associates. 
Reference : ICATO 57. 
The following report was received from George Fry & Associates on July 24, 
1956 : 
“To: Clark Gregory, Director, USOM. 
“From: John 8. Conger, vice president, George Fry & Associates. 
“Subject : Sales of plan organization industrial units. 
“Herewith are our observations and comments on the above subject as re- 
quested. 
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“First, we have consistently been informed by Mr. A. H. Ebtehaj that it is his 
intent to sell the industrial units but not until they are reorganized and rehabili- 
tated. Since most units are in poor mechanical condition and lacking in trained 
management and technical personnel, the operations are unprofiatble. Sales now 
would bring a price related to their “bankrupt” condition. 

“As a result of this situation and Mr. Ebtehaj’s stated policy, we have taken no 
action nor made specific recommendations regarding sales of these units. We 
have, however, discussed the practicality of such sales with numerous Iranians 
competent to express opinions. There is little or no real interest in buying gov- 
ernment mills and factories now for several reasons: 

1. Cost of rehabilitation is large. 

2. Trained managers are unavailable in Iran. 

3. Labor laws prevent discharge of surplus workers. 

4, General lack of understanding of industry on the part of potentia) 
investors. 

“Generally speaking, such local interest as has been indicated even in the new 
cement and textile mills now under construction has not been serious interest in 
that persons involved were looking for what amounts to a gift of the mills with 
little investment or risk on their part. 

“We concur with Mr. Ebtehaj’s belief that it would be practical, as well as more 
rewarding financially, to sell the existing companies after reorganization and re- 
habilitation. We also believe foreign managers and technicians are necessary 
to maintain and improve the level of operating efficiency we can obtain in our 
present program. To this end, we are assisting plan organization in their 
negotiations with German textile manufacturers for a 6-year management con- 
tract of the Shahi-Behshar mills we are now reorganizing. We have suggested to 
Mr. Ebtehaj and secured his approval in principle to enter into management con- 
tracts ourselves for the Tchitsazi Tehran, following its completion and the 
organization of its management, subject, of course, to USOM approval. 

“The combination of reorganization and long-term management contracts, we 
believe, provides the base for confidence necessary to attract serious private in- 
vestors. In our proposal for a second 2-year contract to continue our present work 
and extend its scope as required, we recommended the establishment of an invest- 
ment banking function to aid the sales of these and other industrial units along 
orthodox lines. We believe it possible to generate local interest in sound indus- 
trial investment and that enough local capital exists to effect the sale of present 
and proposed mills and factories. 

“The conditions prerequisite to sound industrial enterprise have previously been 
reported on by us at length, The actual success of sales of these units depends in 
part on action by various government ministries, particularly those which deal 
with labor and imports. If in the next few years, a broad understanding develops 
in the Iranian Government as to the type of climate it must provide to encourage 
private investment in industry, not only can such sales be reasonably successful 
but foreign investment may beeome interested—by such groups as the German 
textile and department store operators with whom we are now negotiating.” 


GREGORY. 


Mr. Mounrarn. In these agreements I believe you stated some of 
them were in the nature of advances of United States funds which 
would be repaid at a given date, or based on a certain degree of com- 
pletion or operation of the plant. Is that correct? 

Mr. Gregory. These were advances which would be repaid to the 
joint fund. 

Mr. Meaper. And the repayments would be made by the Plan 
Organization ? 

Mr. Grecory. Repayments would be made by the recipients of the 
advances to the Plan Organization, who in turn would pay it to the 
joint fund. 

The Plan Organization is responsible for the payment of all of 
these funds. 

Mr. Mountatrn. Have any repayments been made ? 

Mr. Grecory. Not that I know of. 

Mr. Mountain. Have any of them fallen due? 
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Mr. Grecory. I do not believe so. There are some to fall due 
June 30 of this year. The agreements provided that the dates of pay- 
ment could be extended by consent of the codirectors, and I believe 
in the early days that there were some extensions given. 

Mr. Mounrarn. Was it not true that in the construction of the 
2 sugar refineries repayments were to begin as of June 30, 1955, or 
when the 2 refineries reached 75 percent of their rated capacity? That 
was amended to delay the application of it ? 

Mr. Grecory. I am not aware at this time as to what amendments 
have occurred to extend the dates. I would have to go out to the 
records in the mission to ascertain this. 

Mr. Mountain. Are you familiar enough with Project Agreement 
No. 7 for the Shiraz Municipal Power System to know whether or not 
repayments by the Plan Organization to the joint fund were to begin 
on July 1, 1954? 

Mr. Gregory. That is correct. 

Mr. Mountain. The payment, however, has not been made, has it, 
to your knowledge? 

Mr. Gregory. I do not know whether the time of payment has been 
extended, nor do I know whether any payment has been made. I can- 
not ascertain this until I consult the books out in the mission. 

Mr. Mounrarn. I believe you testified earlier that to your knowl- 
edge no payments had been made to date? 

Mr. Gregory. That is correct, but there could have been payments 
made which I am not acquainted with. 

ore submitted on status of industrial project funds fol- 
lows: 
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Funds committed on a loan basis under the program agreement in industry | 
GOI contribu- 
Proj- Under | Rate OMI contributions tions cash to Te 
ect Title and date program / of in-| Install- joint fund 
No. agree- ter- | ments aia 
ment in | est | 
Dollars Rials Dollars | Rials | Dollars 
Per- | 
™ cent : 
1 | Fars cement (PFA Nos. | Industry. 3 | 10 years. {1,265,000.00 |.........._]__. se ae 1, 265, 000. 00 
landj11), June 28, 1952. 
4 | Fassa sugar, June 21, 1952_|__.do_..__- ik le isi) we e6 i S 635, 000. 00 
7 Shims power, June 29, |._.do__._.. 4 |...do.-... Oe I igs ied yh Neh td cen 450, 000. 00 
1952. 
8 | Chitsazi "cotton mill |__.do..._- OTe... ETMOOIT Veco ok cn fot cekon eee. 1, 752, 108. 57 
(PFA Nos. 2 and 9), 
June 28, 1952. 
16 | Rey “cement (PFA Nos. |_..do--.._- a a “onetiee 16 0 fo Bes | 125, 000. Of 
3 and 8), June 28, 1952. 
' 
17 | Tehran Slaughterhouse, |_..do...._- 4 |...do_... 575, 375.00 | 7, 281, 212 |_..____- 1, 314, 800 | 575, 375. 0 
June 29, 1952. 
| 
| 
| 
| 
| | 
| 
31 | Dried fruit and nuts |_..do_..... S45 SE... Meee Sl... Cecwluicsadeet fa <a 
| (PFA No. 7), Apr. 15, 
| 1953, 
| | 
| 
j | 
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Total Initial repay- 
ment and 
production 
schedule 


Dollars | Rials 


Payable by— 


Repayment 
terms and 
provisions 


industry and to be repaid to the joint fund for industrial development 


Remarks 








5, 000.00 | 
June 30, 1956. 


wales 


July 1, 1954__- 


80 percent or 
June 30, 1956. 


75 percent or 
| June 30, 1956. 


8, 546,012 | Jan. 1, 1957 and 
| Jan. 1, 1959. | 





Jan. 1, 1957. .-- 








75_ percent or | 


Skerkat Sahami 
Cement Fars 
through plan 
organization. 


Plan organiza- 
tion. 


| Municipality of 


Shiraz 
through plan 
organization. 

Plan organiza- 
tion. 


Teheran munici- 


pality through 
plan organiza- 
tion. 


Plan organiza- 
tion. 


Official rate of | 
exchange on 
the due date 
of payment. 


Official rate 
exchange on | 
the due date 
of payment. 

Repayment in 
like cur- 
rency of the | 
dollars of 
rials. 


Official rate 
of exchange 
on the due 
date of pay- 
ment. 


The date of the Ist install- 
ment was June 30, 1954 
and has been extended 
due noncompletion of 
the project. 

Same as project 
above. 

ist installment due July 1, 
1954. 


No. 1 


Same as No. 


above. 


project 


The total amount of project 
No. 16 has been $600,000 
from which $475,000 has 
been transferred (PFA 
No. 8) for the purchase 
of heavy equipment and 
materials considered as 
the property of the joint 
fund. Ist installment 
due June 30, 1954, ex- 
tended for noncomple- 
tion of the project. 


1, Under paragraph D of 
article VI of the Ist 
extension of project 
No. 17 the munici- 
pality has agreed to 
repay to the joint fund 
the rial equivalent of 
the contribution of the 
joint fund and of the 
plan organization less 
training ($2,000 and 
Rls. 5,892,000), ete. 

2. Ris. 2,000,000 contrib- 
uted by the munici- 
pality and Rls. 4,000,- 
000 paid by the plan 
organization to the 
joint fund not con- 
sidered as loan. 


| 3. $15,000 and Rls. 3,300,000 


In dollars or 
in doliar 
equivalents 
computed 
at the offi- 
cial rate of 
exchange. 


from the total due 
July 1, 1954, extended 
to Jan. 1, 1957 for non- 
completion of the proj- 
ect and the remainder 
from Jan. 1, 1959. 

The total amount of 
project No. 31 has 
been $317,500 and 
Rls. 933,700 from 
which $100,000 trans- 
ferred (PFA No. 7 
for the purchase of 
heavy equipment con- 
sidered as the property 
of the joint fund. 
Tnder project agree- 
ment No. 92 projects 
Nos. 31, 68, and 69 
have been merged to 
create an overall proj- 
ect for food processing 
(see project 92 below). 
Ist installment due 
Jan. 1, 1955 extended 
for noncompletion of 
the program. 
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Funds committed on a loan basis under the program agreement in industry and to be 
| GOI contribu. | 
Proj- | Under | Rate OMI contributions | tionscashto | Te 
ect | Title and date | program of in-| Install- joint fund 
No. | |} agree- | ter- | ments = Tce ca] i 
| mentin | est | 7 
| Dollars Rials |Dollars| Rials Dollars 
| auimatijiprenasnnemanennntahipetnaiens nnmabeenpningtdenninaties ee ee | — — 
Per- 
| cent | Pits | 
53 | Chitsazi Cotton Mill |_..do SUL): (Bac Oni | COMM hes oi... Le | 493, 891. 4 
| (PFA No. 9) Apr. 22, | | | 
| 1953. 
61 | Handloom industry, |...d0._...|_ 3 |...do____| 247,700.00 | 7,230,000 |... || 247, 700. 0€ 
| May 6, 1953. | 
| | | | | | 
| 
| 
| | | 
65 | 2 sugar refineries, June | Under 2 ilo. Mess) GRR Oi ss od clon ccansdbencce 631, 355. 6 
| 28, 1953. | PAin | | 
indus- | | | | | 
| _ try. | | 
80 | Shirgah Wood Treat- | Industry_|.-..--  pegutdbinad | 170, 000.00 |-..---- eis acapiksd ee dys 170, 000. Of 
ment Plant, Jan. 28, | 
1953. | | 
81 | Cotton classing and gin- |_..do_____.| 3 | 5years..| 45,000.00 |......--.-- honcitinacam De | 45, 000. 0 
ning, Jan. 27, 1953. | 
heehee} | 
82 | Lumbering operations, |...do_.- i iscsi | 275,000.00 |....... a: 275, 000. 0 
Jan. 27, 1953. 
| | 
| 
85 | Tea processing plant, |_..do_...__| Sp Syentes.| BO, G00 GO hiss. ......-]...2.6. Piae 20, 000. 0 
Feb. 10, 1954. 
| | 
| | | 
| | | 
| } | | 
| 
} | 
92 | Food processing ser vices, 
merging as follows: | 
Project No. 92, Dec. |_..do_____- ee began iat ee din Nicaea ee 
22, 1954. | | | j 
Pretest te. '31,'Dec. |...do......}......]........- .| 217,500.00 | 933, 700 |_. 2] | 217, 500. ¢ 
22, 1954. | | | } | 
| | | | | 
87 | Yazd deep wells, May |...do.....| 4 | 10 years.| 150,000.00 |.........-.|...---..|_-..-.--.- 150, 000. ( 
12, 1954. | 
| | | aan 
een | | | 
eae 2 iene dips 
NR hss. .ccnndenkbts dildekGss | cacnng eatin: |7-852,980.65 16, 394, 912 | 0 /1, 314, 800 | 7,352,930.¢ 
| | { | 
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and to be repaid to the joint fund for industrial development—Continued 


' 
Initial repay- | Repayment 
ment and | Payable by— terms and Remarks 
production | provisions 
schedule 


Dollars 





| 
} 
} 
| 


493, 891. 43 |- 80 percent or | By plan organi- | Repaymentin | Ist installment due June 
June 30, 1957.| zation. dollars. | 30, 1954, extended due to 
noncompletion of the 

| program. 

247, 700. 00 | 1 year after | Weaver’s Co- j.....------ _.| Plan organization will ne- 
date of start operative gotiate with each of the 
of operations. through plan weaver’s cooperatives an 

organization. arrangement providing 
for the repayment to the 
joint fund in rials of all 
grants at agreed rate of 
exchange. 

75 percent or | Plan organiza- Repayment Ist installment due June 
June 26, tion. in dollars. 30, 1954, extended due to 
1957. noncompletion of the 

program. 

170, 000. 00 ; 7 oe - : | do 


45,000.00 |...-....-..| 1 year after | Cotton Co., To repay to 
date ofop- ~| through plan the joint 
eration. organization. | fund 
| |} (meaning 
| | in dollars). 
275, 000. 00 estes _.-| Plan organiza- [_- _.| $200,000 paid from fiscal 
| tion year 1955 is not con- 
sidered as reimbursable 
to the joint fund. 


20, 000. 00 
tion. exchange on | 
the due date | 
of repay- | 
ment in dol- 
lars equiv- 
alents offi- 
cial rate of 
exchange on 
the date of 
payment. | 





a. In project No. 92 the 
sum of $125,000 paid 
from fiscal year 1955 is 

| | not considered as a 
loan. 
217, 500. 00 | pei y babies _......--| 6. In ‘project No. 68 the 
sum of $35,000 paid 
| from fiscal year 1955 
| funds is not consid- 
| | ered as a loan. 
150, 000. 00 2 years after | Yazd water 
| equipment | users associa- 
isinstalled |_ tions, through 
and ac- plan organi- 
cepted. zation. 
7,352,930.65 117, 709, 712 | 
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Funds committed under program agreement in agriculture to be repaid to the 
joint fund for industrial development 


Proj- | | 
ect Title Dollars Remarks 
oO. 


21 | Completion of Sheikh Ali | 86,000.00 | 7,499,965 | The total sum to be repaid to the joint 
Khan Dam and Kuhrang fund for agriculture on or before Jan. 1, 
Irrigation Tunnel. 1956. 
25 | Completion of Karkheh Dam.) 157,816.00 | 26,432,735 | No interest, 15 years. 
67 | Establishment of farm ma- | 147,087.90 | 8,400,000 | According to article VIII, the agriculture 
chinery cooperatives in Iran. | bank will set up a special revolving 
lst extension 142, 300.00 | 5, 552, 239 fund from money received from the 
2d extension 78, 900. 00 sale of farm machinery to cooperatives. 
30, 6 A separate agreement will be developed 
between the Administration and the 
agriculture bank establishing the terms 
and conditions under which this re- 
| volving fund will operate. 
14 | Completion of Golpayegan | 7, 485,005 | Payable by Irrigation Bongah in rials at 
am, | the official rate of exchange with Jan, 1, 
1956, as date of initial repayment. 





Total. -. an 759, 703. 90 | 55, 369, 944 








Mr. Mounratn. The income for the Plan Organization to which we 
have been referring here several times, I believe, is from the oil reve- 
nues of the National Iranian Oil Co. Is that correct ? 

Mr. Greoory. Yes, sir. 

Mr. Mounrarn. Is it true that with the exception of some small 
percentage, perhaps 10 percent, or perhaps even as high as 20 percent, 
all revenues from oil go to the Plan Organization ? 

Mr. Grecory. That depends upon a precise statement. The NIOC 
acquired a proprietary interest in the oil production which amounts 
to about 30 percent of the total income. 

In the event the proprietary interest of the NIOC is taken out first, 
the plan organization gets almost all of the balance. 

If, however, you consider it in broad terms of the total amount of 
income, the plan organization receives 60 percent, the NIOC receives 30 
percent and the Iranian budget receives 10 percent. 

Mr. Mountain. The NIOC share is that share necessary to keep 
the company operating. Is that correct? 

Mr. Grecory. That is correct. 

Mr. Mountarn. And is it not also provided under Iranian law that 
if there are any surpluses developed in that 30 percent, they will in 
turn revert to the plan organization ? 

Mr. Grecory. Yes, sir. 

Mr. Mountain. This is the principal source of the Seven-Year 
Plan Organization’s funds, if not the only source? 

Mr. Grecory. Their source of funds comes from the oil income and 
they come from the profits of the subsidiary companies. 

Mr. Mountarn. ar to the existence of the plan organization, was 
it correct that royalties from oil went to the Government ? 

Mr. Grecory. You are now in a field that I did not acquaint myself 
with. I wonder if Mr. Hannah could answer that for me? 

Mr. Harpy. Mr. Hannah, will you be sworn? 

Do you solemnly swear to tell the truth, the whole truth, and noth- 
ing but the truth, so help you God? 

Mr. Hannan. I do. 
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TESTIMONY OF NORMAN B. HANNAH, OFFICER IN CHARGE, 
IRANIAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Harpy. Give us a brief biographical sketch of yourself, Mr. 
Hannah, please. 

Mr. Hannan. After the war I taught political science at the Uni- 
versity of Minnesota for about a year and a half, after which I went 
into the Foreign Service. 

My first assignment was to Shanghai, China, where I worked in the 
visa section from September of 1947 until May of 1949. 

I was then transferred to Bangkok, Thailand, where I worked in 
the political section from May of 1949 until February of 1953. 

I was then transferred to Tabriz, Iran, as principal officer of the 
American consulate in that city. 

In September of 1954, I was transferred from Tabriz to Teheran, 
where I was assigned to the political section in the Embassy. 

In April of 1955, I was transferred back to the Department of State 
to the position which I now hold, which is Officer in Charge of Iranian 
Affairs. 

Mr. Harpy. Thank you, Mr. Hannah. 

Mr. Mounrarn. The part we want to establish as briefly as we can is 
just the relationship of the oil revenues to the Iranian economy and 
their role in support of the plan organization. 

I think perhaps you can do it very quickly with a few quick ques- 
tions. 

The plan organization was set up at what point in time? 

Mr. Hannan. It was established in 1949. 

Mr. Mounrarn. This was done by an act of the Majlis? 

Mr. Hannan. Yes; and we might call it Parliament henceforth. 

Mr. Mountain. This was prior to the nationalization of oil? 

Mr. Hannan. That is correct. 

Mr. Mountain. When did the nationalization of oil occur? 

Mr. Hannan. It occurred—it is a rather peculiar situation. Actu- 
ally the Majlis adopted a committee report recommending nationaliza- 
tion of oil. This happened m March of 1951. 

However, that report did not become law at that time, and it did 
not become law until May 1, 1951, about 2 days after Dr. Mossadegh 
became Prime Minister. 

The decree nationalizing oil referred to this nationalizing action in 
March, and from the Iranian point of view technically back-dated the 
nationalization of oil to March, although the final action was not 
actually taken until May 1951. 

Mr. Mountain. When the plan organization was set up, it pro- 
vided, did it not, in 1949, that the major part of the oil revenues for 
the first year of the Seven-Year Plan Organization would go to that 
organization, and that in subsequent years all revenues would go to it. 
Is that correct ? 

Mr. Hannan. That is correct. 

Mr. Mountarn. Can you tell us how much royalty or how much 
payment was made prior to the nationalization of oil to the Seven- Year 
Plan Organization ? 

Mr. Hannan. Yes, sir; just a minute. From the inception of the 
plan organization until December 1951, which is actually some months 
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after the nationalization of oil, the plan organization received approxi- 
mately 2,740 million rials from oil revenues. 

Mr. Mountain. What would that roughly equate in dollars? 

Mr. Hannan. That will take a quick calculation, Mr. Mountain. 

Mr. Mountarn. What exchange rate are you using? 
eal Hannan. I believe the correct rate to us for this is 82. It may 

32.2. 

Mr. Mounrarn. It would be about $90 million, roughly; would it? 

Mr. Hannan. Yes, sir; that is correct. 

Mr. Mountarn. That is about right—about $90 million? 

Mr. Hannan. Yes, sir. 

Mr. Mountain. The effect of this was to take away from the 
Iranian Goverment revenue—its budget, in other words—$90 million 
during the period that these revenues went to the plan organization ; 
is that correct? 

Mr. Hannan. Yes. 

Mr. Mountatn. How was the Government able to operate? What 
relationship would this bear to Government expenditures in total ? 

Mr. Hannan. To Government expenditures or to Government rev- 
enues ? 

Mr. Mountatn. Well, to the Government budget. I would like to 
find out whether or not this was a 10 percent cut in their budget 
income or a 50-percent cut, or what was the magnitude of this diver- 
sion of funds for this purpose ? 

Mr. Hannan. I do not have complete figures on all of those budgets. 
T can, however, indicate the approximate magnitude of the effect. It 
is this: In the Iranian fiscal year ending March 1949, the Iranian 
budget had a deficit of roughly 200 million rials. That is before the 
plan organization went into effect. 

Mr. Mountatn. This would be something less than a $10 million 
deficit ? 

Mr. Hannan. That is correct. In the following year, that is to say, 
from March 1949, to March 1950, the Iranian budget had a deficit of 
approximately Rls 760 million. 

Mr. Mountain. This would approximate a little better than $20 
million ? 

Mr. Hannan. I have not converted it. 

Mr. Mountain. Well, using your figures, it comes out something 
like that. 

Mr. Hannan. Yes, sir. 

In the year after that this deficit was approximately the same: 
that is to say, about Rls 760 million. That, I believe, establishes some 
idea of the magnitude of the effect. I am not able at this time to sup- 
ply you with figures from the budgets of those years which will show 
10ow much expenditures were cut, and how much revenues were cut. 
These figures represent the deficits left. If you wish those figures, 
I can produce them later. 

Mr. Mounratn. For our purposes at this point, can you tell us 
whether or not it became necessary for the Iranian Government, ii) 
spite of the fact that the laws said all these reveaues were to go to the 
plan organization, to take some of them back for budgetary purposes? 

Mr. Hannan. There was one time when that occurred. 

Mr. Mountarn. And this is prior to the nationalization of the oil ’ 

Mr. Hannan. Yes, sir. I believe I have the figure here. I do not 
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have the exact date, but some time during the Iranian year of March 
1950 to March 1951—no; I am sorry, between March 1951 and March 
1952 approximately—£5 million sterling or the equivalent in rials, was 
taken from the oil revenues with the consent of the plan organiza- 
tion, as a loan to support the Ministry of Finance budgetary opera- 
tions. 

Mr. Mountarn. Would this be on the order of $15 million to $20 
million ¢ 

Mr. HannaH. Well, you see at that time—when did the British 
convert their rate? 

Mr. Greeory. In 1949. 

Mr. Hannan. Then you multiply the Rls5 million times 2.8 in that 
case which would be around $14 million. 

Mr. Mountain. $14 million. 

Mr. Hanna. Yes, sir. 

Mr. Mountain. Mr. Chairman, as the committee knows, Mr. Greg- 
ory must return to Lran very shortly. With your permission, I would 
like to depart from our chronology at this point and recall Mr. Greg- 
ory to the stand to testify on the subject of budgetary aid operations 
as they were conducted from the time he became Mission Director in 
lran. 

The portion of the chronology that we are omitting at this time can 
be covered at a later date with Mr. Warne. 

Mr. Harpy. It is probably a good idea, but 1 wonder how long it is 
going to take. 

Mr. Mounratn. I think we might get through with this particular 
series of questions in about 15 minutes. 

Mr. Harpy. Let us proceed, then. 

Mr. Mountain. Mr. Gregory, you became Mission Director in 
April 1955? 

Mr. Grecory. On April 27, 1955. 

Mr. Mountain. You were aware, I presume, that prior to that time 
and beginning in the fall of 1953 we had been giving the Iranian Gov- 
ernment budgetary assistance in addition to our technical assistance 
program ¢ 

Mr. Grecory. That is correct. 

Mr. Mountain. And that had continued for fiscal years 1954 and 
1955 ¢ 

Mr. Gregory. That is correct. 

Mr. Mountain. Was it also proposed for inclusion in our fiscal 
1956 figures ? 

Mr. Gregory. Yes, sir; it was. 

Mr. Mountain. Was any analysis made in the course of developii... 
these figures as to whether or not the Iranian Government had other 
choices before it, other than the United States assistance, as far as 
balancing its budget ? 

Mr. Grecory. We did make an analysis from time to time and do 
so constantly and continually. We make forecasts and we make esti- 
mates and this was going on from the time we got there until the time 
they came back here in August, and made a presentation to the Inter- 
national Cooperation Administration. 

Mr. Mounratn. In the course of these analyses you did develop 
that there were possible ways for the Iranian Government to balance 
the budget and get along without United States assistance ? 
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Mr. Grecory. There were ways in which the Iranian Government 
could balance its budget. There were obstacles and adverse results 
that would come from these means, but we ¢lid lay out a series of steps 
that could be taken in order to balance the budget. 

Mr. Mountain. Could we go through these very briefly to see what 
the nature of them was? I believe the first one would normally be 
that they could, perhaps, decrease their expenditures? 

Mr. Teese That was the first study that we made. However 
I reached the conclusion then after an analysis that such a decrease 
in their budgetary items would not be great in view of the fact that 
70 percent of their expenditures were for personal services—salaries. 

Mr. Mountarn. You mean people on the Government payroll? 

Mr. Grecory. Yes, sir; that is right. 

Mr. Mountain. Was any analysis made to see whether or not the 
Government could have operated with lesser numbers or would that 
have been part of such an analysis? 

Mr. Grecory. That would have been part of such an analysis. The 
average Lranian Government employee is very poorly paid. The em- 
ployee is not trained very well, and actually they need better employ- 
ees at higher salaries, but less employees. 

However, it has been true in times past, and it is true even in other 
governments that once an employee gets on a government payroll it 
is difficult to discharge that employee. 

Mr. Harpy. You might even say it applies here. 

Mr. Grecory. That is correct, Mr.Chairman. There are many ways 
that this can be handled. At the present time large numbers of them 
have been transferred to the Ministry of Labor where they receive 
half pay, I believe. They are available for assignment to private in- 
dustry or in any other way that jobs can be found. I think that great 
progress has been made in this field. We have a classification study 
going on. However, it is my thought it is not a problem that can be 
met by simply cutting off large numbers of employees to roam the 
streets and become threats to the stability of the Government. I do 
not believe there is much advantage to be gained at this time on this 
exercise. I do believe that in the course of a year or two large num- 
bers of these surplus employees will be channeled over into private 
industry as the development program of Iran gets under wav. 

Mr. Mountain. The other side of the coin, I suppose, Mr. Gregory, 
would be whatever efforts would be made to increase Government 
revenues # 

Mr. Gregory. That is correct. 

Mr. Mountatn. Would you comment on that one? 

Mr. Greeory. Yes,sir. The Government of Iran has paid out to its 
personnel and contractors in the last 2.5 years almost twice as much 
as it has collected back from the same people in the way of taxes. Iran 
needs to collect more taxes. 

We have a public administration program which we are initiating 
in the Ministry of Finance both in the field of tax legislation and tax 
enforcement. 

Certainly, I feel that great progress can be made in this field on the 
part of Iran and that every effort must be made by the Government of 
Tran to increase its revenues. 
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I too want to point out that through our conferences with the Iran- 
ian Government during this last several months we have encouraged 
the Government of Iran to increase its revenues and it has done so. 

Mr. Mountarn. Do we understand that. this, in the mission’s view, 
is a more fruitful area for improvement than the one of reducing ex- 
penditure by reducing the Government payroll ? 

Mr. Grecory. I do. 

Mr. Mountain. The magnitude of the gain would be greater ? 

Mr. Grecory. That is correct. 

Mr. Mounrarn. Is there still another source that they could use to 
cut down on their need for external aid in the form of budgetary as- 
sistance ¢ 

Mr. Grecory. Obviously they could divert greater amounts of their 
oil income to their general revenues of the Government. I would like 
to point out that this is a step which is also fraught with difficulty ; 
that immediately prior to the oi] settlement the people of Iran were 
prepared for the oil settlement on the basis that the ol funds would 
go into development projects that would bring about a higher standard 
of living for the Iranian people. 

To the extent the oil income is diverted from development projects 
and placed to meet general budgetary deficit, we find a very unwelcome 
spirit on the part of the Iranian people and it would pose political dif- 
ficulties for the Government itself. 

Mr. Harpy. Of course, every time we increase taxes it imposes polit- 
ical difficulties for us also to vote for them. 

Mr. Gregory. I certainly agree with you, Mr. Chairman. 

Mr. Harpy. One of the problems we have confronting us right now 
is whether or not some of us may be casualties next time ‘because of not 
reducing taxes, 

Mr. Grecory. I am fully sympathetic with your problem, Mr. 
Chairman. 

Mr. Harpy. That does not get us votes. We appreciate the sym- 
pathy, however. 

Mr. Mountarn. Do you have any idea, Mr. Gregory, of how great 
the current income is to the plan organization from oil revenues ? 

Mr. Grecory. It is my estimate that for the fiscal year beginning 
March 21, 1956, and ending March 21, 1957 the plan organization w ill 
receive approximately $90 ) million of funds from oil revenues. 

Mr. Mocnratn. What is the budget deficit that we have been sup- 
porting? What was it this last yea wr? 

Mr. Greeory. This last year we put up $15 million for budgetary 
support, and another $20 million has been made available since I 
returned to the States. I would like to be sure that we are speaking 
either about the Iranian fiscal year, or our fiscal year. They are not 
the same. The Iranian fiscal year begins on March 21 and goes to 
the following March 21. Ours begins on July 1 

Mr, Mounvarn. I think for the ] purpose of this discussion, since the 
oil revenues are spread evenly across the board and the increases as 
such would be a general trend, I would suppose it would not make too 
much difference. We have oil income to the Plan Organization on the 
order of $90 million over a 12-month period whether the 12 months 
are exactly in line or not, at the same time that we are putting forth 
$35 million in the form of budgetary support to support the operating 
expenses of the Government. 


79239—56——_40 
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Mr. Grecory. That is for fiscal year 1956. 

Mr. Mountain. And is it your testimony that the unpopularity of 
diverting $35 million out of the $90 million from the Plan Organiza- 
tion income would be such that it would not be feasible for them to 
do it, bearing in mind that they did do such a thing earlier when there 
was no budgetary aid ¢ 

Mr. Harpy. Maybe that is one point which Mr. Gregory would not 
want himself to pass judgment on. 

Mr. Greeory. i would think that this would be a matter more prop- 
erly within the State Department competence, Mr. Chairman, and | 
would like to have Mr. Hannah answer it. 

Mr. Hannan. I believe that in this field the only realistic thing that 
we can say in answer to your question is that the Iranian Government 
has firmly believed that it would be exceedingly difficult for them to 
divert this large proportion of the oil revenues to the budget. 

Mr. Mountain. It would slow down the accomplishment of their 
plan under the Plan Organization; would it not? 

Mr. Hannan. Yes, sir; it would, and this has not only economic 
difficulties which are obvious, but it also has psychological and political 
consequences. 

One of the reasons for the establishment of the Plan Organization 
in 1949 and for the allocation at that time of all oil revenues to that 
Organization was that Iranians at practically every level and in nearly 
all walks of life had become impressed with the fact that although they 
had had this oil industry for many, many years, and had been receiving 
large foreign exchange revenues, nevertheless these revenues had not 
produced the visible improvement in the Iranian economy that one 
might have expected, or at least that Iranians expected considering 
the magnitude of the sums received. 

It was believed that in the interest of stability, welfare, and even 
more in the interest of stimulating a spiraling, expanding economy, 
Iran would better be benefited if it would change the policy of pouring 
the revenues completely into the budget to a policy of plowing them 
into the economy. 

The Plan Organization as we have already indicated—the first 
plan—was not by any means completely implemented and obviously 
this was primarily through the nationalization of oil and the cessation 
of revenues. 

Mr. Mountain. How about the other side of that, Mr. Hannah, that 
it was not completely implemented partly because some of its-funds 
even in the face of the law were used when it was found that the 
Government could not sustain itself on an operating basis without 
those oil revenues ¢ 

Mr. Hannan. That is a point of view, but I think that the burden 
to the Plan Organization of having allowed certain funds to the 
budget in 1951 could have been and could—and to a large extent was 
relieved or replaced by other means of financing which, while in the 
long run were not sound and produced a terriffic problem of financing 
from which the country has not yet completely recovered, yet they 
did provide at that moment local currency wlio could be used. The 


methods involved borrowing from special accounts, borrowing from 
the Bank Melli—that is to say, the National Bank of Iran—it involved 
advances and it involved currency expansion. 
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As for the disadvantages to the economic development program 
now of diverting oil revenues into the budget, it would seem that 
this would not be a very great burden since the Plan Organization 
has extensive authority in the law to borrow and also has considerable 
credit abroad in view of the fact that all of the oil revenues are 
increasing. Therefore, I do not believe that this need have a serious 
effect, although I cannot deny that it might have. 

Mr. Mounrarn. Under the law as presently constituted they could 
not do it anyway ; could they ? 

Mr. Hannan. They could not without special authority. 

Mr. Harpy. Well, of course, they might have to change the statute 
but we have to do that in order to meet emergencies here also. 

Mr. Hannan. That is quite right, Mr. Chairman. 

Mr. Harpy. The question that bothers me is this: The Plan Organ- 
ization has been going how long? 

Mr. Hannan. Since 1949. 

Mr. Harpy. Since 1949? 

Mr. Hannan. Yes, sir. 

Mr. Harpy. The Plan Organization has had as its major objective 
the stimulation of the Iranian economy; is that right? 

Mr. Hannan. That is correct. 

Mr. Harpy. What has the Plan Organization done that has had 
the effect, either direct or indirect, of increasing the Government 
revenues ¢ 

Mr. Hannan. Directly it would not have any effect; it was not 
calculated for that purpose, Mr. Chairman. 

Mr. Harpy. It might not have been calculated for that purpose, 
but it has built industries; hasn’t it? 

Mr. Hannan. That is correct. 

Mr. Harpy. It has increased the value of the economy ? 

Mr. Hannan. That is correct. 

Mr. Harpy. And it has not contributed anything to the govern- 
mental operations; is that right? 

Mr. Hannan. Directly? 

Mr. Harpy. Well, what has it done indirectly ? 

Mr. Hannan. I am simply a little bit confused by the import of 
the chairman’s question. 

Are you inquiring whether or not the Plan Organization has directly 
provided any revenues to the Government, or are you inquiring 
whether its operations perhaps secondarily removed provided addi- 
tional revenues ? 

Mr. Harpy. I do not care which way you take it. I think you have 
both possibilities. I am asking you what it has done, either directly 
or indirectly, sir. 

Mr. Hannan. I am trying to understand which one you mean. 

Mr. Harpy. When you are building industrial plants, you are 
putting into being tangible, fixed assets that have a productive capac- 
ity for somebody. 

Mr. Hannan. That is correct. 

Mr. Harpy. If they were in the hands of private industry, they 
would pay a tax, presumably, of some kind, whether it would be an 
ad valorem tax or production tax, but at any rate, that would be a 
source of revenue for the economy. Operating for the Plan Organ- 
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ization itself they produce profits presumably which im turn are added 
to the oil revenues to further stimulate the Plan Organization ? 

Mr. Hannan. Yes, sir. 

Mr. Harpy. Well, my goodness, is the thing not producing any 
beneficial effects to the Government as such, or is it continuing to drain 
the Government for the sake of building up an industrial organiza- 
tion that has no obligation to the Government ? 

Mr. Hannan. The Plan Organization. 

Mr. Harpy. That might be a long question, but—— 

Mr. Hannan. If you are asking how they are contributing to the 
taxing base, then they have made some contributions. The revenues 
that are received now are quite considerably larger than were received 
in 1949, although the revenues have not increased so much as expendi- 
tures. 

Mr. Harpy. What is the fundamental tax base in Iran? 

Mr. Grecory. The fundamental tax base is from the collection of 
customs taxes and next would come your income tax, and next would 
come your land tax. I have not the figures here, but generally I 
believe that will be borne out by the figures. 

Mr. Harpy. The gross national income should have increased since 
the Plan Organization has been in effect. 

Mr. Hannau. It has. 

Mr. Harpy. It has? Has there been any increase of consequence 
in the Government’s revenue from income sources ? 

Mr. Hannan. The Government’s revenue has increased, except dur- 
ing the period when there was no oil revenue, that is to say, from the 
spring of 1951 until virtually the end of 1954. Of course, the total 
Government revenue was cut down greatly not only through the loss 
of oil royalties, but also through the loss of foreign exchange which 
could finance imports and thereby produce customs receips to the 
Government. 

Mr. Meaper. Do we have anywhere in our record the budget of the 
Government of Iran for the period of years involved in this hearing’ 

Mr. Mountarn. We do not yet, Mr. Meader. 

Mr. Meaper. Is not that readily available? 

Mr. Hannan. Yes, sir; we have it, but I do not believe you have it 
in the record. 

Mr. Harpy. I do not know whether we want it in the record or not 
until we see it. 

If it is like ours, I do net know even whether we would want it in 
the record. 

Mr. Mraper. What I meant to say is this: We are giving $23 million 
here to the Government of [ran and I would like to know what they 
are raising for themselves, whether it is $1 million, $2 million, or 
$20 million. 

Mr. Hannan. Would you like to have the complete budget in the 
record, Mr. Congressman ? 

Mr. Mraper. I am talking about their sources outside of the money 
they got from us. 

Mr. Hannan. Yes, sir; we can provide you with figures on that. 

Mr. Harpy. I think it would be a good idea to have them submit the 
figures, and then see what would be appropriate to put in the record. 
I do not think we would want to undertake to have the whole budget 
placed in the record. 
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Mr. Hannan. I do not think so. 

Mr. Mraver. We do want a realistic evaluation. I do not want 
some artificial rate of exchange used. 

Mr. Hannan. Yes, sir; I understand. 

Mr. Mountain. Mr. Gregory, I believe you stated that so far there 
are three steps, one related to the other, by which the Iranian Govern- 
ment might bring its books into balance as far as its operating expenses 
go, and the first was the reduction of expenditures, the second was in- 
creased revenues, and the third one was utilizing some of the oil in- 
come now going to the Plan Organization. 

Mr. Greoory. Yes, sir. 

Mr. Mounrarn. Is there a fourth possibility in the form of the 
use of foreign loans? 

Mr. Grecory. Yes, sir; it has been my belief that the Iranian Gov- 
ernment could well use long-term, low-interest foreign credits that 
are available to it and that these credits could be assigned to the Plan 
Organization in lieu of oil income, thereby permitting the Government 
to use more of the oil income with which to meet its budgetary deficit. 

Mr. Mountain. Have they so utilized the loans which have been 
available to them ? 

Mr. Grecory. The Export-Import Bank provided a credit of $53 
million more than a year ago. This credit can be expanded. 

To this date the Iranian Government has used $14 million, and I 
think they are in the process of utilizing another $10 million. 

Mr. Mountarn. Is there any explanation as to why they have been 
slow in utilizing the loan possibilities ? 

Mr. Gregory. The Export-Import Bank loans limit the use of such 
loans to payment to American suppliers. The Plan Organization 
which might be the largest user of the loans has insisted that supplies 
and equipment be purchased on the world market at world market 
bids and that only to the extent that American suppliers are success- 
ful would Export-Import Bank credits be used. 

As a matter of fact, the European suppliers have been successful to 
a very great degree and to my knowledge the Plan Organization has 
not yet utilized any of the Export-Import loans. 

The Plan Organization has not used any of the Export-Import 
loans. 

Mr. Harpy. Do I understand that the Export-Import Bank loan 
authority requires expenditure of those funds for supplies bought in 
the United States? 

Mr. Grecory. That is correct, sir. 

Mr. Harpy. Actually, then, our grant of budget aid has had the 
effect of putting up dollars for procurement of needed supplies in 
other countries rather than from the United States? 

Mr. Grecory. Our purchase authorities are limited to the free world, 
Mr. Chairman. 

Mr. Harpy. Isee. I did not say a thing in the world about the Iron 
Curtain. 

Mr. Grecory. But our purchase authority by and large does provide 
that the supplies will be purchased on the world market. 

Mr. Harpy. So that actually the effect of our own budget aid pro- 
gram has been to nullify the desirable features of the Export-Import 
Bank insofar as American business is concerned ? 

Mr. Greeory. I agree with you, Mr. Chairman, on that. 





618 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Mountatrn. Then to the extent that any one or a combination of 
these four possibilities have not been utilized, it has been necessary to 
depend upon United States budgetary aid. Is that correct, Mr. 
Gregory ¢ 

Mr. Greeory. That is correct. 

Mr. Mountain. Would it be a fair statement to say that each of the 
alternatives other than the use of United States aid produces some un- 
pleasant if not unpopular measures that the Iranian Government 
would have to take 

Mr. Grecory. That is correct. 

Mr. Mounrarn. And that our aid has operated to make it at least un- 
necessary at the present time for them to face up to these unpopular 
possibilities ¢ 

Mr. Gregory. That is correct. Might I have that question re- 
peated—about the last part of it? 

Mr. Mounrtatn. Mr. Reporter, will you please repeat the question / 

(Question read. ) 

Mr. Grecory. I should change my answer to that somewhat. The 
Iranian Government is making considerable progress in meeting its 
problems regarding surplus employees and tax collections. They have 
diverted 10 percent of their oil income into the general revenues; they 
have raised the price of sugar, the price of tobacco, and they have made 
a genuine effort to increase the revenues of their country. 

While quite a few of these measures have been unpopular, it is a 
question of timing of how soon they can do all of this, and until that 
time arrives, when they can have a balanced budget, we have been 
putting up budgetary assistance. 

However, they have been facing up to their problems, too, to a very 
large degree, and they are fully aware of their problems at this time. 

Mr. Mountarn. Have they diverted any revenue from the Plan Or- 
ganization this year? 

Mr. Grecory. They diverted this year 10 percent of the oil income 
to the Government budget. Before that time this 10 percent was go- 
ing to the Plan Organization. In addition to this any increase in oil 
production over and above the scheduled production will go to the 
general revenues of the country. In addition to that, they have 
sharply reduced the expenditures of NIOC in order to get a greater 
amount of money out of the NIOC share. . 

As I say, they have taken a great many steps to raise the revenues of 
their country. 

Mr. Harpy. This 10 percent of the oil revenues you say now goes 
into the Iranian treasury ¢ 

Mr. Greeory. That is right, sir. 

Mr. Harpy. Did that require an act of the Majlis? 

Mr. Grecory. It did, sir. 

Mr. Harpy. And that was an action taken this year? 

Mr. Greeory. That was an action taken, I believe, right around the 
first of the year, sir. 

Mr. Harpy. Now, you spoke about increasing the efficiency or re- 
ducing the expenditures of NIOC. That would have the effect of in- 
creasing the net revenues of NIOC; would it not ? 

Mr. Grecory. No, sir; maybe I did not make myself plain. Among 
the expenditures of the NIOC is a proposed pipeline to carry the oil 
from Abedes refinery to Teheran and to Isfahan—that is not quite the 
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name of it. This will be a very expensive undertaking of about $35 
million. They intended to finance it out of income going to the NIOC. 
They are now arranging for the NIOC to use British foreign credits 
which have been made available on a long-term basis and in turn this 
will relieve the NIOC of these payments and that difference will go 
into the general budget of the country. 

This year that amount is computed at 1 billion rials which is about 
$13 million. 

Mr. Harpy. Thank you, Mr. Gregory. I do not have any further 
questions. 

Mr. Mraper. Do we have in our record the returns for the various 
years on the oil operations? 

Mr. Mounratn. Mr. Meader, we have asked the Department of State 
for complete schedules on many of these points including that one, 
some of which have already been submitted, and some of which will 
be submitted, and made a part of our record. There are others still to 
come. 

(Documents referred to appear as appendix VI.) 

Mr. Mraper. Is this going to be the net revenue to Iran? 

Mr. Mountain. Yes. 

Mr. Meaper. And to the Iranian economy / 

Mr. Hannan. From the oil operations. Actually, there are two 
principal sources of this revenue from oil operations. One is direct 
royalty payments but another which is exceedingly important is profit 
realized by the Government of Iran on exchange transactions which it 
performs for the foreign companies operating the oil industry. The 
foreign companies require large numbers of rials for the payment of 
their employees for the maintenance of the fields and for local procure- 
ment, and they buy these rials from the Iranian Government with 
foreign exchange. 

The Iranian Government, in turn, sells the foreign exchange to im- 
porters and in the transaction they realize a profit. This, therefore, 
accounts also for a rather sizable profit from the conversion and also a 
net increase in the foreign exchange income into the country. So, 
there are actually two major sources. That will be provided but it will 
be provided in these two categories. 

Mr. Meaper. I had the information, and I just wish you could con- 
firm it or correct it, that by 1958 they would have about $200 million 
out of the oil operations. 

Mr. Hannan. This isa figure which we have all heard several times, 
Mr. Congressman. That is possible. I can tell you that according to 
the agreement which was signed and approved in October 1954 be- 
tween the oil companies and the Government of Iran, the agreement on 
which they are now operating, production will be increased gradually 
over a 3-year period, at which time presumably it will have reached 
something approximating a normal level. It is set down in detail in 
the agreement the stages by which production will be increased over 
this 8-year period. According to this agreement and according to the 
current price of oil, when they reach the end of the 3-year buildup 
period which will be about October 1957, the Iranian Government will 
be receiving direct royalties in the vicinity of $188 million. 

Now, in the same law which Mr. Gregory mentioned a little while 
ago which recently allotted 10 percent of the oil revenues to the 
budget, it was also provided that if oil production or if oil prices. 
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should increase so that the total direct royalties to the Iranian Goy- 
ernment would be higher than approximately $188 million, then all 
of the excess above the $188 million—not 10 percent, but all—will go 
to the Iranian budget for a limited period of time. 

I think it is for 3 or 4 years. 

Mr. Meaper. And that is wholly outside of any profit they make 
on the exchange transactions ? 

Mr. Hannan. Yes, sir. 

Mr. Meaper. Can you give me a rough figure as to what that would 
amount to at the $188 million level ? 

Mr. Hannan. The exchange transactions ? 

Mr. Meaper. Yes. 

Mr. Hannan. I do not believe I have that information here, Mr. 
Meader. We have some figures, but I am afraid that any figure I 
give now might be mistaken. 

Mr. Harpy. Well, you had better be careful when furnishing that 
figure. 

Mr. Hannan. We will produce some information for you. 

Mr. Meaper. All right, sir. 

(Information referred to appears in appendix VI.) 

Mr. Harpy. I think we might as well quit for the evening. 

Mr. Greeory. I stated in my testimony of last Wednesday that 
when I appeared before you again I would have some further infor- 
mation on the Levant Express matter. I do have such information 
and I would like to give it to the committee in accordance with my 
statement of last Wednesday. 

Mr. Harpy. That is one of the things that we have not quite fin- 
ished. Tomorrow I think that we can finish with your testimony. 
The Levant Express matter is a thing I want to give you an oppor- 
tunity to give further testimony on. Suppose we defer that until 
the morning. I think that we can be through with everything we 
have immediately scheduled insofar as you are concerned. 

Mr. Grecory. Do you think then that I can be excused so that I 
can go to Iran the following mornimg? 

Mr. Harpy. It will be my intention to excuse you at noon tomor- 
row unless things go awry. 

The committee will stand adjourned to meet tomorrow morning at 
10 o’clock in room 304. 

(Whereupon at 5:05, the committee adjourned to meet the follow- 
ing morning, Tuesday, June 19, 1956, at 10 o’clock.) 
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TUESDAY, JUNE 19, 1956 


Hovse or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10:20 a. m., in room 304, Old House Office 
hewn! Hon. Porter Hardy, Jr. (chairman of the subcommittee) 

residin 
: Present? Representatives Porter Hardy, Jr., Henry S. Reuss, and 
George Meader. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel ; and Phyllis M. 
Seymour, clerk. 

r. Harpy. Let the subcommittee come to order. 

Let the record show the presence at this time of Mr. Reuss and my- 
self, constituting a quorum under the committee rules. 

N ow, Mr. Mountain, we have Mr. Gregory with us again this morn- 
ing and I hope we can conclude with his testimony promptly. Will 
you proceed ? 


TESTIMONY OF CLARK S. GREGORY, DIRECTOR, UNITED STATES 
OPERATIONS MISSION, IRAN; ACCOMPANIED BY LEONARD J. 
SACCIO, GENERAL COUNSEL, INTERNATIONAL COOPERATION 
ADMINISTRATION; NORMAN HANNAH, DESK OFFICER IN 
CHARGE OF IRANIAN AFFAIRS, DEPARTMENT OF STATE; AND 
H. F. BYRNE, IRANIAN DESK OFFICER FOR INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Mounrtarn. Mr. Chairman, I believe there were just 1 or 2 
unfinished pieces of business that we would like to have Mr. Gregory 
speak to this morning. 

One of them was the transaction of the Levant Express Co. about 
which we had some testimony earlier. 

Mr. Grecory. I would like to report, Mr. Chairman, some features 
of a small investigation that I have launched since my testimony last 
Wednesday. 

On Wednesday morning the field was contacted by telephone and 
instructed as follows: 

Cable Niact extract of early 1954 contract with Levant Express to transport 
cement necessary under emergency aid projects giving date of contract, amount, 


and names of signatories. This contract negotiated by Dickins and copy may 
be found with George Bliss, Liggitt, or in Dickins’ file. There may be a letter 
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of intent that preceded contract. If so cable extract. Also ascertain participa- 
‘tion, if any, of legal counselor in contract negotiation or execution evidenced 
iby memo’s, surnames, or initials below signatures. 


In response to this request I received a cable, dated June 14,” stat- 
ing as follows: 

Levant contract files disclose following: 

1. Carbon copy on printed surname form of letter dated January 23, 1954, to 
Levant concerning cement delivery and proposing contract conditions. No sur- 
names. Signature line “Randolph Dickins, Operations and Facilities Officer.” 
Letter headed “American Embassy, Teheran.” 

2. Letter proposal of Levant dated January 31, 1954, addressed to “Randolph 
R. Dickins, American Embassy.” Alternate proposal for Rls11,300,000. Appar- 
-ently signed by Vania Gregorian. 

3. Carbon copy on printed surname form of letter to Levant dated February 
1, 1954, signature line “Randolph Dickins, Operations and Facilities Offieer.” 
No surnames. Letter states Levant offer accepted and proposes contract 
conditions. 

4. Carbon copy office memo dated February 4, 1954, from H. F. Byrne, Chief, 
OEAP, to Randolph Dickins, Jr., operations and facilities officer, authorizing 
on behalf codirectors, joint fund, to “draw up” contract between codirectors and 
‘Levant for handling and hauling 5,000 tons cement. No surnames. 

5. Original Levant contract for 5,000-ton cement delivery dated February 8. 
1954, A. G. Panahy and William E. Warne, in behalf of joint fund for emergency 
and special economic assistance and by Vania Gregorian and one other illegible 
signature for Levant express transport (Iran). Contract amount is Rls11,300.- 
000. No‘surnames and no copies discovered. 

6. Carbon copy memo Byrne to disbursing officer dated February 8, 1954, 
purporting to attach R1s5,000,000 deposit check of Levant. Surnamed Byrne 
“only. 


It is signed “STOOPS.” 

Mr. Mounrarn. Mr. Gregory, I believe I missed the date there, 
the date of the contract, signed by Mr. Warne. 

Mr. Grecory. February 8, 1954. 

Mr. Mounratn. Then, just to interpret this document as to what 
it signifies: 

We have a pattern of negotiations in the form of letters, or at least 
evidenced by letters, beginning back in January of 1954. These nego- 
tiations continued through February 1, when there is a letter of 
intent to accept, signed by Mr. Dickins. 

Mr. Gregory. The cable states that it was a letter of acceptance, 
not of intent to accept. 

I don’t have the document: here so I cannot state-in full what is in 
the document. 

Mr. Mountain. Yes. 

Mr. Grecory. But the cable says that it is accepted with contract 
conditions, as I understand it. 

Mr. Mounrarn. It says, and I quote from the cable just submitted: 


Letter states Levant offer accepted and proposed contract conditions. 


Mr. Grecory. That is correct. 

Mr. Mounrarn. So that at this point we could presume that there 
‘were contract conditions still to be set forth; but in any event—— 

Mr. Gregory. I cannot make that assumption because I have some 
information that would indicate that Levant Express began to move 
the cement as of that date. 

Mr. Mounrarn. Prior to the existence of a contract ? 

Mr. Grecory. Prior to the existence of the contract dated February 
8 that was executed by Mr. Warne. 
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Mr. Mountarn. Can you tell us what information is on which 
you base that statement ? 

' Mr. Grecory. Mr. Byrne is here and I think he should give you this 
information. I called Mr. Byrne and asked him, as to when the 
cement started to move. 

Mr. Mountain. Mr. Byrne, you have been sworn ? 

Mr. Byrne. I have been; yes, sir. 

Mr. Mounratn. Go ahead. Mr. Byrne, Mr. Gregory has stated 
that he has information or you have information that this cement cov- 
ered by the Levant contract was moving prior to the existence of a 
contract; is that correct ? 

Mr. Byrne. Essentially that is correct, sir. I would like to say, I 
would like to take*a moment or two to set these things into proper 
sequence as I recall them. 

The shipment of the cement from Belgium, consisting of some 5,000 
tons was due in the Persian Gulf some time about mid-January, as I 
recall, 

The office responsible for handling the cement and distributing it 
across the country to the various projects which made up the so-called 
impact program was just being formed and the staffs were just being 
recruited. for this job. 

I had been brought-:down from Tabriz for the purpose of heading up 
this Office of Emergency Aid Projects. 

There had been heavy rains in January in the port area. In fact, 
there was a flood condition threatening the entire port area in January 
and this was one of the reasons for our trying to move very quickly 
to take care of this large shipment of cement, since there were no 
adequate covered storage warehouses available to us in the port area 
and that was one of the principal reasons for our moving quickly. 

Now, as I said, I had not yet acquired a staff myself for the pur- 
poses of this office and since we had for a year or so had a joint admin- 
istrative services organization performing all manner of administra- 
tive services for not only the American personnel but for the program 
in which we were jointly engaged with the Iranian Government—I 
cannot recall exactly, sir, whether I took the initiative in asking Mr. 
Dickins to help draw up a contract or whether Mr. Warne himself 
asked..Mr. Dickins to step in and help draw what appeared to be a 
rather complicated eontract. 

In any case, Mr. Dickins did take over on the matter of drawing up 
the contract. 

Now, this, in my opinion, took place during the same week that the 
ship was expected in the Persian Gulf, which I would place somewhere 
around the 20th or 27th of January, along in there. 

Mr. Mountain. Well, I don’t believe you gave an answer as to 
whether you knew that the material was being moved prior to the 
existence of a eontract. 

Mr. Byrne. Why, yes, I did know the material was being moved 
because the concern which later turned out to be the contractor, Levant 
Express, was in touch with Teheran by telephone and telegraph, giving 
us day-to-day descriptions of the condition in the port area, of heavy 
rains, and what steps they were taking to try to save or salvage the 
cement as it was being unloaded. 
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Mr. Mounrarn. Do you know who entered into the agreement with 
the Levant Express Co. to move this cement prior to the existence of 
a contract ? 

Mr. Byrne. Well, the testimony which has been offered already in- 
dicates that a letter of acceptance was written by Mr. Dickins and 
received, presumably, by the Levant Express Co. 

Mr. Mountarn. And that was dated as of February 1, according 
to this cable ? 

Mr. Byrne. Dated as of February 1. 

Mr. Harpy. Do I understand you to indicate that the movement of 
the cement by Levant had begun even before that ? 

Mr. Byrne. It is my recollection, sir, that the ship entered the 
Persian Gulf port at some time just shortly before the 1st of February. 

Mr. Harpy. And upon the discharge of the cement, somebody started 
moving it? 

Mr. Byrne. And the ship immediately started discharging the 
cement, sir, and it was placed on the dock and when the rains came, 
why, it was begun to be moved forward. 

Mr. Harpy. And can you definitely state that. occurred prior to 
February 1? 

Mr. Bryne. I cannot do it on the basis of my recollection. 

My. Harpy. Can you definitely fix that date as prior to February 
8% 

Mr. Byrne. I think I could safely say it was prior to February 8, 
sir. It seems to me that the first cement arrived in Teheran in the 
first week of February. 

Mr. Harpy. Well now, actually we are running into a situation here 
where I do not think that we ought to be too loose in our construction. 
It is liable to lead us directly to some conflicting testimony. If you are 
sure of it all right; but. I would hesitate to accept the kind of testi- 
mony that says, “I think I can safely say,” which I think is what you 
said, in this kind of a situation. It would be better not to have that 
kind of testimony in the record. 

Mr. Byrne. Well, I would like to amend my testimony, then, to 
say that I cannot state definitely that any cement was moved in the 
port area prior to February 8, 1954. 

Mr. Harpy. Now, you indicated that there were some telephone 
conversations. 

Mr. Byrne. These conversations were between the representatives 
of the Levant Express Co. in the port area, and their main office in 
Teheran and, as far as I know, nobody in our office talked with any 
of their agents. 

Mr. Harpy. What knowledge do you have of those telephone con- 
versations ? 

Mr. Byrne. Well, I merely have the recollection of Mr. Gregorian 
coming to my office to tell me what the situation was. 

Mr. Harpy. And, to the best of your recollection, you fix that as 
prior to February 8? 

Mr. Byrne. To the best of my recollection. 

Mr. Harpy. Well, now, one other thing: If that was the case, were 
you aware at the time that Levant Express Co. was blacklisted by 
the Embassy ? 

Mr. Byrne. I had no official notice of that, sir. 
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Mr. Harpy. Did you have any unofficial notice of it? 

Mr. Byrne. I heard some discussion about it; yes, sir. 

Mr. Harpy. And did you consider you had any responsibility to 
make a definite determination in that respect ? 

Actually, Dickins was helping you out; wasn’t he? 

Mr. Byrne. Yes, sir. 

Mr. Harpy. And so, actually, Mr. Dickins was assuming some of 
your responsibilities; is that right? 

Mr. Byrne. Yes, sir, I think that is correct. 

Mr. Harpy. So that the responsibiilty for being sure that a proper 
carrier was employed to haul that cement, it seems to me, must have 
had some bearing on you. 

Mr. Byrne. Well, I should say that my responsibility was to insure 
that the cement which had been obtained for this special program 
reached its destination and was used for the purposes for which it was 
intended. 

One of the steps in this chain, of course, is the entering into negotia- 
tions and a contract with a contractor to move the cement. 

Mr. Harpy. Irrespective of the fact that a particular contractor was 
barred from performing any service on behalf of the United States 
Government ? 

Mr. Byrne. Well, sir, I had no direct knowledge of that. 

Mr. Harpy. You have indicated that you had heard 

Mr. Byrne. I heard some word to that effect; yes, sir. 

Mr. Harpy. And it is your testimony you did not undertake to find 
out anything about it? 

Mr. Byrne. I cannot recall calling a meeting for that. 

Mr. Harpy. Do you have any recollection of having suggested that 
you could ignore the fact they were blacklisted because this was the 
property of the Government of Iran? 

Mr. Byrne. No, sir, I have no such recollection. 

Mr. Harpy. Did you try—is it your testimony you did not make 
any Wem to find out about the propriety of using the Levant Express 

0. 2 

Mr. Byrne. No, I don’t think that is correct. I think there was 
some discussion that I had with Mr. Dickins, very brief discussions. 

Mr. Harpy. Well, you said you had no official record they were 
blacklisted ? 

Mr. Byrne. Well, sir, that is correct. 

Mr. Harpy. Where do you get official word from ? 

Mr. Byrne. I would receive official word in the form of a general 
order, in the form of a staff notice, and 

Mr. Harpy. Is that the only way you could? 

Mr. Byrne. Or, when I was instructed specifically by one of my 
superiors. 

Mr. Harpy. And that is the only way you could get official 
knowledge? 

Mr. Byrne. Yes, sir. 

Mr. Harpy. And you act only on the basis of official knowledge and 
you do not take any responsibility for personal information that comes 
to your attention about the propriety of someone being employed by 
the United States Government? F 

Mr. Byrne. As I say, sir, based on the rumor, if you will, that I 
heard, I had a recollection of discussing this briefly with Mr. Dickins. 
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Mr. Harpy. Did Mr. Dickins tell you this company was black- 
listed ? 

Mr. Byrne. No, sir, I don’t believe he did. 

Mr. Harpy. Well, now, did you tell Mr. Dickins? 

Mr. Byrne. As I said, as I recall, sir, I said that I had heard some- 
thing to the effect that the Levant Express Co. was not being used 
any more by the American Embassy and I asked if this would have 
any effect on our entering into a contract, and my recollection is Mr. 
Dickins said he would take care of it. 

Mr. Harpy. Did you seek to—did you communieate further with a 
higher official? Mr. Dickins was a subordinate, was he not? 

Mr. Byrne. I went to no higher official, sir. 

Mr. Harpy. You did not seek any legal opinion as to whether or not 
this firm that was to be used should be used ¢ 

Mr. Byrne. No, sir, not specifically. 

Mr. Harpy. Did you have any knowledge, official or otherwise, as 
to the reason this firm was blacklisted ? 

Mr. Byrne. No, sir, I had no knowledge of—would you ask your 
question again ? 

Mr. Harpy. Did you have any knowledge, official or otherwise, as 
to the reason this firm was blacklisted by the Embassy ? 

Mr. Byrne. I heard a rumor, sir; that is all. 

Mr. Harpy. Well, if you heard the same rumor that I heard, did you 
not consider that it was of sufficient gravity to try to be sure it was 
proper to use that agency ? 

Mr. Byrne. Yes, sir. 

Mr. Harpy. Well, what did you do about it? 

Mr. Byrne. I asked Mr. Dickins if he would take care of that. He 
said he would. 

Now, in accordance with our procedure, sir, there are certain steps 
that are customarily taken in the clearance of documents, official 
papers, and Mr. Dickins was acquainted with them just as all of us 
in the operations are, and I assumed that when the contract was ready 
for signature, that these clearances, that the procedure had been fol- 
lowed, and that everything was in order. 

Mr. Harpy. Actually, Mr. Dickins was an employee of the Em- 
ba:sy ; wasn’t he? 

‘Vir. Byrne. Yes. 

Mr. Harpy. And you were a member of the mission ? 

Mr. Byrne. I was. 

Mr. Harpy. Did the mission have an active controller at that time? 

Mr. Byrne. Yes, sir. 

Mr. Harpy. And what was his name? 

Mr. Byrne. Mr. Charles T. White. 

Mr. Harpy. Did you talk to Mr. White about this matter ? 

Mr. Byrne. Not before the signature, as I recall. 

Mr. Harpy. Did you talk to anybody after? 

Mr. Byrne. I talked to Mr. White about this matter on several 
occasions, sir, but. not—that is, about the contract; my conversations 
with him had to do with an advance which might be made to the con- 
tractor; also about the posting of a bond by the contractor, and such 
technical matters. 

Mr. Harpy. Did you have any conversations with Mr. Warne about 
this at all? 





Mr. I 
with Mr 
Mr. E 
mission 
this com 
Mr. E 
Mr. EF 
Mr. B 
Mr. E 
Mr. E 
nection, 
Mr. I 
minatio: 
Mr. I 
adminis 
our nor! 
Mr. H 
heard tl 
tify any 
Mr. Ef 
Mr. G 
Since 
ineludir 
Counsel 
Dickins 
with Mi 
Iam 
dence; | 
degree, 
mittee t 
On T 
upon re 
the con 
In m} 
that Mi 
decision 
matter | 
lL also 
he had 
heard c 
signed : 
He st 
ground 
that. the 
funds a 
I mys 
I do re 
isn’t mi 
I hav 
ceived ¢ 
ing hin 
cement 
time, sh 
movem« 





UNITED STATES AID OPERATIONS IN IRAN 627 


Mr. Byrne. I cannot remember having any special conversations 
with Mr. Warne about this matter. 

Mr. Harpy. You did not tell Mr. Warne or any high official in the 
mission that you had heard some question of the propriety of using 
this company ¢ 

Mr. Byrne. No, sir; I have no recollection of so stating. 

Mr. Harpy. Was Mr. Gregory the legal counsel at that time? 

Mr. Byrne. Yes, sir. 

Mr. Harpy. You had no discussion with Mr. Gregory about it? 

Mr. Byrne. I cannot recall any meeting that we had in this con- 
nection, sir, before the signing of the contract. 

Mr. Harpy. And you made no effort to secure any legal deter- 
mination ? 

Mr. Byrne. No, I did not, sir. This was—I regarded this as an 
administrative matter which would be taken up in accordance with 
our normal procedures. 

Mr. Harpy. Well, you did not consider that the basis upon which you 
heard that this company was blacklisted was sufficiently serious to jus- 
tify any very extensive pursuit of it? 

Mr. Byrne. That would be a correct statement; yes, sir. 

Mr. Gregory. Can I goon further? I would like to go on further. 

Since last Wednesday, I have talked with various people involved, 
including Mr. Warne, Mr. White, Mr. Larry Frank, who was the 
Counselor of Administration in the Embassy, and from whom Mr. 
Dickins stated he received clearance. I also had a short conversation 
with Mr. Dickins. 

I am fully cognizant of the fact that what I say here is hearsay evi- 
dence; however, I think that it can clarify the situation to a certain 
degree, and the individuals involved can be brought before the com- 
mittee to give direct testimony. 

On Thursday morning of last week, Mr. Dickins stated to me that 
upon review of the matter he was confident that I was not present. at 
the conference in which the Levant Express Co. was discussed. 

In my conversations with Mr. White, from whom Mr. Dickins stated 
that Mr. Warne had instructed that Mr. White was to get a legal 
decision from me, Mr. White states that he did not come into thé 
matter until after the contract was signed and the cement was moving. 

I also talked with Mr. Larry Frank, from whom Mr. Dickins stated 
he had obtained clearance, and Mr. Frank states that the first he had 
heard of a Levant Express matter was after the contract had been 
signed and the cement had been moved. 

He stated that he telephoned me at the time, giving me the back- 
ground of the Levant Express Co. and that in effeet when I discovered 
that. the contract had been signed, I pointed out that these were joint 
funds and that the contract would be enforcible under Iranian law. 

| myself do not remember precisely giving this type of information. 
I do remember in effect saying, “Well, if the contract is signed, there 
isn’t much that we can do about it now.” : 

[ have also talked to Mr. Warne who, in effect, told me that he re- 
ceived a telephone call from Mr. Radji of the plan organization, ask- 
ing him to come over and discuss the matter of the movement of the 
cement that was very urgent, and that either at that time or some later 
time, shortly thereafter, he and Mr. Panahy signed the contract for the 
movement of the cement. 
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T fully realize that this does not serve as a full investigation of this 
matter and I am willing to attempt to get such other information or to 
have the appropriate agency in ICA obtain such other information as 
the committee feels that it would desire. 

This ends the work that I have done on this matter. 

Mr. Mounrtatn. In this conversation that you had with Mr. Frank, 
did Mr. Frank tell you that he gave Mr. Dickins clearance to proceed 
with the negotiation of this contract ? 

Mr. Grecory. He states that he did not know of the Levant Express 
matter until after the contract had been signed and the cement was 
moving. 

He stated, conversely, that he did not give any clearance prior to 
the execution of the contract. 

Mr. Mounratn. Did he indicate to you how it came to his attention 
in such a manner that he felt called upon to discuss it with you after 
the signing of the contract? 

Mr. Grecory. He did not so state. 

Mr. White stated that he was in Mr. Frank’s office at the time Mr. 
Frank brought Mr. Dickins in to discuss the Levant Express contract 
and both Mr. White and Mr. Frank placed this conversation at a time 
after the contract had been executed. 

Mr. Mountarn. Do you have any information from the various 
people you have talked to that Mr. Dickins had had any conversation 
with Mr. Warne about this matter? 

Mr. Grecory. I don’t have any information on that. I did not go 
into detail with Mr. Warne, the fact of the matter is, because I know 
that Mr. Warne will return here this next week and will be before 
the committee, and I feel that he should make his own statement. 

I was not present at any of these conversations and Mr. Warne did 
not discuss any of these conversations with me. 

Mr. Mountarn. Is Mr. Frank in town, so far as you know? 

Mr. Greoory. Mr. Frank is in Jamestown, R. I. Hawthorne Road 
is the address, Jamestown, R. I. I contacted him by long-distance 
telephone. 

Mr. Movnvarn. Is it your testimony that you had no conversa- 
tions, no discussions, on this Levant Express matter or anything con- 
nected with it until after the contract was signed ? 

Mr. Grecory. I would say that in accordance with my best memory, 
T have no recollection of any conversation regarding the Levant Ex- 
press matter except the following: 

1. When Mr. Dickins came to my office and said, “Mr. Warne told 
me to get the cement moving. I have got it moving. I have exceeded 
my authority and I have got to go in and straighten it out with him.” 

Now, that was the first notice that I had that the cement was being 
moved and that a contract had been executed. 

Mr. Mountarn. And you place this as of a date after the execution 
of the contract? 

Mr. Grecory. That is something that I am not entirely clear upon. 
It either occurred February 1, or else it occurred after the contract of 
February 8. 

My impression is that this conversation followed February 1, for 
the reason that Mr. Dickins stated to me during this conversation that 
he had worked Saturday, Sunday, and all day Monday getting this 
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cement moving, and that he had talked with large numbers of people 
and that he had finally gotten the job on the road. 

I have looked back at the calendar and to the best of my knowledge, 
Saturday, Sunday, and Monday occurred on January 30, January 31, 
and February 1 of 1954. 

However, I was not apprised in this conversation with Mr. Dickins 
of who the contractor had been that had been selected. 

I did not hear anything more about this matter until Mr. White 
came in to see me after the contract was signed and discussed with me 
certain provisions within the contract having to do with the putting 
up of a five million deposit check and certain other matters in there 
that I do not recall at this time. 

Mr. Mounrtatn. Did Mr. Dickins tell you in what respect he had 
exceeded his authority ? 

Mr. Grecory. No, he did not. He more or less passed through my 
office—I had the feeling that he had gone into Mr. Warne’s office, he 
was around the corner and had to wait and passed through my office. 

I asked him a couple of hours later what had been the result of the 
conversation and he said that Mr. Warne had given him a rough time 
and had told him not to do it again. 

Now, this conversation is very clear in my mind and I would say 
in explanation of this that Mr. Warne had delegated authority to 
Mr. Dickins for the signing of contracts up to a certain amount. 

I do not remember what that amount was. I can ascertain it out 
in the field. I assume that he had exceeded the contract as far as the 
amounts were concerned. 

I was not brought in on the matter at this time and I was occupied 
with other duties, also. 

Mr. Mounratn. Well, I think one thing is a little unclear, Mr. 
Gregory. 

Certainly, I think you have testified that once this contract was 
signed, nothing could be done about it, since it was an Iranian Govern- 
ment agency. 

Now, if the question had arisen as to the signing of the contract, the 
contract which was signed not by Mr. Dickins, but by Mr. Warne, it 
could hardly be a question of Mr. Dickins having exceeded his author- 
ity in that regard. 

Mr. Grecory. I did not reach the conclusion that nothing could be 
done about this until after Mr. Frank called me and told me about the 
Levant Express Co. and told me that the contract had been signed 
and the cement was moving. 

At that time I reached the conclusion that this was a joint fund 
operation; that the Iranian members of the joint fund were subject to 
suit in the Iranian courts; that they could not interpose as a defense 
to such a suit the kind of information that we might have against this 
company. 

Mr. Mountarn. In the signing of contracts, was the legal officer 
normally consulted ? 

Mr. Grecory. Not upon this type of a contract. 

The operations and facilities office of the Embassy prepared and 
executed all kinds of operational contracts involving the transporta- 
tion of goods, local procurement, for all kinds of matters that did not 
flow through my office. 
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Mr. Mountarn. And this was one of that type of contract ? 

Mr. Grecory. Yes. 

Mr. Mounrarn. In which you would have no concern ? 

Mr. Grecory. This is the type of contract which ordinarily would 
not come across my desk. 

J Me. Mountain. But you were involved in discussion of it after the 
act ¢ 

Mr. Grecory. That is correct. 

Mr. Mounratn. In other words, you were involved in discussion of 
a contract that normally was not your concern? 

Mr. Grecory. Mr. Frank called me on the matter, arising from the 
fact that the contract had been signed, and expressed his concern over 
the fact that this company had been selected as a suitable contractor. 

Mr. Mounrarn. Well, if we have our records straight, what we 
have said so far this morning, including the documents you have 
introduced into the record, is that as of February 1, there was a let- 
ter of acceptance signed by Mr. Dickins to the Levant Express Co. 
and proposing contract conditions; then on February 4, Mr. Byrne 
authorized that such a contract be drawn up; and on ives 8 Mr. 
Warne signed such a contract; and on February 8 Mr. Byrne au- 
thorized or requested disbursement to be made in support of that 
contract; and that at no point up to this time were you brought into 
it as the legal counsel. 

Mr. Grecory. First, I would like to say that the last item was not 
for disbursement. That was a check of 5 million rials, a deposit 
check that was executed by the Levant Express Co. 

Mr. Mountain. Well, the item reads: 

6. Carbon copy memo Byrne to disbursing officer dated February 8, 1954, 
purporting to attach rials 5 million deposit check of Levant. Surnamed Byrne 
only. 

Mr. Grecory. Yes. Now, I would say that I am greatly sur- 
prised to find that my initials or surname did not appear in connec- 
tion with the contract that was signed by Mr. Warne. 

It was the practice of Mr. Warne to insist that I review contracts 
which he himself signed. It was a practice that we never deviated 
from, that when he signed a contract, I put my initials right opposite 
his signature. 

Mr. Mountarn. Was that without regard to the type of contract, 
whether it was an operations and facilities type of contract, or other! 

Mr. Grecory. This is the only case that I know of that Mr. Warne 
signed a contract of this magnitude in which I did not place my sig- 
nature opposite his signature. é 

I have absolutely no recollection on my part of this coming to me 
in any way until Mr. White came in to talk with me, and I received 
the call from Mr. Frank. 

I would like to point out that Mr. Warne was getting ready then 
to return to the United States upon consultation, and he did not return 
until March 25, and I left 5 days later upon my home leave and con- 
sultation and hence at no time did I discuss this matter with Mr. 
Warne to find out why this contract was signed without my sig- 
nature appearing beside his; and to be absolutely fair to all parties 
concerned, I want to again check the record out in the mission when 
I return to make every effort to see if I did participate in any way 
through this period of time. 
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My recollection is now that I did not participate in ny way. I 
so stated on the record at the time that I was first asked about it, 
jast Tuesday, and I had made no preparations in advance, and it 
js still my recollection that I did not participate in the selection of 
this contractor, and it was only after the contract was signed and 
I was faced with the situation of a contract having been signed 
involving funds that were within an Iranian agency that was subject 
to suit, that I then held that the contract was an enforcible contract. 

I do want to state in further explanation, though this is not relevant, 
that I did conduct thereafter a study upon the question of the type 
of security clearances that were necessary where joint fund operations 
were involved. The study was not completed until after I had gone 
to Jordan, where I was faced with a similar matter there. 

However, I did send in a recommendation, I did get approval, and 
I am authorized to quote the present policy on joint fund contractors 
and employees : 

Joint fund contractors and employees will receive security clearance through 
host government channels. ICA urges host governments to investigate such 
contractors and employees and to avoid use of unsuitable contractors or personnel. 

Mr. Mountain. Do you recall, Mr. Gregory, that last week when 
we were discussing this Levant Express business, you informed the 
committee that if we would hold the matter over until last Friday, 
you would be able to get all of the pertinent information from the 
field and then would be prepared to make a complete response and 
statement on your role in connection with the Levant Express matter ? 

Mr. Greeory. I don’t think that I went that far in my statement. I 
think I said I would attempt to get available information and I have 
made every effort that I could under the circumstances. 

Mr. Mountain. But, is it your testimony now that there may be 
other information in the field that may cause you to change the testi- 
mony you have given this morning ? 

Mr. Gregory. There may be. I say that all information having to 
do with a contract should be in the contract file. All contractors— 
all contracting officers must keep in the contract file the clearances, 
approvals necessary, and preparatory to the contract itself. However, 
there may be other documents either in the Office of Emergency Aid 
Projects which might shed some further light on this matter—I don’t 
believe there is, but I feel that I should make every effort to ascertain 
if there is any additional information. 

I hope to be in Teheran on Sunday and this will be one of my first 
duties after I get to Iran. 

Mr. Mounrarn. Would it be fair to state that, as the record now 
stands, it is your testimony that prior to the negotiation and signing 
of this contract you had no part at all in it ? 

Mr. Gregory. To the best of my recollection, that is the case. 

Mr. Byrne. May I make a statement to clear what Mr. Gregory has 
said on this point ¢ 

I would like to make one little reference to this memorandum of 
February 4, 1954, which, according to the testimony offered was writ- 
ten by me to Mr. Dickins, purportedly requesting Mr. Dickins to 
undertake the negotiation of this contract. ; 

[ would like to say that the purpose in so doing and so writing such 
a’ memorandum was to enable my Oflice of Emergency Aid Projects 
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to avail itself of the services of the contracting officer of the United 
States operations mission, since I had no staff at that time which was 
competent to undertake a complicated contract job of this sort. 

The other point that I would like to state again and reemphasize 
is the fact that this contract, according to the information received 
from the field, did not receive the normal clearance that such papers 
do, as Mr. Gregory and I have both testified. — 

My recollection is that one of the people in my office carried this 
contract to the Director, Managing Director of the plan organization, 
Mr. Panahy, obtained his signature and then brought it back to Mr. 
Warne’s oflice for his signature. 

Now, this was a young man who had only just begun working in 
my office and was not personally acquainted with our routine. 

Mr. Mounrarn. Would you identify him? 

Mr. Byrne. His name was George T. Bliss. 

Mr. Mountatn. Where is Mr. Bliss now / 

Mr. Byrne. Mr. Bliss is in Teheran at the present time. As I re- 
call now, it came to me somewhat as a surprise and a shock to learn 
that Mr. Warne and Panahy had signed this contract in the absence 
of the usual clearances that we were accustomed to obtaining. 

Now, Mr. Bliss, as I say, was a new employee of my oflice and was 
not acquainted with these matters, and under my instructions carried 
the contract to the plan organization and back to Mr. Warne, and 
then I understood it had been signed, later in the day. 

Mr. Mounrarn. I would like to read the following statement by 
Mr. Dickins in our hearings on June 12, appearing on page 817: 

Mr. Dicxtns. If I may, sir, I did not sign the contract. 

Mr. Harpy. Who did? 

Mr. Dicxrns. I drew up the conditions which should be included in such a 
contract and turned that over to Mr. Byrne; then brought the Levant Express 
officials to Mr. Byrne’s office, they completed the negotiations after my departure 
from Mr. Byrne’s office. 

Is that a correct statement ? 

Mr. Byrne. The Levant Express officials signed the contract in my 
presence; yes, sir. Mr. Dickins was not present at that time. 

Mr. Mountarn. Well, let me repeat what Mr. Dickins said: 

I drew up the conditions which should be included in such a contract and 
turned that over to Mr. Byrne; then brought the Levant Express officials to 
Mr. Byrne’s office, they completed the negotiations after my departure from 
Mr. Byrne’s office. 

Mr. Byrne. I think there is some implication there that the contract 
was not drawn up in final typed form at the time. 

Let me correct that by stating that it is my recollection that Mr. 
Dickins brought in the final contract and not simply a collection of 
points to be included in the contract. 

Mr. Mountain. But at this point, I think there is a little element 
of confusion with your earlier testimony that you merely had Mr. 
Dickins carry out certain things on your behalf in which you were 
not otherwise concerned. 

At this point it would appear that you were actively concerned 
in the final processing of the contract. 

Mr. Byrne. In the signature; yes, sir. 

Mr. Mountain. And whatever negotiations were necessary with 
the contractors ? 
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Mr. Byrne. No, sir; I undertook no negotiations with the con- 
tractors; no, sir. 

Mr. Mountain. Well, is it to be understood that what happened 
was that Mr. Dickins br ought this form to you, and he brought the 
officials to your office; and he left and then the signature was “placed 
in your presence, by the Levant people, and you forwarded the con- 
tract to Mr. Warne for his signature? 

Mr. Byrne. That is correct. I undertook no direct negotiations. 

Mr. Mounrarn. And at this time were you aware of those rumors 
which you referred to in your responses to the chairman’s questions? 

Mr. Byrne. I believe I so testified. 

Mr. Mounrain. You were aware at the time of the rumors going 
on ¢ 

Mr. Byrne. Yes, sir. 

Mr. Mountain. And it is also your testimony, Mr. Byrne, that you 
did not consult with anyone else, Mr. Gregory or Mr. Warne or Mr. 
White, about the rumors? 

Mr. Byrne. I don’t recall any specific conversations on this subject 
with those people. 

Mr. Mountarn. Was it before or after this that Mr. Dickins told 
you it was a blacklisted firm? 

Mr. Byrne. I never was told it was a blacklisted firm. 

Mr. Mountain. You never were? 

Mr. Byrne. No, sir. I understood that there was some rumor 
going around to the effect that the American Embassy was no longer 
doing business with this company. That is the only thing I knew. 

Mr. Gregory. Could I just make a comment, and that is if there is 
any further effort that I could put forth upon this matter, I ask that 
the committee write me a letter either in Teheran or through Mr. 
Saccio’s office, who is General Counsel of ICA, and he will forward it. 

Mr. Mountarn. I would think, Mr. Gregory, it might be appro- 
priate, in view of the fact that you have offered to search your records, 
when you return to Teheran, if you discover any information which 
would cause you to change your testimony you have already given, 
that you immediately send it to the committee ? 

Mr. Grecory. I certainly will do so. 

Mr. Mounratn. Mr. Chairman, if I may, I think we ought to pro- 
ceed to another subject at this point. 

Mr. Reuss (presiding). Any questions? 

Mr. Meaper. I have no questions. 

Mr. Mounrarn. Mr. Gregory, will you tell us what your planned 
strength is for fiscal 1957 ? 

Mr. Grecory. My planned strength for fiscal 1957 is 30 adminis- 
trative personnel directly employed by ICA from administrative 
funds; 222 personnel directly employed by ICA under program funds; 
and 126 contract personnel, the cost of which will be paid from pro- 
gram funds. 

Mr. Mounrarn. This would give a total of 378 personnel altogether, 
on both technical and administrative type ? 

Mr. Grecory. Yes, sir. 

Mr. Mountarn. These are all Americans, I presume? 

Mr. Greeory. These are all Americans. 

Mr. Mounta1n. Would you say that the program in Iran is in- 
creasing or decreasing in size? 
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Mr. Grecory. I would say that the program in Iran on the tech- 
nical assistance side is holding approximately level. _ 

However, I should point out that we are redirecting the program 
to give much greater emphasis upon public administration. It 1s my 
belief that Iran needs assistance in internal management more than 
it does in any other field. 

Now, the strength that I have asked for will, of course, not be met 
in full and I would say probably that we will not have more than 75 
to 80 percent of these people on board at any one time. That has 
been the experience in the past and very often considerably less than 
that percentage. 

Mr. Mountain. So that you would probably have, out of your 378 
total, something in the neighborhood of 304 people, if you had 80 
percent. 

Mr. Greeory. That is correct. 

Mr. Mountain. For the record, Mr. Chairman, I would like to read 
from a hearing before the Subcommittee on Appropriations on Mutual 
Security Appropriations for 1956. A table appears on page 254 of 
those hearings which gives the summary by major cost components 
of the program in Iran. 

In 1954, for technical cooperation only, 203 United States Govern- 
ment technical personnel ; 63 contract services, for a total of 266. 

In 1955, 198 United States Government technical personnel, plus 
115 contract services personnel, for a total of 313. 

In 1956, United States Government technical personnel 150; the 
number of contract personnel 146, for a total of 296. 

These were all in the technical-cooperation program. 

Mr. Grecory. Might I ask if this was the authorized strength or 
was just the number of people we really have, we were to have on 
board June 30 of 1956? 

Mr. Mountarn. The record does not indicate which, Mr. Gregory. 
I would presume that, at least, for the earlier figures it did. The date 
of June 1956, would not apply, because it gives technical-cooperation 
program by fiscal year, and I have read the figures for 1954 and 1955, 
as well as 1956. 

I think that the point that we want to clear up is, as against these 
figures, if we take your expected figure of about 304 people actually 
on board, you will have more people, or at least you will maintain the 
same level of people that you had back in fiscal 1955 ? 

Mr. Grecory. I would like to point out that the figures that I gave 
you included 30 administrative people that I do not believe are in- 
cluded within the figures that you have before you, Mr. Mountain. 

Mr. Mounrarn. Well, then, to make them comparable, we should 
reduce the figures you have given by 30 people? 

Mr. Grecory. That is right. 

Mr. Mounrarn. So if we take the authorized strength, you will 
have 348? 

Mr. Grecory. That is correct. 

Mr. Mounraun. Is there any indication that you will have all of 
your administrative people on board? 

Mr. Grecory. No, sir; we are running from 3 to 10 short at various 
times during the year on those 30. I don’t have the figures at this 
time as to how many we have on board, but I can get them. 
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Mr. Mountain. Well, in any event, the picture is not too distorted 
if we say that the number of people being used out there is approxi- 
mately the same as they have been over the past 2 or 3 years? 

Mr. Greeory. That is correct. 

I would like to point out that in the previous years we received 
$8,500,000, approximately. This last year we received $8 million for 
technical assistance ; that it is my intention to have the greatest amount 
of the technical assistance funds used to pay the costs and salaries 
of the technicians, themselves. Therefore, I believe that the technical 
asistance program in Iran, instead of being decreased, if anything, 
should be increased in accordance with the ability of the Government 
of Iran to receive and absorb such technical assistance. 

Mr. Mountain. Are you having currently the experience, which I 
believe you told us yesterday was characteristic of the early years, of 
technicians arriving before the equipment that they have to work 
with, or equipment arriving before the technicians? 

Mr. Greeory. No, I vicuid say that the technicians who arrive in 
Iran at this time find ample demonstration equipment within Iran 
with which they can demonstrate their skills and techniques. Hence, 
I am decreasing to the extent possible procurement of goods, supplies 
and equipment necessary to assist the technicians in demonstrating 
their techniques and skills. 

Mr. Mounratn. I believe you testified yesterday that the new pro- 
cedure, which I believe you called integrating the program, was just 
going into effect, and that, while a residual master joint fund would 
remain, the large scale master joint fund would go out of existence 
that had been in existence since April 1954 would no longer exist. Is 
that correct ? 

Mr. Grecory. It will be reduced in function and size. 

However, I have my complete organizational chart here for July 1, 
1956, which shows that we will still continue about the same number 
of Americans in the joint fund as we have had before. 

Mr. Mountain. How many Americans will that be, Mr. Gregory? 

Mr. Grecory. Ten. 

Mr. Mounta1n. Approximately 10 Americans? 

Mr. Grecory. That is correct. 

Mr. Mounrarn. Is this approximately the level of American per- 
sonnel you have had assigned to the master joint fund since its incep- 
tion ¢ 

Mr. Grecory. Yes, sir. At times, it has been 2 or 3 above 10 and 
sometimes the people on board have dropped to perhaps 7. 

Mr. Mountain. Do you have any information as to how many 
Americans were in the Joint Administrative Services, as far as the 
functions now performed by the master joint fund are concerned ? 

Mr. Gregory. I don’t know, Mr. Mountain. I heard the testimony 
that was given here the other day by Mr. Dickins, but I have no infor- 
mation other than the information that he has already given in his 
testimony. 

Mr. Mountain. Well, would you know whether it was more than 10? 

Mr. Grecory. I think it was 17, as he stated, but I could be incorrect, 
and the record will bear that out. I think he asked for 27, and I don’t 
know that he ever stated that he had that many abroad. 
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Mr. Mounrtarn. I believe that testimony was to the effect, Mr. 
Gregory, that he had 27 at the maximum point and that it operated 
something in excess of 20 . 

I think the question we would like to ask you is whether or not, in 
the experience you have had with the master joint fund, you feel an 
inadequate number of Americans are associated with it ¢ 

Mr. Greeory. The staffing pattern if filled with competent, quali- 
fied people, will assure the management, the accounting function, of 
the master joint fund, and I have every confidence in this organization. 

Of course, in the event that for some unknown reason that I don’t 
foresee at this time, world events should make it impossible to recruit 
people for Iran, for any kind of a reason, then the people who are 
there will have to work harder, and I will have to take steps to 
strengthen the organization. 

Mr. Mountain. Mr. Gregory, I think you will recall in earlier testi- 
mony, we have been told that one of the great difficulties in exercising 
appropriate control over property funds and so on, was, in large meas- 
ure, shortage of personnel. 

Mr. Grecory. That is correct. 

Mr. Mountain. And, as it now appears, responsibility for this same 
type of activity was turned over to the master joint fund which has 
never had more than half of the personnel that the Joint Administra- 
tive Services had, that could not control these same activities. 

I wonder how we can understand that ? 

Mr. Grecory. In addition to the master joint fund that I have estab- 
lished within my own organization, I have a contract office which is 
headed by a supply and contract officer. 

His name is Mr. William Rowe, a very well qualified man, who has 
surveyed the needs of the mission to insure proper handling of sup- 
plies and equipment. 

He has under him a staff of 10 Americans, including an executive 
assistant, administrative assistant, a commodity specialist, a procure- 
ment officer, a deputy procurement officer, a procurement adviser, as- 
sistant procurement officer, a procurement and control officer, and 
a contract officer. 

He and his office are heading up Operation Search and I have every 
assurance and belief that property coming in, as well as property which 
is already within the country, is receiving economic and efficient 
handling. 

I have, by the way, my organizational charts, to be initiated on July 
1, 1956, that I would be glad to offer for the record if the committee 
feels that it would be of any assistance to the committee. 

Mr. Reuss (presiding). It will be received. 

(The charts referred to follows:) 
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Mr. Mountain. The additional facilities that you have set up 
within the Office of Mission Director, then, is a supplementary action 
to those carried on by the master joint fund, is that correct? 

Mr. Grecory. It is not a supplement, it is a part of my organiza- 
tion, designed to establish and maintain effective and economic con- 
trol of all goods, property, and equipment on behalf of the Mission 
Director. It is comparable to a controller’s responsibility upon end- 
use checks, 

I would like to say on behalf of Mr. Warne, that he did contem- 
plate the establishment of such an office and Mr. Rowe arrived be- 
tween the time that Mr. Warne left and I arrived in Iran. 

Mr. Movunrarn. It still remains the fact, however, does it not, Mr. 
Gregory, that the functions of the master joint fund which were pre- 
viously handled by the Joint Administrative Services are now being 
handled with 50 percent or less American personnel than the Joint 
Administrative Services had for that purpose ? 

Mr. Grecory. The master joint fund does not have all of the func- 
tions that the Joint Administrative Services formerly had, Mr. 
Mountain. 

Mr. Mountarn. I believe we understand that, but the testimony we 
were given earlier as to the number of people was responsive to the 
question : 

How many of your people were engaged in activities which were transferred 
to the master joint fund? 

And I believe that the testimony was that the figure of 20 or 
applied to only those activities of the Joint Administrative bivtwe 
which were transferred to the master joint fund. 

Mr. Grecory. I did not remember that testimony. It was my un- 
derstanding of the testimony that the Joint Administrative Services 
were set up to perform services for the USLA, for the E maaasy , for 
other American organizations; that there was a total of 27 Ameri- 
cans which usually ‘fell to 20; that included in the Joint Adwinide a- 
tive Services were also some functions that are now also carried by 
the master joint fund within Iran. 

I believe that the number of Americans performing functions for the 
mission in the administrative field, either in the Joint Administrative 
Service, in the master joint fund, and the supply and contract office, 
is more at the present time than it was during the period of time 
that Mr. Dickins testified to. 

Mr. Movntarn. The people who are employed in the master joint 
fund are included in your administrative people or the program 
people ? 

Mr. Gregory. They are included in the program people. 

Mr. ae NTAIN. They y are listed as technicians, then ? 

Mr. Grecory. They are listed as program support people. They 
are people who spend their entire time in program services, in contra- 
distinction to the administrator. 

Mr. Mountain. Can you tell us when you expect to complete this 
yw Search ? 

Mr. Grecory. I have already extended the time twice at the request 
of my people. 

My information is now that this Operation Search is substantially 
completed. The last target we agreed to was July 31 of this year. 
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I will immediately, upon my return to the field, give express in- 
structions that this search be completed immediately and the full 
force of the organization will be directed toward this end, and I have 
every reascn to believe that it will be completed by July 31. 

Mr. Mountarn. Mr. Chairman, I would like to ask that the com- 
mittee be funished with a report on the results of this Operation 
Search when it is completed. 

Mr. Gregory, would you be able to do that? 

Mr. Grecory. I will instruct my staff to prepare such a report, and 
I will transmit the report to you through the ICA office here in Wash- 
ington. 

Mr. Mountain. That would be very helpful, I think. 

Mr. Meraper. May I ask a question ¢ 

Mr. Reuss (presiding). Yes. 

Mr. Meaper. Mr. Gregory, you would normally make such a report 
on the results of this search, anyway ; wouldn’t you? 

Mr. Grecory. Yes, sir; | would. 

Mr. Meaper. And it would not cause any additional labor on your 
part, then, to make such a report and to furnish a copy to the com- 
mittee ? 

Mr. Grecory. That is right. 

(As of December 6, 1956, a report on Operation Search had not been 
received in Washington. See appendix XVI, p. 1268.) 

Mr. Mountain. I think we have only 1 or 2 small questions of Mr. 
Gregory, to wind up the loose ends. 

We were discussing yesterday budgetary assistance in the various 
categories under which aid was given. 

Can you tell us whether or not development assistance is part of your 
responsibility ? 

Mr. Grecory. Neither in fiscal year 1956 nor in fiscal year 1957 is 
development assistance a part of our country program. 

Mr. Mountatn. Do you have any connection with defense support ? 

Mr. Grecory. I do. 

Mr. Mountarn. Can you tell us briefly what the nature of defense 
support is, as you are concerned with it? 

Mr. Grecory. The defense support in Iran, in contradistinction to 
other countries, is a construction program involving the building and 
construction of roads, barracks, and training buildings, which proj- 
ects require local currency expenditures as well as dollar costs. 

The role of ICA which has been, in turn, carried out by me, is to 
assess the economic effect of such a program and to arrange for the 
import of goods to Iran which will, in turn, bring counterpart funds 
to the Government of Iran. 

The counterpart funds, in turn, will be disbursed by the Office of 
Army Engineers in the construction of facilities and roads. 

Mr. Mountrarn. This would be, then, Iranian governmental expendi- 
tures ? 

Mr. Grecory. Yes, sir. 

Mr. Mountarn. Are the figures—— 

Mr. Greeory. But, could I amplify that? 

The counterpart funds will be Iranian Government funds but they 
will be expended under the supervision and control of the Office of 
Army Engineers of the United States Government. 
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We assess, first, the economic impact, and we are the service or- 
ganization that supplies the means by which local currency is obtained 
with which to meet the local currency costs of the construction project. 

Mr. Mountarn. Are the figures in these various categories of aid 
to Iran for fiscal 1956 unclassified, the amount of bu get support, 
technical cooperation and special economic aid, and so on 

( Discussion off the record. ) 

Mr. Mounrain. Mr. Gregory, are the following figures approxi- 
mately correct for our fiscal 1956 aid to Iran, as of now; budget sup- 
port $35 million ? 

Mr. Gregory. That is correct. 

Mr. Mountain. Technical cooperation $8 million ? 

Mr. Grecory. That is correct. 

Mr. Mountain. Special economic aid in the form of a supplement 
to the technical cooperation program, $5 million ? 

Mr. Grecory. That is correct. 

Mr. Mounrarn. Is the direct forces support figure a classified one? 

Mr. Gregory. I believe the amounts were included in a congres- 
sional presentation last year. However, I would feel that we should 
talk about the substance of some parts of the program, rather than the 
amount involved, if we may do so. 

(Mr. Hardy returned and is now presiding.) 

Well, if it is not classified, there is no reason why we should not 
put in the amount. 

Mr. Grecory. I do understand that these figures are still classified, 
Mr. Chairman. 

The Cuarrman. And yet they have been published and released in 
some other form ? 

Mr. Greoory. This figure of direct-forces support has not been re- 
leased in Iran, Mr. Chairman, that I am aware of. 

Mr. Harpy. Well, we will pass over that and if we find that it 
has been released, I am going to feel somewhat put out that we have 
to go through the agony of having it released. 

Mr. Grecory. Sir, I have not been there for more than 3 months—— 
Mr. Harpy. I understand that and I appreciate the difficulty you 

lave. 

Mr. Grecory. Yes, sir. 

Mr. Harpy. But sometimes I think that we have gone overboard on 
this business of what is classified. You find stuff in the newspapers that 
some people from the agencies tell us is top secret. It is just a little 
disturbing and I don’t know whether that is the case here or not. Let 
us go ahead, Mr. Mountain. 

Mr. Grecory. I ask if we can have this question checked, Mr. 
Chairman, and respond to you on this matter? 

Mr. Harpy. Why, sure, that is the only thing we can do under this 
set of circumstances. I am not going to take the responsibility for 
releasing classified information, but I do get disgusted when we come 
up here and have the question raised on something that should be 
within the knowledge of the people who are testifying. 

Mr. Mountatn. Mr. Chairman, there are some figures that have been 
published in the mutual security appropriations for 1956, and I believe 
under the circumstances it would be all right to read a figure which 
has been published. 

Mr. Grecory. I would be very pleased —— 
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Mr. Harpy. Of course, there is no reason why we should not read 
figures that were published, but I wonder _— the world somebody 
in the agency who prepared figures does not know whether they have 
been released. I don’t understand why the only people who get fig- 
ures released are the Foreign Affairs and Foreign Relations Commit- 
oa and the Appropriations Committees—it is getting to be a touchy 
subject. 

r. Mountain. The “Direct forces support” as shown for Iran for 
1956 is $7,500,000. 

Mr. Grecory. That is correct. 

Mr. Harpy. Is that different from the figures shown on the tabu- 
lation ? 

Mr. Mountarn. No, sir; it agrees. 

Mr. Grecory. That is correct. 

Mr. Meaper. What are you reading ? 

Mr. Mountarn. I am reading from the Mutual Security appropria- 
tions for 1956, hearings before the subcommittee of the Appropriations 
Committee of the House, page 253. 

Mr. Harpy. One might make the observation that, as far as this 
committee seems to be concerned, anything can be opened and released 
when the matter of getting money is concerned. 

Mr. Mountarn. Mr. Chairman, there is a difference between the 
figure on defense support in the appropriations hearings and the fig- 
ure that appears on this ICA tabulation. 

Mr. Harpy. As I understand it, the figures were all released in the 
hearings before the Appropriations Committee ? 

Mr. Mountain. Yes, sir. 

Mr. Harpy. Defense support ? 

Mr. Mountain. Yes, sir; for 1956. 

Mr. Harpy. Well, now, if there is a variation in the figures in the 
hearings and the figures that are presented in the tabulation by the 
representatives of ICA, I think it is time we corrected them. 

They cannot testify from those figures. [Indicating.] They do not 
know where those figures came from. What are you trying to 
establish ? 

Mr. Mountarn. I am trying to establish the point, Mr. Chairman, 
that in the defense support activities there is a form of budgetary 
assistance to the Government of Iran in addition to that which is shown 
as straight budgetary assistance. 

Mr. Harpy. All right, put in our record the figures that are in the 
Appropriations Committee’s record, and I am going to ask the people 
representing the ICA and the Department of State to reconcile those 
figures with the figures on the tabulation which we have before us, 
and to find out why it is that everything that comes to us is classified 
and the information that goes to the Appropriations Committee is not. 

Mr. Gregory. Did you want to ask me that question ? 

Mr. Harpy. What is there to ask you? Is that figure in the book 
different from the figures you submitted? We have got to find out 
which is correct, and presumably we cannot put your figures in be- 
cause they are classified. The Appropriations Committee hearings 
have been released. 
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Read the figures out of the Appropriations Committee hearings now. 
Those are the only figures that can be released because they have been 
released by somebody that has more responsibility than we do, 
apparently. 

Mr. Mountain. The tabulation, Mr. Chairman, on page 253 of the 
hearings that we referred to a moment ago—— 

Mr. Harpy. Identify the document so that there will be no question 
about it. It is Public Document No. what? 

Mr. Mounrarn. It does not have a number. It is the Mutual Secu- 
rity Appropriations for 1956, the ees hearings before the sub- 
committee on Appropriations of the House of Representatives, 84t), 
Congress. 

Mr. Harpy. All right. 

Mr. Mounrarn. The tabulation on page 253 gives the following 
figures for fiscal year 1956, for Iran: 

“Direct forces support’’—this is under the heading of “Total United 
States Cost”—*Direct forces support in 1956,” $7,500,000; “Defense 
support,” $37,500,000; “Technical cooperation,” ‘$10, 000,000; “Total, 
all programs,” $55, 000, 000. 

Mr. Harpy. Now, do we find some variations, Mr. Gregory, in those 
figures as reported with the figures which you have given us and 
which are still classified 

Mr. Greeory. I can state on many things that are not classified, 
Mr. Chairman—first, our technical assistance amount of $10 million 
was reduced to $8 million because of a worldwide cut in technical 
assistance funds. 

Mr. Harpy. So then, you are stating that the figures in the hearings 
before the Appropriations Committee are inaccurate ? 

Mr. Grecory. I say that they have since been changed by action 
within the agency, sir. 

Mr. Harpy. By action within the agency or by reduction by the 
Congress ? 

Mr. Grecory. The reduction by the Congress was on an overall basis. 
The agency had to assess decreases between the various countries, and 
this $10 million was decreased to $8 million. 

Mr. Harpy. All right, sir. 

Now, what other changes are there that have been made? 

Mr. Grecory. The “Defense support” item has been increased by 
the use of funds under the President’s emergency fund. 

Mr. Harpy. And that amount is still classified ? 

Mr. Grecory. No the amount is not classified. That is an increase 
in defense support of $20 million. 

Mr. Harpy. As compared with the amount shown in the hearings? 

Mr. Grecory. The defense support amount should be increased “by 
$20 million. 

Mr. Harpy. Well now, the defense support as shown on this sheet- 
off the record. 

( Discussion off the record.) 

Mr. Harpy. On the record. 

Mr. Hannah, you seem to have the information that we want. Will 
you give us the information we have been trying so hard to get ? 

Mr. Hannan. I will do my best. 
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I must say in the beginning that there is one technical point which 
I am not able to elaborate on and I will explain fully and I will come 
to that in due course. 

Aid to Iran in 1956 as compared to the figures just read by Mr. 
Mountain from the report of the Appropriations Committee varies in 
two respects : 

1. The technical assistance figure was reduced from $10 million 
to $8 million for the reasons that Mr. Gregory has just described. 

2. Budgetary aid to Iran was increased from the original figure 
of $15 million to $35 million by the addition of $20 million taken from 
the President’s fund last March 1956, I believe. 

The total, therefore, of the actual aid to Iran as compared to the 
figures just given by Mr. Mountain is $18 million more than was in 
the figures reported by Mr. Mountain from the Appropriations Com- 
mittee report. 

I have just explained how this difference came about. 

Mr. Mountarn. Then, that makes the total instead of $55 million, 
$73 million ? 

Mr. Hannan. That is correct. 

Mr. Mounrarn. And the categories remain the same as given to the 
Appropriations Committee ? 

Mr. Hannah. This I cannot testify to personally, Mr. Mountain, 
because I have not personally studied that original presentation. 
However, I will attempt to describe the categories as best [ can. 

Mr. Mountain. Well, I think that we ought to clarify one point. 
While the technical cooperation segment was reduced from $10 mil- 
lion to $8 million, -was there not also added $5 million for special 
economic aid and as the TC supplement? 

Mr. Hannah. I think that Mr. Gregory can testify to that point 
better than I can. 

Mr. Grecory. That was not an additional $5 million obtained. The 
original presentation called for $16,500,000 for budgetary assistance 
and $3,500,000 for support of the TC program. 

By determination within the agency last October, the budgetary 
assistance was decreased to $15 million and our technical assistance 
support was increased $5 million. There was no change in the overall 
figures. 

Mr. Harpy. Just one point. You said the budget was decreased to 
$15 million? 

Mr. Hanna. The budgetary assistance was decreased to $15 mil- 
lion. 

Mr. Harpy. What had it been proposed to be? 

Mr. Hanna. $16,500,000. 

Mr. Harpy. Is that the amount that was justified to the Appropri- 
ations Committee ? 

Mr. Hannan. I believe so, sir, but I did not participate in the 
congressional hearings last year. I was not consulted in that, and 
I am not sure, even, that the hearings were held before or after I 
returned from Iran. I was informed what the figures were when I 
returned from Iran. 

Mr. Harpy. Well, the thing I am concerned about right at the mo- 
ment is your statement that the budget assistance was decreased from 
$16,500,000 to $15 million. 

Mr. Hannan. That is correct. 
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Mr. Harpy. Which gave you a margin of $1,500,000 to use some- 
where else, and the thing I was interested i in, especially in view of the 
fact that subsequently the budgetary assistance was increased from 
other sources, is the basis on which it was reduced from $16,500,000 to 
$15 million. 

Mr. Gregory. Might I say in this connection that the $5 million for 
support of the technical cooperation program is, in effect, budgetary 
assistance also. It only applies primarily to the system ‘of controls 
that is exercised over the funds themselves. 

Mr. Harpy. Well, on the basis of that testimony, instead of saying 
that you had reduced it from $16,500,000 to $15 million, you should 
have said you increased it to $20 million. 

Mr. Grecory. That is substantially correct, sir. All of the $20 
million is used to meet budgetary requirements w ‘ithin the Iranian Goy- 
ernment. 

Mr. Harpy. And so then, in total, instead of $35 million your total 
should be $40 million ? 

Mr. Grecory. Yes, sir. 

Mr. Hannan. No. 

Mr. Gregory. No. 

Mr. Harpy. By adding the $5 million for the technical-cooperation 
program. 

Mr. Gregory. That is correct, sir; and in my estimation the funds 
placed in support of the technical-assistance program directly reduce 
the budgetary requirements of the Government of Iran. That is a 
part of my integration concept and I am convinced that in our opera- 
tions we will see that that is the case. 

Mr. Harpy. Well now, just one other question. 

I believe you had already indicated, but where did the other $3,500,- 
000 come from, when you fixed the $5 million for your technical-cooper- 
ation program which in effect was really budget aid ? 

Mr. Grecory. There was no change in “the overall figures. We 
started with $20 million, which was for direct and indirect budgetary 
assistance. 

In the congressional presentation it was split so that $16,500,000 of 
the $20 million went to the general revenues of the Government for 
expenditure by the Government itself and the $3,500,000 was to be 
spent through cooperation with the mission. 

We changed it so that a larger proportion was to be spent under the 
supervision of the mission and less was available for the general uses 
by the Government of Iran. 

Mr. Harpy. Off the record. 

( Discussion off the record. ) 

Mr. Harpy. We were looking over the Appropriations Committee 
hearings to try to find out if we could figure out what figure was justi- 
fied to the Appropriations Committee for budget assistance, and I am 
having a little difficulty doing that. 

Mr. Mountain, read the section from the Appropriations Committee 
hearings that relates to this matter. 

Mr. Mocunratn. This is from the same set of hearings that we have 
been quoting from, Mr. Chairman. It is Mr. Seager’s testimony ap- 
pearing on page 240, under the heading “Iran,” and as far as I have 
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been able to determine, this is the principal description given of this 
project at the time of its activities: 

If I may take Iran first, the political and economic situation has improved con- 
siderably during the past year. Contrasted to the period of the oil nationaliza- 
tion crisis when, without our aid, even minimum Government activities could not 
be carried on, nor essential imports financed, the Iranian Government next year is 
going to be able to undertake a rather modest economic development activity out 
of its own resources, after having funded the normal operating expenses. 

However, it should be pointed out that oil revenues will not have reached a level 
sufficient to do these things and at the same time expand the Iranian capacity 
for defense. 

Given the political temper in Iran, it is our belief that it would be dangerous 
to cut back on Iran’s development effort, leaving unsatisfied the need for essen- 
tial normal services; and from our mutual standpoint, it is dangerous to delay 
the increase in military effort. Thus the need for our assistance next year 
arises principally from Iran’s defense requirements. 

Out of the $55 million proposed for Iran, $37,500,000 will be for defense 
support, and $7,500,000 for direct forces support, the balance for the continuing 
technical cooperation program in that country. The expenditures for military 
purposes will provide effective means of preserving internal order which entails 
the building of barracks, airstrips with access roads, ammunition dumps, firing 
ranges, and so forth. 

The obligated but unexpended funds from previous year’s assistance to Iran 
are expected to be substantially less than $30 million on June 30 of this year. 
Most of the carryover is for long-lead procurement items. 

Mr. Chairman, that sums up the textual material I have been able 
to find in those hearings. 

Mr. Grecory. Sir, 1 would like to state that in addition to this book 
there is a presentation book itself that was placed before the commit- 
tee which has a narrative statement in it and which shows the $16.,- 
500,000 would be for budgetary aid and $3,500,000 to support the point 
4 program. I don’t have that book with me at the present time. 

Mr. Mounrarn. In either case, Mr. Gregory, both of those figures 
would be listed under “Defense support,’ would they not? 

Mr. Grecory. That is correct. 

Mr. Mountain. So that budgetary assistance is included under 
“Defense support funds” ? 

Mr. Grecory. That is correct. 

Might I state that the assistance given in defense support arises 
first from the fact that the imports of the goods themselves also de- 
crease the need for foreign-exchange expenditures on the part of 
Iran, so that there is, in addition to the actual use of the counterpart 
itself, there is a strengthening by reducing the foreign--xchange 
requirements. 

Mr. Mocnratn. Mr. Chairman, I think one more reference might 
be cited for our record, and that is page 254 of this same set of hear- 
ings which shows the tabulation entitled, “Summary of ¢ Yommodity 
Imports and Services” and it is also headed with this title, “Individual 
Country Data (Excluding Military Assistance and Technical Co- 
operation) .” 

It is apparently a breakdown of the $37,500,000 listed under “De- 
fense support.” It shows commodities to be imported in the total 
amount of $15,400,000 for fiscal year 1956 and food and agricultural 
imports, bread grains, industrial imports, fuel, raw and semifinished 

products, machinery and vehicles, miscellaneous and unclassified, of 
322,100,000 which makes up the total of $37,500,000 shown in the early 
tabulation. 
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Mr. Harpy. Well, the thing I am trying to understand is, what is 
this other $37,500,000 as compared with the tabulation we have had 
from the State Department? How much of that is this budget assist- 
ance, for instance, we have been talking about? 

Mr. Grecory. Of the $37,500,000, $15 million was for direct budget- 
ary assistance and $5 million was support of the technical cooperation 
program which might be termed indirect budgetary assistance; but to 
which there was later added an additional amount that was for budget- 
ary assistance. 

Mr. Harpy. Yes; so that this figure we are talking about now does 
not include the extra $20 million provided from the emergency fund? 

Mr. Gregory. That is correct. 

Mr. Harpy. And this $37,500,000 represents the total of $15 million 
plus the $5 million for technical cooperation we have been talking 
about ? 

Mr. Grecory. That is right. 

Mr. Harpy. And it makes a total of $20 million, and that leaves a 
balance of $17,500,000 which went for other defense support ? 

Mr. Grecory. That is correct. 

Mr. Harpy. Now, I have observed that the entire amount was used 
for imports of food and agricultural imports and industrial imports, 
so that all of this assistance, whether budget assistance or defense sup- 
port, went through the process of acquiring imports which were re- 
sold; is that correct? 

Mr. Grecory. Sir, I don’t have the list of the procurements, I don’t 
have a list of the items that have been procured. 

Some of it is still under procurement. There was $10 million of this 
on a Joan basis, and there was another $5 million of this that was given 
as emergency assistance in December of this year. 

I cannot give you at this time a list of all of the amounts and kinds 
of things that were imported. 

Mr. Harpy. Well, now, what you are saying is that $10 million of 
this $37,500,000, or $17,500,000—which ? 

Mr. Greoory. It was $10 million of $15 million for direct budgetary 
assistance that was placed on a loan basis. 

Mr. Harpy. Was placed on a loan basis? 

Mr. Grecory. Was placed on a loan basis. 

Mr. Harpy. When was it placed on a loan basis? 

Mr. Grecory. About December of this year. 

Mr. Harpy. Well, it did not stay on a loan basis. 

Mr. Grecory. Yes, it did. The $10 million of the first $15 million 
was on a loan basis. 

Mr. Mountain. The $10 million or the $5 million ? 

Mr. Grecory. The $10 million. It was in accordance with the 
recommendation I made in August. I think you will find it as a part 
of my presentation. 

Mr. Harpy. Well, what you are saying, then, is that $15 million 
was not used in accordance with the presentation that was made to 
the Appropriations Committee ? 

Mr. faesck: I believe sir, that there was a provision in last year’s 
act to the extent that a loan should be made, should be used as far as 
possible, sir. 

Mr. Harpy. Well, I am not questioning the provisions of the act. 
My question is this: 
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In the presentation to the Appropriations Committee, was there 
a specific breakdown as to the intended uses this money was going 
to be put to? 

Greeory. I understood, sir, that those were illustrative uses 
only. 

Mr. Harpy. Oh, so we are back on our illustrative program. I 
think you are right, it is illustrative and it is always going to be 
illustrative unless we change this thing; but the point I am trying 
to make, and I think the answer will have to be “Yes” whether you 
call it illustrative or not, is that the funds were not spent for the 
purposes indicated to the Appropriations Committee? 

Mr. Grecory. I would say that in our use of the funds in the field, 
the kinds of equipment that were brought in were not followed in 
accordance with the statement made within the congressional hearings. 

Mr. Harpy. Well, just to button this thing up, and I am not ques- 
tioning your legal authority because I know the thing is wide open, 
and I am not questioning the use of the illustrative program because 
it is done time after time and it does not mean one earthly thing, 
but I am merely making the observation that in the presentation to 
the Appropriations Committee there was a breakdown by commod- 
ities as to what, supposedly, somebody dreamed up these funds might 
be used for. 

Mr. Gregory. I so understood it, sir. 

Mr. Harpy. All right, and the breakdown said that it would be 
$3 million for bread grains, $12,400,000 for other agricultural imports, 
$4 million for raw and semifinished products, $6,500,000 for machinery 
and vehicles, and $11,600,000 for miscellaneous. 

Now, I simply ask you this, and I think the answer is already 
obvious. From your testimony you don’t know what the money was 
spent for, but, obviously, it was not spent for these identical items? 

Mr. Greeory. I would say that we did not follow that set of items, 
sir. I have not been acquainted with those items until just now. 

Mr. Harpy. So that the Appropriations Committee is given an 
illustrative program to justify the appropriation by Congress, and 
the people in the field don’t even know of the tabulations here. It 
is an awfully loose proposition. 

Now, you just testified you did not even know the basis on which 
these things were justified before Congress. Of course, it was illus- 
trative and you don’t have to follow it because the law specifically 
excuses it, but it certainly leaves us in the dark. 

See what we are talking about? We look at this and this is all we 
know that you are going to do with this money, and then you come 
in and you tell us that you did not even know they presented this 
kind of a report of your program, and you have had to spend the 
money. This is not a personal criticism, it is criticism of a system, 
and if it isn’t changed pretty soon, we will have to do something 
drastic about it. 

Well, I will tell you what. Somebody came up here, Mr. Seagar, I 
believe, and he made a presentation to the Appropriations Committee 
which was an illustrative program admittedly—and I think it is just 
as wrong as it can be to continue this illustrative business in spite of 
the fact that we have to have some flexibility—but now, after the fact, 
you cannot tell us offhand what the money was used for ? 
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Mr. Grecory. I can find out for you. 

Mr. Harpy. That is what I was getting ready to ask you to do. 

Mr. Grecory. Yes, sir. 

Mr. Harpy. You cannot tell us offhand what the money was used 
for, but it was all used and you had to come back and get $20 million 
from the President’s fund because you did not have it appropriated. 

Now, get us a breakdown of just exactly what the money was spent 
for, and I will go and show it to Congress as evidence that we are off 
base when we approve such a program when they don’t have any idea 
what the money was used for. I would like it to be specific. 

Mr. Grecory. Yes, sir. 

(The information requested follows :) 


Comparative tabulation of defense support aid request and expenditure 


IRAN 


| Fiscal year Fiscal vear 
1956, con- 1956, DS 
gressional import 

presentation program 





Food and agricultural imports: 

Bread grains. 

Coarse grains.........- 

Fats and oils 

Fertilizer 

Ete. (other agricultural products) - 
Industrial imports: 

Fuel 

Raw and semifinished products_ 4, 000 

Machinery and vehicles 6, 500 


Miscellaneous and unclassified _ | 11, 600 | 


37, 500 34, 500 








Mr. Mountatn. I believe that covers most of the loose ends, Mr. 
Chairman. 

Mr. Saccio. That was page 254 ? 

Mr. Mountain. Page 254. 

Mr. Harpy. You understand, this is not a personal criticism, :t is 
a criticism of a system we have adopted here that I think, frankly, 
we have got to correct. I don’t want anybody to construe my obser- 
vations as casting any personal aspersions on anybody, but I think 
the whole thing is wrong. 

Mr. Mounvary. Mr. Chairman, I think we have one final question 
of Mr. Gregory in connection with the inclusion of private participa- 
tion clauses in project fund agreements. Mr. Gregory, were any 
amendments made to project fund agreements in this regard ? 

Mr. Grecory. I am not aware of any amendments that have been 
made to those provisions. 

Mr. Mountain. So that the provisions of those clauses, as far as 
you know, would still apply today ? 

Mr. Gregory. It is my understanding that those clauses are still 
effective. 

Mr. Mounrarn. I think that is all the questions we have, Mr. 
Chairman. 

Mr. Harpy. Well, Mr, Gregory, permit me to express my apprecia- 
tion and the appreciation of the committee for your patience and your 
help. We do appreciate your being here and I think that we are going 
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to find, as time goes on, that our use of the material that you have been 
able to provide us w ith will be helpful in bringing about some improve- 
ment. If it does not turn out that way, why, we will have wasted our 
time, as well as yours. 

Mr. Grecory. Could I make just a brief statement : 

I spent the major part of 7 weeks in attempting to obtain documenta- 
tion for the staff. 1am very sympathetic with the problems and views 
of the Congress of the United States. 

Out in the mission, I have attempted in every way that I can to 
make a long, cold, and businesslike approach to the problems in Ivan, 
taking into consideration the interests of the people of the United 
States, and I intend to so continue. 

I think that we do have a good operation in Iran and I feel that we 
will be able to show, by and large, that the operation is efficient and 
economic. 

Mr. Harpy. Thank you, sir, I am glad to have those observations and 
I feel sure that an effort is being made to straighten out any inade- 
quacies that exist and that is where we are trying to be helpful, gf 
you, not in the spirit of critic ism, or any personal reflection at all, but 
just as a matter of trying to do the best we can to bring about improve- 
ments where improv ements are needed. 

One of the things I am particularly disturbed with is the general 
approach to the overall problem and the lack of adequate information 
available to the Congress as a whole. 

I think that actually the Committee on Foreign Affairs is inade- 
quately advised as to details. I know that in the broad policy fleld in 
which they operate, perhaps they are fully informed, but certainly 
when it comes to the detail of operations there is much to be desired, 
and that is the gap that we are trying to fill. 

Again, I want to express my thanks to you for your help and I hope 
you have a pleasant trip back and a pleasant extension of your duty in 
Tran. 

Mr. Grecory. Am I excused, Mr. Chairman ? 

Mr. Harpy. You are excused, as far as the committee is concerned, 
unless we call you at some subsequent date. 

Mr. Grecory. Thank you, sir. 

Mr. Harpy. The subcommittee will stand adjourned to reconvene in 
this room at 2 o’clock. 

Thank you again, Mr. Gregory. 

(Whereupon, the subcommittee recessed at 12:25 p. m., to reconvene 
this same date at 2 p. m.) 


AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reuss and myself, consti- 
tuting a quorum. 

Who is our first witness, Mr. Mountain ? 

Mr. Mounrarn. Mr. Robert L. Whitaker, Mr. Chairman. 

Mr. Harpy. Mr. Whitaker, will you come forward and be sworn? 

Do you solemnly swear the testimony you shall give in this matter 
before this subcommittee shall be the truth, the whole tr uth, and noth- 
ing but the truth, so help you God? 

Mr. Wuiraker. I do. 
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TESTIMONY OF ROBERT L. WHITAKER, BUREAU OF EUROPEAN 
AFFAIRS, DEPARTMENT OF STATE 


Mr. Mountain. Will you give us a brief biographical statement for 
our record, Mr. Whitaker? 

Mr. Wurraxer. Before the war I worked for the Federal Home 
Loan Bank Board in clerical and fiscal capacities. 

My last job with the Federal Home Loan Bank Board was bank 
examiner. 

During the war I was in the Navy. My first job immediately ae 
the war was with the Institute of Inter-American Affairs as a field 
auditor. 

I believe it was about the middle of 1948 I transferred to the De- 
partment of State to the Office of Finance. I was in the Office of 
Finance from the middle of 1948 until the first part of October 
1950, 

At that time I entered the Foreign Service and was assigned to Lon- 
don as the budget and fiscal officer. 

I was in London in that capacity until the middle of May 1953, 
when I was assigned on a direct transfer to Teheran as budget and 
fiscal officer. 

I was budget and fiscal officer in Teheran until the middle of May 
1954, at w hich time I became acting administrative officer, and was 
in an acting capacity for about 2 months and then was designated ad- 
ministrative officer. 

I remained as administrative officer until March 10 of 1955, and 
at that time I was transferred to the Department of State, and now I 
am in the Bureau of European Affairs. 

Mr. Harpy. Thank you, Mr. Whitaker. 

Mr. Mountain. Are you a graduate accountant, and is that part 
of your training? 

Mr. Wuiraxker. I am a graduate. I majored in business adminis- 
tration, with emphasis on accounting; yes, sir. 

Mr. Mounrarn. In this tour in Iran as budget and fiscal officer, were 
you detailed to the operations mission there r 

Mr. Wuitaker. My assignment was to the Embassy, of course, 
with the understanding, with my understanding, that I was being 
sent there to bring up to date the fiscal records of the point 4 mission 
primarily. 

Mr. Mountarn. And in your later assignment as, first, acting and 
then administrative officer, were you the Chief of the Joint Adminis- 
trative Services? 

Mr. Wurraker. Yes. 

Mr. Mountarn. You were Mr. Dickins’ superior at that time; were 
you not ? 

Mr. Wuiraker. Yes. 

Mr. Mountarn. Who was your superior when you were budget and 
fiscal officer of the Embassy ? 

Mr. Wurraker. Mr. Lawrence Frank was the administrative officer. 
I reported directly to him. 

But in my work I also reported to Mr. Charles White, the TCA 
controller, reported indirectly, of course, to Mr. Warne, the TCA 
Mission Director. 
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Mr. Mountain. Was it your mission to get the fiscal and financial 
affairs of the Operations Mission in order? 

Mr. Wuiraker. Yes, sir. 

Mr. Mountatn. That was the task which was assigned to you? 

Mr. Wuiraker. The task, I should say more accurately, was to 
bring the fiscal records into order to correctly reflect the obligations 
of the TCA. 

Mr. Harpy. In order that I can get my chronology straight, what 
was the relationship in time of your assignment to Teheran with the 
assignment of Mr. Dickins to Teheran ? 

Mr. Wuiraker. I believe, if I recall correctly, that he had arrived 
only 2, possibly 3 weeks before I arrived at Teheran. 

Mr. Harpy. That was some time after Mr. Reeves had been sepa- 
rated from Teheran ? 

Mr. Wurraker. No, sir. He was—— 

Mr. Harpy. He was still there? 

Mr. Wuiraxer. Mr. Douglas Reeves; he was still there. 

Mr. Harpy. He was still there? 

Mr. Wuiraker. Yes, sir. 

Mr. Harpy. Was he controller? 

Mr. Wuiraker. No, sir; I believe he had been replaced in that job 
by Mr. White. 

Mr. Harpy. But he was still there as financial adviser, or what is 
the term they use? 

Mr. Mountarn. That is right. 

Mr. Harpy. He was a mission employee? 

Mr. Wurraker. Yes, sir. 

Mr. Harpy. And you were attached to the Embassy and assigned 
to the mission ? 

Mr. Wurraker. I was not actually assigned to the mission, sir. It 
was in the Embassy’s capacity of furnishing administrative support, 
part being budget and fiscal services, that I served the TCA Mission. 

Mr. Harpy. Did you have other duties for the Embassy in addition 
to your duties for the mission ? 

Mr. Waurraker. Well, I was responsible for the fiscal record of the 
Embassy, the USIA organization there, as well as TCA 

Mr. Harpy. As well as your mission ? 

Mr. Wuiraker. Yes, sir. 

Mr. Harpy. Thank you. 

Mr. Mounrarn. Can you describe for us the situation that you 
found as far as financial records are concerned when you arrived and 
took up this task? 

Mr. Wairtaker. An attempt had been made to build up the records 
from the beginning on the basis of a new procedure that the TCA 
had put out, a procedure that, I believe, was brought or hand-carried 
to Teheran by a team of accountants, TCA accountants, who came 
there to establish it and familiarize the local people with it. 

Mr. Mountain. Are you referring to the team in which Mr. John 
De Wilde was a member 

Mr. Wuiraker. Yes, sir. 

ar Mounrtarn (continuing). Which was out there in February of 
1953? 

Foi Wurraker. It was some time before I arrived; I don’t know 
when. 
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Mr. Mounrarn. But it is that same team that you are referring to? 

Mr. Wuiraker. Yes, sir. 

They established this procedure, and attempted to acquaint the 
people there with the requirements, and they left. 

After they left it was decided by two TCA employees that the rec- 
ords had been set up improperly, so they discarded what had been 
done and started to set them up again. 

Mr. Mountain. Could you tell us who the TCA employees are to 
whom you were referring? 

Mr. Wniraxker. I don’t know his first name; his last name was 
Larsen. I believe he was from Agriculture. 

Mr. Mountain. Would it be Harald Larsen? 

Mr. Wuiraker. Yes, sir. 

Mr. Mountatn. He was one; do you know the other one? 

Mr. Wurraxer. Harald Larsen and Frank Finnell. 

Mr. Mountatn. Do you know what Mr. Finnell’s position was? 

Mr. Wurraker. I think he was fiscal officer or at least it had en- 
tirely to do with the TCA accounts. He had nothing to do with 
accounts other than TCA. 

Mr. Mountarn. Mr. Byrne, could you tell us what Mr. Finnell’s 
position was ? 

Mr. Byrne. I haven’t been following this too closely, Mr. Moun- 
tain. But at what time would this be, Mr. Whitaker? 

Mr. Wurraxker. This was in the middle of May 1953. 

Mr. Byrne. If my recollection serves me properly, he was at that 
time the fiscal officer for the public health cooperative. 

Mr. Wuiraker. No, not yet. 

Mr. Byrne. That is right. 

Mr. Wuiraker. If I recall correctly, this team that came out from 
the TCA indicated 

Mr. Byrne. I cannot give you the information. 

Mr. WuirakeEr (continuing). Indicated the Embassy man who was 
fiscal and budget officer when I arrived would take care of the Em- 
bassy work, and Finnell would take care of the TCA records. 

So Finnell and Larsen, as I mentioned before, set these records up, 
and when I arrived, a local employee called to my attention that he 
thought that they had been set up incorrectly again. 

Mr. Mountain. Was this local employee an Embassy employee or a 
mission employee? 

Mr. Wurraker. An Embassy employee. 

Mr. Mountain. An Embassy employee. I think we ought to iden- 
tify a little bit further, if you will, Mr. Whitaker; was he a local 
employee working with the budget and fiscal office of the Embassy? 

Mr. Wurraker. He was a local employee working for Finnell on 
TCA accounts. 

Mr. Mountarn. But he was an employee of the Embassy ? 

Mr. Wurraker. Of the Embassy; yes, sir. 

Mr. Mounrarn. Was he an auditor? 

Mr. Wuiraker. He was an accountant, I would say. 

Mr. Harpy. Well, I do not quite understand how Mr. Larsen and 
Mr. Finnell get into this picture of setting up records. Was that a 
proper function of the job that they had? 

Mr. Wurraker. It was for Finnell. I don’t know how Mr. Larsen 
got mixed up in it. 
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Mr. Harpy. Do you know the qualifications of these two gentlemen 
to set up accounting systems? 

Mr. Wurraxer. I believe that Mr. Finnell had formerly worked for 
the General Accounting Office. I am not sure whether it was imme- 
diately before his assignment to Teheran, but I do know in the past 
he had worked for the GAO. 

Mr. Harpy. As an accountant? 

Mr. Wuiraker. I think it was as an auditor, I am not sure. 

Mr. Harpy. As an auditor. 

Well, I want to be sure that I understand that Mr. Larsen and Mr. 
Finnell had decided that the procedures set up by a team of auditors, 
of whom Mr. DeWilde was one, sent out from Washington, were 
wrong; is that right? 

Mr. Wurraker. I think that actually they felt that the work that 
had been continued, the setting up of the records, that had been con- 
tinued by the local employees, had been incorrect. I am not sure that 
they felt that the TCA auditors had originally set up the records in- 
correctly, but anyway, as they found them, they decided they were 
incorrect. 

Mr. Harpy. Now, Mr. Larsen, as a matter of fact, was on a com- 
mittee, was he not, a controllership committee, or something set up 
after Mr. Reeves was transferred ? 

Mr. Wurraxker. I don’t know about that, sir. 

Mr. Harpy. You are not aware that he was in a status of being a 
member of a controllership committee at the time you arrived out 
there? 

Mr. Wurraker. No, sir; I don’t remember that at all. 

Mr. Harpy. I am trying to get this picture. You have a back- 
cround of experience in accounting and auditing, in bank examination 
and that sort of business, according to your biographical sketch. 
Are you a CPA? 

Mr. Wurraxker. No, sir; I am not. 

Mr. Harpy. Nevertheless, you had considerable experience in audit 
work ? 

Mr. Wuiraker. Yes, sir. 

Mr. Harpy. Were you aware of the position which Mr. Reeves had 
taken a little earlier with respect to the status of the accounts and 
records ? 

Mr. Wurraker. No, sir. 

Mr. Harpy. You were not familiar with that? 

Mr. Wuiraxker. No, sir. 

Mr. Harpy. But you arrived in Iran shortly after a team of audi- 
tors had been out to set up a set of books. Were you familiar with 
the findings of that team of auditors? 

Mr. Wurraxer. I was familiar with it to the extent that they had 
recommended two individuals, plus one that I neglected to mention, 
as controlling or being responsible for the records, that is, the Em- 
bassy’s budget and fiscal officer for the Embassy, Finnell, for TCA, 
and the Embassy’s disbursing officer for the disbursing end, and they 
said that would represent a team that would be responsible for all of 
the books. 

Mr. Harpy. Did Mr. Dickins have any responsibility with respect 
to this subject ? 

Mr. Wurraker. No, sir. 
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Mr. Harpy. The thing that I am having a little difficulty with at 
the moment is that auditors go out and decide that an accounting ought 
to be done in this fashion and then, within a few weeks after they 
have left, I believe it was just a matter of a few weeks, when you 
arrived there after Mr. DeWilde’s group had gone, is that right—— 

Mr. Wuiraxer. It possibly was a matter of 2 months. I am not 
quite sure. 

Mr. Harpy. Well, that is still a few weeks in my book—but the 
DeWilde group had been out, they had decided on the accounts, and 
they had decided on the set of procedures to be set up and decided 
on an accounting system. 

They do not get out of there before a couple of people come out 
there and find it should start afresh, and then you come out there 
and find what is not exactly a right situation; is that correct? 

Mr. Wuiraker. Yes, sir. 

Mr. Harpy. What was Mr. Byrne doing all this time? 

Mr. Byrne. I beg your pardon, sir? 

Mr. Harpy. I was just wondering what vou were doing all this 
time. 

Mr. Byrne. I was 400 miles north. 

Mr. Harpy. Well, you were just far enough north not to get in the 
middle of it. [Laughter.] 

Go ahead. 

Mr. Mounrarn. Did you determine whether or not the changed 
system which had been introduced by Mr. Larsen and Mr. Finnell 
should be continued or revised ? 

Mr. Wurraker. I determined it should be revised. 

Mr. Mounrarn. Did you revise it in the direction of the recom- 
mendations made by the DeWilde team? 

Mr. Wurraxer. Yes, sir. 

Mr. Mounrarn. Then your effort was to install that system which 
had been recommended earlier ? 

Mr. Wurraker. Yes, sir. It was necessary to discard all the rec- 
ords that I found set up at the time I arrived, and from the very 
beginning reestablish the accounts on the basis of the procedures that 
the DeWilde team had left. 

Mr. Harpy. I would like to digress for just a minute here, Mr. 
Mountain. Keep your place in the examination. 

Where are those two gentlemen now, Mr. Larsen and Mr. Finnell? 
Are they still over there? 

Mr. Byrne. Mr. Finnell, sir, I believe is returning home very 
shortly on home leave, having completed two tours of Sue in Iran: 
and Mr. Harald Larsen, sir, is agricultural attaché of Stockholm, I 
believe, at the present time. 

Mr. Harpy. Well, being a farmer myself, I can appreciate his 
knowledge of accounting. 

Mr. Byrne. I believe, sir, if I may remind you, that Mr. Warne’s 
testimony gave some background of Mr. Larsen’s experience in co- 
operatives, and the Commodity Credit Corporation, and so forth. 
That. was his testimony. 

Mr. Harpy. I believe he did. I do not remember any discussion 
about Mr. Finnell. ; 
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Mr. Byrne. Well, Mr. Finnell has been with the United States 
Government for some 25 years or more, I believe largely in fiscal 
and 

Mr. Harpy. That indicates he is able to take it if he has been with 
them that long, even if it does not reflect necessarily on his competence. 

Mr. Byrye. I have no comments to make. 

Mr. Harpy. Go ahead, Mr. Mountain. 

Mr. Mountain. Mr. Whitaker, did you in the course of revising 
these procedures discuss with Mr. Warne the problems you were en- 
countering ? 

Mr. Wuiraxer. I discussed the problems with Mr. Warne, Mr. 
White, the Controller, and Mr. Frank, the Administrative Officer. I 
guess that is all. 

Mr. Mountain. Did Mr. Warne offer you any guidance on how to 
solve these problems ? 

Mr. Wutraker. No, sir. It was a matter merely of my explaining 
to him and to Mr. White what the situation was, and the need for 
building up the records again from the very beginning. I don’t 
recall what he had to say about it. I know that he was constantly 
interested in their being built up again, and to a point where they 
would refiect accurately his current financial position. 

Mr. Mountain. Did Mr. White offer any explanation as to why, as 
Controller, he had approved this revision of the audit team’s pro- 
cedures ? 

Mr. Wuiraker. I don’t recall that he did. I don’t recall that he 

Mr. Harpy. On that particular aspect of it, didn’t the Controller 
have some responsibilities with respect to these procedures and their 
being satisfactorily performed ? 

Mr. Wuiraker. There was a rather peculiar situation there, in that 
actually I, as budget and fiscal officer, was responsible, I suppose, for 
the records. 

The Embassy was furnishing administrative support; and I don’t 
know whether Mr. White felt that he could go down as far as respon- 
sibility is concerned and make recommendations and changes, changes 
in procedure. 

Mr. Harpy. Did I understand you to testify earlier that you were 
not familiar with the points made by Mr. Reeves as to the need for 
changes in procedures? 

Mr. Wurraxer. No, sir. 

Mr. Harpy. You were not familiar with them ? 

Mr. Wuiraker. No, sir. 

Mr. Harpy. Well, the thing that strikes me at this point as we talk 
— the responsibility of the Controller is that a considerable to-do 

yas made over the fact that a great many of the points raised by Mr. 
Reeve had to do with these procedures, and it was alleged, in fact 
it was stated rather emphatically, as I recall it, by the Mission 
Directors, that it was his responsibility to correct them. 

Now, we are talking about essentially the same thing, as I under- 
stand it, and you tell us that you were not aware of the fact that the 
Controller of the mission had any responsibility for making these cor- 
rections in procedures and in accounting methods. 

Mr. Wuiraxer. Well, Mr. Chairman, I don’t recall that Reeves 
ever had anything to do with the records that I reviewed and attempted 
to set up again. 
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Mr. Harpy. I would doubt that he had because Mr. Reeves’ function 
had been changed by the time you were there; he was not Controller. 

Mr. Wuiraker. No; he was not. 

Mr. Harpy. But he had previously been Controller and he had been 
succeeded by Mr. White, as I remember. 

Mr. Wuiraker. Yes, sir. 

Mr. Harpy. The point that I am trying to understand is, there was 
a Controller on the job, and do I understand from you that you did 
not understand that the Controller had a responsibility for straight- 
ening out these records ? 

Mr. Wurraxer. I was responsible to the Controller, certainly. But 
as far as the actual maintenance of the records and the preparation 
of statements that might be drawn from the records, I don’t know 
that the Controller at that time felt that he was responsible. 

Mr. Harpy. I am thinking about what a confused state of mind Mr. 
Warne must have found himself in. Here he had a situation under 
which Mr. Reeves a month ago had issued a memorandum to Mr. 
Seager outlining a variety of deficiencies which he said were prevalent 
over in that area. 

Mr. Warne stated, as I recall it, that most of those were responsi- 
bilities of Mr. Reeves because of this Controllership functions. 

Then Mr. De Wilde goes over with a group of auditors and they 
make an audit and come up with a set of procedures and put them 
into effect before they leave, and they have not gotten away good be- 
fore two more people come along and change it all, and then you come 
on the scene and go and tell Mr. Warne the thing is all cockeyed. 

I don’t know how in the world he knew whom to believe. 

Mr. Wuiraker. I think it was for that very reason, Mr. Chairman, 
that the Controller felt if he were going to be responsible for the 
funds of TCA and make the recommendations to Mr. Warne, the Mis- 
sion Director, that he had to have full control of the maintenance and 
operation of the records. 

Mr. Harpy. Do you understand that he did not have it at the time 
you got there? 

Mr. Wurraxer. I think he felt that he didn’t have; no, sir. 

Mr. Mountarn. Was the split of this division of responsibility 
between TCI and the Embassy, or within TCI itself? You say, the 
Controller felt he didn’t have full control over those things for which 
he was responsible? 

Mr. Wurraxker. In other words, the Controller was a TCA em- 
ployee, responsible for recommending to the mission chief concern- 
ing the funds, and the records from which he obtained the financial 
statements were being maintained by an Embassy employee, by me: 
and he thought that there was a division there that was not good for 
the operation, and that if he were going to be held responsible by the 
mission chief, then the full responsibility all the way down into the 
weekly maintenance of the records, would have to come directly under 
him. <As it was, I was directly under the Embassy’s administrative 
officer. 

Mr. Mountain. Had that been the situation which had obtained 
up to that point? Had there been this division of Embassy, TCI con- 
trol from the beginning of the operation ? 

Mr. Wuiraker. Yes, sir; so far as I know. 
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Mr. Harpy, Mr. Larsen and Mr. Finnell, were they not TCA peo- 
ple? 

Mr. Wurraker. Yes, sir; they were. To : 

Mr. Harpy. Well, he did not do a very good job in keeping them 
straight; did he? 

Mr. Wurraxer. I am not sure exactly when Mr. White arrived 
there. 

Mr. Harpy. He was there ahead of you. 

Mr. Wuiraker. Yes, sir; he was. 

Mr. Harpy. And you arrived there and discovered that the records 
were in a mess? 

Mr. Wurraker. Yes, sir. 

Mr. Harpy. And then you say you got the impression he was not 
satisfied because he did not have exclusive control of the records, after 
you got there? 

Mr. Wuiraker. Yes, sir. 

Mr. Harpy. And yet he did keep them straight before you got 
there because you say they were in a mess. 

So, it adds up to me that we just pyramid this thing. We first 
get one group and then another. 

Mr. Byrne decides he wants to say something now. Are you still 
400 miles away? [Laughter. ] 

Mr. Byrne. No, sir. I just wanted to ask Mr. Whitaker, with your 
permission, if he could recall exactly when he arrived and then we 
could refer to the record about when Mr. White arrived. 

Mr. Harpy. He already has given it to us. I believe he said he ar- 
rived May 12, 1953, my recollection is. 

Mr. Byrne. Mr. White had only been in Teheran some 2 weeks. 

Mr. Harpy. As a matter of fact, the auditors who had gotten the 
things in a mess had not been operating on them some 2 months. So 
Mr. White had been on the job for the portion of the time they had 
gotten the stuff fouled up, apparently. I am just following this 
testimony. I supose it does not take a poor bookkeeper long to mess 
things up, though. Go ahead. 

Mr. Mountain. In the course of your record keeping, Mr. Whita- 
ker, did you record the contributions of the Government of Iran to the 
TCA program ? 

Mr. Wuiraker. I don’t recall that there were any contributions to 
record. ; 

Mr. Mountain. If there had been, would it have fallen to you 
in the course of the budget and fiscal work to record those? 

Mr. Wurraker. Yes, sir. 

Mr. Harpy. Over what period of time was that? 

Mr. Wuiraker. That was from 

Mr. Harpy. From the time you got there, May 12, 1953, to when? 

Mr. Wnuiraxer. To about the middle of November of 1953. 

Mr. Harpy. Well, you were budget and fiscal officer until May 1954, 
were you not? n 

Mr. Wurraker. I was actually budget and fiseal officer but in the 
middle of November 1953, I think it was, I became ill with hepatitis, 
und was away for 2 months; and during that time the shift that 
Mr. White had recommended, shifting the responsibility for the main- 
‘enance of these records, was shifted over to TCA. 
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Mr. Harpy. So we can be more specific, your recollection with re- 
spect to contributions by the Iranian Government would relate to the 
period from May to November of 1953 % 

Mr. Wuiraker. Yes, sir. 

Mr. Mountain. Were you, as administrative officer in charge of the 
Joint Administrative Services, responsible for property inventory of 
the programs in Iran? 

Mr. Wuiraker. I was until the organization of the master joint fund 
was set up; yes, sir. 

Mr. Mounrarn. And Mr. Dickins, as your subordinate, carried out 
that as one of your responsibilities for you? 

Mr. Wuiraker. Yes, sir. 

Mr. Mounrarn. But, as of the date of the creation of the master 
joint fund, which, I believe, we have had in our record was April 21, 
1954, you had no further responsibility for property management / 

Mr. Wurraker. No, sir. 

Mr. Harpy. Wait a minute, Mr. Byrne wants to state something. 

Mr. Bryne. I would like to make one correction, if I may, Mr. Moun- 
tain, and that is the master joint fund, the agreement setting up the 
master joint fund was signed on or about April 21, 1954, but it did not 
take effect until July 1, 1954. 

Mr. Mounrarn. Are you saying that the property part of this was 
not transferred until the agreement of June 30, 1954? 

Mr. Byrne. That is my ‘underst: anding. 

Mr. Harpy. I hope we do not get off on that one again, because I 
got a long ways afield on that one yester day. 

Mr. Mountarn. But, in any event, Mr. Whitaker, at the time the 

master joint fund was set up and an agreement to transfer property 
was made, the roughly $25 million worth of property was no longer 
your responsibility ¢ 

Mr. Wurraxker. No, sir. 

Mr. Mounrarn. Did you have an inventory of that property prior 
to its transfer ? 

Mr. Wuiraker. There was never a complete inventory of it ; no, sir, 
as far as I know. 

Mr. Mountrarn. Had you directed that one be made? 

Mr. Wurraxer. No, sir. 

Mr. Mountain. Do you know if one was made? 

Mr. Wuiraker. I know that there was a lot of time spent on an at- 
tempt to make one. 

Mr. Mountatn. By whom? 

Mr. Wuiraker. By Mr. Dickins. 

Mr. Mounrarn. Was that under your direction ? 

Mr. Wurraxer. I hadn’t ordered it; no, sir. He just continued— 
that was a responsibility of his—and he continued it during the time, 
before it was transferred over to the master joint fund. 

Mr. Mounrarn. Had he been in the position that he occupied at the 
time of this transfer, in this position as your subordinate, had he been 
in this same position before you became administrative officer ? 

Mr. Wurraxer. He was the general servic es officer ; yes, sir. 

Mr. Mountarn. Had he been general services officer before you be- 
came Acting Administrator of the Joint Administrative Services? 

Mr. Wuiraker. Yes, sir. 
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Mr. Harpy. You say there was no complete inventory ? 

Mr. Wurraker. Not that I recall; no, sir. 

Mr. Harpy. Well, as a matter of fact, wasn’t there pretty good 
reason to believe that equipment was pretty widely scattered ? 

Mr. Wairaker. Well, there was equipment scattered throughout 
Iran; yes, sir. 

Mr. Harpy. And any complete inventory would have been very 
difficult to obtain; isn’t ‘that right? 

Mr. Wurraxer. Yes, sir. 

Mr. Harpy. Were you administrative officer at the time of the trans- 
fer of this equipment to the master joint fund 

Mr. Wuiraker. Yes, sir. 

Mr. Harpy. How was that transfer effected ? 

Mr. Wuiraker. As I recall, it was merely transferred by a transfer 
from TCA records over to master joint fund records. 

Mr. Harpy. Do you recall whether there was any receipt issued by 
the master joint fund ? 

Mr. Wutraxer. I don’t. I recall there was quite a lot of, I think 
it was at this point, that there was quite a lot of discussion on the 
issuance of receipts or evidence of ownership, but I can’t say for sure 
that it was at this time. 

Mr. Harpy. Well, would it have been physically possible for any- 
body to have actually seen and received all of this equipment ? 

Mr. Wuiraker. Well, it would certainly have been next to im- 
possible, if not impossible, it seems to me. 

Mr. Harpy. As a matter of fact, would not the only practical way 
to transfer that equipment have been by the means of a listing of 
equipment based on such records as were available, and a receipt for 
it based on a list rather than on the actual physical possession ? 

Mr. Wuiraker. I think you are probably right the way equipment 
moved around, and I would think so; yes, sir. 

Mr. Harpy. As administrative officer you had some responsibility 
for this equipment and, presumably, it was charged to the administra- 
tive officer. Was that the status? 

Mr. Wuarrtaker. Well, it was really the responsibility of the master 
joint fund to inventory it and to maintain an inventory on it, but the 
inventory was on point 4 records, in other words, as opposed to Em- 
bassy records. 

Mr. Harpy. Well, you said it was a responsibility of the joint fund. 
Well, now, some of this equipment had been acquired before the joint 
fund was set up; had it not? 

Mr. Wuiraker. Yes, it would have; yes, sir. 

Mr. Harpy. Whose responsibility was it to inventory that equip- 
ment ? 

Mr. Wuiraker. Well, I think that certainly, if at the time there 
was established a Joint Administrative Services it was found out that 
the point 4 equipment had not been inventoried, I would say that that 
was the responsibility of the Joint Administrative Services to in- 
ventory it. 

Mr. Harpy. Well, do you know whether they did? 

Mr. Wuiraxker. I know that there was an attempt to do so. 

Mr. Harpy. But I take it you have reason to believe that no matter 
how conscientious the effort might have been, the inventory was not 
complete ? 
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Mr. Wurraxer. I don’t believe that it was complete; no sir. 

Mr. Harpy. Then, as administrative officer, did oe have any respon- 
sibility for being relieved of responsibility for that equipment when 
it was taken over by the master joint fund ¢ 

Did you have an accountability for it prior to the time that the 
master joint fund took it over? 

Mr. Wuitaxer. A complete accountability for it? 

Mr. Harpy. Well, any kind of accountability for it. 

Mr. Wuiraker, I mean, actually as a matter of practice, the Joint 
Administrative Services Division did have responsibility for it, for 
the maintenance of inventory records. 

Mr. Harpy. Well, all right. Now, in order to have the responsi- 
bility of the Joint Administrative Services discharged, when the 
master joint fund was set up title was transferred to the master joint 
fund; is that right? 

Mr. Wuiraxker. Yes, sir. 

Mr. Harpy. How did the Joint Administrative Services, or the 
administrative officer, or whoever else previously had a responsibility, 
get themselves relieved of further responsibility ? 

Mr. Wurraxker. I don’t know, sir. 

Mr. Harpy. Unless a receipt was given them. Did you get a 
receipt ? 

Mr. Wuiraker. No, sir. 

Mr. Harpy. Do you know whether one was issued ? 

Mr. Wurraker. I don’t; no, sir. 

Mr. Harpy. If one was issued, you do not know what the basis for 
it was, whether it was on an actual visual inspection or whether it 
was on the basis of a transfer of documents indicating ownership? 

Mr. Wurraker. No, sir; I don’t know. 

Mr. Movuntarn. I think that is all from the staff, Mr. Chairman. 

Mr. Harpy. Thank you. Any questions? 

Mr. Reuss. No questions. 

Mr. Harpy. Thank you, Mr. Whitaker. 

Mr. Mountatn. Mr. Chairman, may we call Mr. Ashcanase? 

Mr. Harpy. Do you solemnly swear that the testimony you shall 
give in this matter before the subcommittee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Asucanase. I do. 

Mr. Harpy. Have a seat, sir. 


TESTIMONY OF ABE S. ASHCANASE, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Mountain. Mr. Ashcanase, will you give us a brief biographical 
statement for the record, please ? 

Mr. Asucanase. My name is Abe S. Ashcanase, A-s-h-c-a-n-a-s-e. 

After my graduation from college, I was in the field of retail man- 
agement. 

Then I spent 5 years in military service, a good portion of which 
was in the Air Forces, and then in the Military Government, internal 
management side. 

After the war I went back to the field of retail management. 
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In 1948 I joined the staff of the High Commissioner for Austria. 
There I did the reports for the High Commissioner for Austria, 
handled the review of program and internal management and pres- 
entation. 

In 1950 I was transferred to the Department of State from the staff 
of the High Commissioner for Austria. 

In 1952 I returned to the United States, and was assigned to the 
headquarters of the Technical Cooperation Administration as Chief 
of the Reports Staff. 

We were later transferred to the Foreign Operations Administra- 
tion. 

I was sent to Iran where I was Assistant Chief of the Community 
Development Division, and on July 1, 1954, named acting executive 
officer for the master joint fund operations. 

In 1955 I was transferred to Thailand to set up the support program 
for Indochina country of Laos. 

At the present time I am on my way back to the field. 

Mr. Mountatn. Mr. Ashcanase, I believe you testified that you were 
in Iran from approximately April 1954 to June 1955? 

Mr. AsuHcanask. That is correct. 

Mr. Mocntatn. What was your duty for the first 2 or 3 months 
that you were there? 

Mr. AsHcanase. For the first 2 or 3 months I was the Assistant 
Chief of Community Development Division. 

Mr. Mountarn. What was your next assignment there? 

Mr. AsHcanase. My next assignment was as the acting executive 
officer of the master joint fund operations organization. 

Mr. Mountarn. When did you take on that assignment ? 

Mr. AsHCANASE. July 1, 1954, although I was notified about 2 days 
earlier that I would be it. 

Mr. Harpy. You were the first executive officer of the master joint 
fund? 

Mr. Asucanasr. That is correct, sir. 

Mr. Mountatn. Did you continue in that capacity for the duration 
of your tour ¢ 

Mr. Asucanase. For the remainder of my tour I was in that capacity. 

Mr. Mountatn. So that you were the executive officer, first acting 
and then later, I presume, confirmed ? 

Mr. Asucanase. That is correct. 

Mr. Mountarn. In that position from July 1, 1954——— 

Mr. Asucanase. Until June 2 1 1955. 

Mr. Mounrarn. Until June 2 195 5? 

Mr. Asucanase. Thatisr ight. 

Mr. Mountain. When you took this position over, did you take over 
with it responsibility for the property which had been turned over 
under the agreement of June 30, 1954? 

Mr. Asucanasg. That is correct. 

Mr. Harpy. Did you give a receipt for it ? 

Mr. Asucanase. The original receipt that was signed on June 30, 
1954, was signed by the codirector, that is Dr. Shademan for the 
Iranian side and Mr. Warne for the American side. 

Mr. Harpy. Were you satisfied that they saw every piece of equip- 
ment that was on that list? 
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Mr. Asucanase. It was my impression, and I was not present when 
it was accomplished, but I was told that the listings were made on the 
basis of a physical inventory that had been taken in the country earlier 
in the year. 

Mr. Harpy. The property was listed by whom ? 

Mr. Asucanase. The Joint Administrative Services prepared the 
lists which were for Mr. Warne’s signature. 

Mr. Harpy. And Mr. Warne made the transfer by use of this list; 
is that correct ¢ 

Mr. Asucanase. That is correct, sir. There was a stack of papers 
so high which transferred personnel and property. 

Mr. Harpy. And the receipt was given whom ¢ 

Mr. Asucanase. The property was signed: for, the original group 
of property was signed for, by the codirectors of the joint fund for 
technical and economic development. 

Mr. Harpy. Who were they? 

Mr. Asucanase. Which, in this case, was Dr. Shademan, the Min- 
ister of National Economy in Iran, and Mr. Warne, the Director of 
the United States Operations Mission. 

Mr. Harpy. So Mr. Warne deeds it over and then receipts to him- 
self along with Dr. Shademan? 

Mr. Asucanase. Shademan, S-h-a-d-e-m-a-n. 

Mr. Harpy. Were you present at the time of this transfer? 

Mr. Asucanase. I was present at the signing ceremony; yes, sir 

Mr. Harpy. You were present at the signing ceremony ? 

Mr. Asucanase. That is correct, sir. 

Mr. Harpy. Did you see any of this equipment at the time of the 
transfer ? 

Mr. Asucanase. It involved roughly, an estimated amount, of 
about $25 million worth of equipment. 

If you ask me did I see some of it, I would say certain program 
things that were in the city I may have seen as I passed around, but 
I did not specifically check against a list on what was seen. 

Mr. Harpy. Did you assume a responsibility for this material 
after it had been receipted for? 

Mr. Asucanaseg. Sir, I did not get the question. 

Mr. Harpy. As executive officer of the joint fund, did you assume 
a responsibility for the custody of this equipment after it had been 
signed for by the codirectors? 

Mr. Asucanase. As the representative of the codirectors, I would 
normally have assumed the responsibility. I did not sign a certifi- 
cate, however. I am trying to answer your question, sir. 

Mr. Harpy. Yes, you are doing all right. 

I am a little bit nonplused by this whole thing. 

As I recall, we have had some testimony that neither director would 
sign a receipt for this material without actually seeing that he had it. 

Were you sure of what you had assumed responsibility for as 
executive officers of the master joint fund ? 

Mr. Asucanase. I accepted the certificate or in my particular case, 


if I take these lists, I would accept the certificate of the Director 
of the United States Operations Mission to Iran who, in turn, would 
have accepted a certification from the people who took his inventory 
that the equipment was there. 
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Mr. Harpy. If Mr. Warne had undertaken to inspect every piece 
of that equipment he would be over there now and would not have 
gotten around to all of it yet. 

Mr. Asucanase. That is right, sir. 

Mr. Harpy. So, I think from a standpoint of a physical inspection 
by the signers that is an utter piece of foolishness. 

Mr, Asucanase. An i impractical situation ; that is correct, sir. 

Mr. Harpy. But the thing I did want to ‘understand was how the 
transfer was actually made. “It was made by a list and the people who 
signed for it, for the delivery of the equipment and for the receipt of 
the equipment, had no personal knowledge as to the accuracy of that 
list: is that a fair statement or is it not? 

Mr. Asucanase. May I give you a little background, Mr. Chairman, 
sir, on the way the materials were handled ? 

When materials arrived in the warehouse, normally a receiving re- 
port was made on the equipment. At the time the receiving report is 
made the accountability is assumed. 

When it is moved from the warehouse out into a field unit, it is 
shipped on a delivery order. This is a transfer of responsibility to 
the field unit. 

The field unit maintains property records, the same as you would 
maintain in the central warehouse. There are two ways of doing it; 
a centralized way in which you would have all the property in one 
place; or decentralizing it and have the property which was in your 
warehouse on one set of property cards and similar property cards in 
each one of the regions and your delivery orders to supplement the 
total property that is in the area. 

In this particular case, it was predicated on an inventory which 
was done in the regions by the provincial directors who then presum- 
ably certified that the property was physically located there, over 
which they had the responsibility. That was then sent in, and from 
that the lists were prepared from which the transfer was made. 

Mr. Harpy. Did anybody else sign for this stuff besides the co- 
directors ? 

Mr. AsHCANASE. Subsequent periods later on, after the ceremony, 
I did sign for property that was transferred from the operations 
mission to the 

Mr. Harpy. As a matter of fact, if 50 percent of this property had 
been actually missing and unaccounted for, nobody could have known 
the difference at the time of the theoretical transfer to the master joint 
fund; is that right or is it wrong? 

Mr. Asucanase. The statement as the chairman states it, is correct ; 
and I think that Mr. Gregory this morning, when he mentioned Opera- 
tions Search, is making the effort in order to clarify it, to trace it from 
its original purchase authority down to the end use, and its final dis- 
position. 

Mr. Harpy. Well, now, asa further matter of fact, the alleged inven- 
tory of this material had been taken some 6 months before the transfer ; 
is that right ? 

Mr. Asucanase. I am not familiar with when the inventory was 
taken. 

Mr. Harpy. Well, some months before. 

_Mr. Asucanase. It was taken some months before; that is correct, 
sir. 
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Mr. Harpy. Actually, the agreement was signed 2 or 3 months before 
the transfer and the inventory, such as it was, apparently had been 
started, if not completed, considerably prior to that time? 

Mr. Asucanase. That is correct, sir. 

Mr. Harpy. Now, from a standpoint of what could have happened 
to this material in that period of time, much of this equipment could 
have been dissipated insofar as anybody had knowledge at the time 
of the actual transfer to the master joint fund; is that right ? 

Mr. AsucanaseE. The possibility of loss or theft—— 

Mr. Harpy. I am thinking now in terms of the testimony we have 
had about the kind of records that were kept over there. 

Mr. Asucanase. Property could dissipate between the time that you 
were taking inventory and the time that an actual transfer is completed, 
if it is a period of several months; that is correct, sir. 

Mr. Mountarn. I believe that you said that the system was to keep 
some of the records out in the field ? 

Mr. Asucanase. Each of the field units had a set of property records 
which they maintained in order to show what they were responsible for, 
regular property record cards. 

Mr. Mountarn. And that would presumably account for all mate- 
rial which was not in your central compound ¢ 

Mr. Asucanase. That would account for all of the property that 
was in the custody of the particular provincial director in this par- 
ticular case. 

Mr. Mountarn. With the exception of material which was en route 
or had not arrived at a port and thus had not been received, if effi- 
cient recordkeeping had been possible, the sum of all property could 
be found by examining the records of the provincial offices plus the 
records in the central warehouse; is that correct ? 

Mr. Asucanase. That is correct. 

Mr. Mountatn. So that when it comes time to establish records as 
against inventory, it was only necessary to take an inventory in the 
compound, an inventory in the field, and compare them against the 
records ? 

Mr. Asucanase. That would give you a physical count of what you 
had on hand. 

Mr. Mounratn. Plus a reconciliation of the records against that 
physical count ? 

Mr. Asucanase. Against the reconciliation ; yes, that is correct. 

Mr. Mountarn. Well, then, the difficulties in making an inventory 
and reconciling these records must certainly indicate that somewhere 
along the line this system did not work. 

Mr. Asucanase. Well, normally, you should be able to follow a 
piece of equipment through from the time that it is purchased on a 
purchase authority until the time that it is written off completely: 
it is either turned over to a governmental agency or it is surveyed 
because it is lost or stolen. 

There should be a way of indicating all the way down through the 
line an accounting for all of your property on that basis. 

Mr. Mounrarn. Would you say that in an efficient system it would 
take more than a year to establish this reconciliation ? 

Mr. Asucanase. Depending on the problems and the amount of 
equipment involved. The problem of reconciliation of property rec- 
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ords is a very difficult one because you have got to go all the way back, 
you have got to identify your property. 

For instance, you may buy a McCormick tractor on a purchase 
authority and you may have bought 10 different McCormick tractors 
on 10 different purchase authorities. You have to identify it by 
serial number. 

Mr. Mountain. That may be, Mr. Ashcanase, as far as going back 
to original purchases, but as far as having such things as delivery 
receipts, or arrival receipts and the physic al inventory, as against 
those kinds of papers, it should not be a 3- or 4-year job to find out 
where the equipment is, should it, if this system you have described 
works ? 

Mr. Asucanase. I would say not. 

Mr. Harpy. In connection with this transfer of property to the 
master joint fund, was there some property transferred to the master 
joint fund that should not have been so transferred ? 

Mr. Asucanase. Mr. Chairman, whenever you move into a big oper- 
ation such as this, there are bound to be some errors. There were 
some vehicles transferred in error, which we later retransferred, and 
then, also, there was some administrative equipment that was trans- 
ferred in error that we retransferred to the OMI. 

Mr. Harpy. Let us be a little more specific. You say some vehicles 
transferred; what do you mean by vehicles? Were they automotive 
vehicles, passenger vehicles, and, if so, to whom did they belong ? 

Mr. Asucanase. They were 13 vehicles that belonged to the United 
States Government, the operations mission, Iran. 

Some several of these, as I recall, were transferred in error to the 
master joint fund. 

This was discovered when we reconciled their inventory of auto- 
motive vehicles, and they were retransferred to the operations mission, 
Iran, and appropriate adjustments made on the records. 

Mr. Harpy. I am more inclined to believe that it was possible for 
an error of that kind to creep into a situation like this than I am 
to believe that this transfer of property was infallible and that when 
it was transferred both the party of the first part and the party of 
the second part knew exactly what they were receiving and 
transferring. 

Mr. Asucanase. I do not mean to indicate to the committee that 
a transfer such as was made was infallible. Errors—there will be 
errors—and I am sure that there were errors. 

Mr. Harpy. Did you also get some office equipment transferred? 

Mr. Asucanasr. That is correct, sir. 

Mr. Harpy. Did that include Mr. Warne’s desk? 

Mr. AsHcanase. I am not sure whether it included Mr. Warne’s 
desk, but I do know it was a considerable amount of the headquarters 
furniture and it may have included his desk. 

Mr. Harpy. And his rug? 

Mr. Asucanase. It was everything—I believe it was most every- 
thing that was in the headquarters’ building, and it was later trans- 
ferred back. 

Mr. Harpy. And it was transferred over to the master joint fund 
so that it became, along with those automobiles, the property of the 
Iranian Government. 
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Now, did they get special diplomatic dispensation from the Iranian 
Government to transfer this stuff back ? 

Mr. Asucanase. Well, the agreement of the codirectors was neces- 
sary in order to transfer the property back and it was given very 
generously. 

Mr. Harpy. It was what? 

Mr. Asucanaseg. It was given very gladly. There was no problem 
involved in it. It was recognized as an error and 

Mr. Mountarn. Can you tell us who recognized the error, Mr. 
Ashcanase ? 

Mr. Asucanase. I believe that the error on the vehicles was recog- 
nized by the master joint fund. The error on the furniture was recog- 
nized by the Joint Administrative Services organization. 

Mr. Mountain. It was not recognized by Mr. Warne? 

Mr. Harpy. Mr. Warne did not have to come over to the master 
joint fund to operate, did he? 

Mr. Asucanase. No, sir. 

Mr. Harpy. The point that I really was trying to establish is 
whether or not the transfer that was made by Mr. Warne to Dr. 
Shademan, the codirectors, constituted a physical transfer. Ob- 
viously, it could not have constituted a physical transfer with respect 
to the automobiles of the mission and the mission furniture. 

Mr, Asucanase. Well, the intent, Mr. Chairman, was to transfer 
all of the program materials to the master joint fund. 

Mr. Harpy. I understand. I am referring now to previous testi- 
mony on this same point. 

Mr. Mountain. When this transfer was made of property, was there 
a transfer also made of personnel, Mr. Ashcanase ? 

Mr. Asucanase. That is correct. 

Mr. Mountain. How many Iranian personnel did you inherit in 
this transfer ? . 

Mr. Asucanase. Somewhere in the neighborhood of between 1,800 
and 2,000, I believe. Somewhere in that, around 2,000, I think. 

Mr. Mountain. Did you hire any additional personnel ? 

Mr. Asucanase. Yes. There were additional personnel hired into 
the master joint fund operations organization, which had to be staffed 
completely since it was practically a new organization. 

Well, it was a new organization, and the number of people that they 
had were not very many. 

Mr. Mounrarn. You inherited some 2,000 people. 

Mr. Asucanasg. But that is the entire organization, all of Iran. 
The provincial people, local personnel, were also part of that 2,000 
people. 

Actually, in Teheran, I think that of an estimated strength of either 
450 or 500 local employees that would be required, we inherited some- 
thing like between 100 and 150 from the Joint Administrative Services. 

Mr. Mountain. Did you retain the people that you had inherited? 

Mr. AsHcanase. We retained those that 

Mr. Mountarn. In the central shop, I mean. 

Mr. Asucanase. In the central mop. Are you speaking now of 
American employees or local employees ? 

Mr. Mounrta1n. I am speaking now of Iranians. 

Mr. Asucanase. Some were retained and others were moved out. 
Some were transferred, some were discharged. 
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Mr. Mountain. Well, did you make any large personnel shifts? 
Let me put it that way. 

Mr. Asucanase. It was not a large personnel shift as such. It was 
a continuing thing of screening the people as to their suitability and 
their ability to do the job. 

Mr. Mountain. These were people whom you had inherited, and 
you felt it necessary to rescreen them ¢ 

Mr. Asucanase. That is correct. 

Mr. Mountain. How many Americans did you have? 

Mr. Asucanase. When I left in May, there were nine, including 
myself, in the master joint fund organization. 

Mr. Mountain. How many had you inherited ? 

Mr. AsucanaseE. Do you mind if I count on my fingers for a minute ? 

Five or six; five or six Americans that were inherited, or seven, 
something likethat. In that general neighborhood. 

Mr. Mountain. Did you have substantially the same organizational 
structure as the JAS as far as its functions that were taken over by 
you? 

Mr. Asucanase. We did not have any responsibility for servicing 
American personnel. Our entire responsibility was limited to the 
servicing of Iranian personnel. Also, all of our support was directed 
toward program support, none of it to the personal services. 

And the third thing is that our function was primarily a training 
function. It was a public administration function to train Iranian 
personnel to take over an organization which could be integrated or 
to train them in skills that could be integrated into the Iranian 
Government. 

Mr. Mountain. You had no responsibility for the support of the 
mission ¢ 

Mr. Asucanase. The support of the mission belonged to the Joint 
Administrative Services. 

Mr. Mountain. And not to the master joint fund ? 

Mr. Asucanase. And not to the master joint fund. 

Mr. Mountain. Did you, on behalf of the mission, order a Chrysler 
automobile for the use of the mission director in your capacity as 
executive director of that master joint fund ? 

Mr. AsHcanasE. Yes, sir; and I would also like to add that in addi- 
tion to that, the master joint fund had the responsibility for the opera- 
tion, maintenance, and control of the Government vehicles that the 
mission ran, on a reimbursable basis. We performed the service for 
them, and they paid for it. 

In addition, at that time the procurement had been transferred, the 
dollar procurement had been transferred, to the master joint fund. 
It was later taken back to the mission. So that the normal procure- 
ment function then would have or could have fallen in the master 
joint fund because we were buying for the mission, also. 

Mr. Mounvarn. That was transferred. back to the mission at what 
point ? 

Mr. Asucanase. I believe in December. 

Mr. Harpy. Let me understand something. The master joint fund 
was buying for the mission for exclusive mission use; is that right? 

Mr. Asucanase. No, sir; we were buying the program supplies. 
Originally the master joint fund did both the offshore and the local 
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procurement. However, after it got started and a couple of months 
had gone by, it was recognized that the master joint fund should not 
be involved in the dollar procurement as such, so that the procurement 
office was removed; that is, the offshore procurement was moved back 
to the mission, and the master joint fund operations organization was 
left only with the local procurement responsibility. 

Mr. Harpy. For a time, however, the master joint fund bought for 
the mission items which were exclusively for the use of the mission? 

Mr. Asucanase. No, sir. They bought on behalf of the operations 
mission to Iran, and engaged in the purchase of program supplies. 

Mr. Harpy. Did you buy them in the name of the mission ? 

Mr. Asucanase. That is correct, sir. 

Mr. Harpy. What would you say about testimony that has hereto- 
fore been received, that the minute money was spent in the United 
States for procurement on behalf of the mission the items purchased 
became the property of the Iranian Government ? 

Mr. Asucanase. I am not competent to get involved in the title 
question, Mr. Chairman. 

Mr. Harpy. Allright. Let us get on to this question of the Chrysler 
automobile. 

Mr. Mounratn. Mr. Chairman, may we ask one question at this 
point which I think might clarify Mr. Ashcanase’s answers ? 

When you were speaking of procurement which was handled tem- 
porarily by the master joint fund or by an office located within the 
master joint fund structure, are you speaking of program procure- 
ment only ? 

Mr. Asucanase. That is correct. 

Mr. Mounrarn. You are not speaking of procurement for admin- 
istrative support of the mission ? 

Mr. Asucanase. The normal procurement for the administrative 
support of the mission would have been with the Joint Administra- 
tive Services who were responsible under the agreement for the supply 
and equipment of the mission. 

Mr. Mounrtarn. Well, the purchase of an automobile for the use of 
mission personnel or transportation of that sort would normally not 
be a responsibility of the procurement section; is that correct ? 

Mr. Asucanase. Normally it would not be. However, we did, on 
a reimbursable basis, operate, maintain, and control the transportation 
of the mission. 

Mr. Mountatn. You serviced them in the field ? 

Mr. Asucanase. We serviced them in the field. We serviced them 
in the city of Teheran. 

Mr. Harpy. Did you have the responsibility for procurement ? 

Mr. Asucanase. The only procurement of a vehicle that existed, 
that I remember, of an administrative type, would have been the 
Chrysler, Mr. Chairman. 

Mr. Harpy. Where did you get your specific authority to make that 
procurement ? 

Mr. Asucanase. Somebody told me to buy it. I can’t recall who. 
However, the conditions surrounding it involved an automobile that 
was sent over to the mission director which went out on its first field 
trip, which was something like about 35 or 40 miles over Iranian roads, 
which, when it returned, had 4 shock absorbers gone, and there were 
no shock absorbers in the city 
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Mr. Harpy. This is not the one that you ordered; this is a previous 
one? ‘ 

Mr. Asucanase. This is a previous one. 

Mr. Harpy. All right. 

Mr. Asucanase. This is the context on it, the background on it. 

The vehicle was too light for the road, bounced around, and we con- 
sidered it unsuitable and unsafe and wanted a heavier vehicle. 

We tried to see what was available in the city of Tehran; and in 
the city the vehicle that was available that was heavier happened to be 
at this time a Chrysler. The maintenance facilities for that type of 
automobile were adequate. 

We got quotations, price quotations, which we sent in to Washing- 
ton and asked for an exception to the manual order to permit us to pur- 
chase a vehicle in the field. 

They came back and said that, “We can do better by buying it 
through Washington; we can get you a better automobile for Tess 
money.” Atw hich point, then, Washington was requested to purchase 
the vehicle. 

Mr. Harpy. Well, I still don’t quite understand how this thing got 
started. You say somebody told you to buy it. 

Mr. Asucanase. Well, I am under oath, Mr. Chairman, and I don’t 
want to give you a wrong answer. 

Mr. Harpy. I don’t want you to. 

Mr. Asucanase. If I can’t tell you exactly the name of the indi- 
vidual, then I would rather not answer it. 

Mr. Harpy. But let me understand this: Did you make it a practice 

while you were in that job to go around ordering automobiles when 
comehoue you didn’t know told y you to? 

Mr. Asucanase. No, sir; it would have to be someone in authority. 
My next man along the line would have been Mr. E. C. ‘. Bryant, who 
was the personal representative of the American codirector for the 
joint fund. 

Mr. Harpy. You don’t know whether Mr. Bryant told you to do it? 
Mr. Asucanass. I don’t know if Mr. Bryant told me to do it or Mr. 
Goulden told me to do it, or which one of the senior officers in the mis- 

sion told me to do it. 

Mr. Harpy. Or whether Mr. Warne told you to do it? 

Mr. AsHucanase. Mr. Warne refused to sign the cable that was 
brought in to him. 

Mr. Harpy. All right, let’s read the cables into the record. 

Mr. Mowunvtaln. Mr. Chairman, the first cable is an unclassified 
‘able, dated November 15, 1954, signed “Goulden.” 

Mr. Harpy. Who was Mr. Goulden ? 

Mr. Asucanase. Mr. Goulden was the deputy director. I believe 
at the time that cable was sent, Mr. Warne was in the United States 
on consultation, if I recall correctly. 

Mr. Harpy. This i is not the cable that you indicated Mr. Warne re- 
fused to sign ? 

Mr. Asucanase. I had a draft of a cable which—this is the first 
cable that was sent. 

Mr. Harpy. Read the cable, just so we know what we are talking 
about. 
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Mr. Mountain. The text of the cable reads as follows: 


Request exception procedure in MO 545.1 and ask permission to purchase lo- 
cally one 1954 Chrysler Windsor de luxe 4door with extra equipment; $2,770, 
f. 0. b. New York. All other provisions MO being complied with. 


(Signed) GoULDEN. 


Mr. Asncanase. The cable which I originally prepared and drafted 
which he refused to sign involved the background on the thing, which 
stated safety factors and had other fiscal and financial information 
which appears as a later cable with essentially that information, which 
I did not draft. 

Mr. Harpy. Now the one you drafted in the beginning; who told 
you to draft that one ? 

Mr. AsucanaseE. This is the question that I cannot answer, because I 
don’t remember—lI got orders from direct superiors, and my next man 
in line would have been Mr. Bryant, the Assistant Director for Oper- 
ations, who was the personal representative of the Codirector. He had 
two hats. 

Mr. Harpy. This is the cable that was not sent, but which you 
drafted and presented to Mr. Warne for his signature, and he refused 
to sign it ? 

Mr. Asucanasr. This is the one—I am talking about—— 

Mr. Harpy. I am not talking about the one that was read. 

Mr. Asucanase. That is right, sir. 

Mr. Harpy. Did you present it to Mr. Goulden at the same time ? 

Mr. Asucanase. I don’t recall. I think that Mr. White and I 
walked in on that cable together, because he was working with me on 
the financial part of it, he being the Controller. 

Mr. Harpy. So you think Mr. White helped you prepare—— 

Mr. Asucanase. Mr. White did assist in the preparation, because he 
had the allotment symbols and the fiscal information necessary. 

Mr. Harpy. But you still don’t understand how in the world you got 
that thing initiated ? 

Mr. Asncanase. I can’t give you a specific individual’s name, Mr. 
Chairman, sir. 

Mr. Harpy. Go ahead. 

You don’t want to leave the impression that Mr. Bryant gave you 
the orders to purchase the automobile ? 

Mr. AsrcanaseE. I hope I have not left that impression, because 
I don’t remember who gave me the order to carry it out, and I would 
not want to leave any impression with the committee 

Mr. Harpy. How many people would have had the authority to give 
you that order ? 

Mr. AsucanaseE. There would have been three people. 

Mr. Harpy. Mr. Bryant, and who else ? 

Mr. Asucanase. Mr. Bryant, Mr. Goulden, or Mr. Warne. 

Mr. Harpy. So, then, is it your testimony that instructions came 
from 1 of these 3? 

Mr. Asucanase. The instruction would normally have to come from 
1 of the 3; yes, sir. 

Mr. Harpy. That is not quite what I asked you. Now, either it 
came from 1 of these 3 or you were rather promiscuous in the way 
you procured automobiles. 

Mr. Asncanase. Let me answer the question that the instructions 
came from 1 of the 3. 
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Mr. Harpy. Very well. Go ahead. 

Mr. Mountarn. What was Mr. Goulden’s position at this time? 

Mr. Asucanase. I believe Mr. Goulden was the Deputy Director 
and/or Assistant Director for Technical Services. I don’t recall what 
his exact title was. 

Mr. Mountain. Was he second in command to Mr. Warne? 

Mr. Asucanase. He was second in command to Mr. Warne. 

Mr. Mountarn. I wonder if I could check that with Mr. Byrne. 

Is that correct, Mr. Bryne, in your memory of it? 

Mr. Byrne. At that particular time that would be correct, sir; yes. 

Mr. Mounratn. Didn’t we have a Deputy in Mr. Ryan or Mr. 
Evans ? 

Mr. Byrne. No; there was no Deputy in the mission at that time. 
Mr. Goulden was frequently named to act in Mr. Warne’s absence. 
He was Acting Director from time to time. 

Mr. Mountain. Mr. Ashcanase, you have testified that earlier you 
had drafted a cable which Mr. Warne refused to sign. 

Mr. Asucanase. That is right. 

Mr. Mounrtarn. And I believe you testified it is your recollection 
that Mr. Warne was in the United States at the time when this tele- 
gram signed by Mr. Goulden went forward. 

Mr. AsHcanase. That is correct. 

Mr. Mountain. Can you tell us what transpired to give rise to this 
telegram which we have just read into the record, in view of the fact 
that Mr. Warne had refused to sign such a cable ? 

Mr. Asucanase. I think it was just a continuation of the start of 
the activity to get a car that was safe and suitable for the roads there. 

Mr. Mountain. Did Mr. Warne tell you at the time he refused to 
sign the cable why he refused to sign it ? 

Mr. Asucanase. The impression I have is that Mr. Warne has been 
in public life for a very long time. Mr. Warne was reluctant to sign 
such a cable because he felt that he might be subjected to criticism at 
a later date, something similar to sometimes when Congress refuses 
to vote a raise in salary. 

Mr. Harpy. We don’t hesitate to say what our feeling is about that. 
I have usually voted for them and taken the consequences. 

But I am just wondering now whether Mr. Warne actually told 
you that that was the reason he would not sign it. 

Mr. AsucanasE. This is the impression that I got. 

Mr. Harpy. You don’t know whether he told you that or not? 

Mr. Asucanase. Well, I won’t say that he said it directly as such, 
but the impression that I got from him was that he did not want 
. be subjected to the criticism of purchasing a car for his own use 
there. 

Mr. Harpy. Did you understand that it was his position that the 
automobile should not be requested ? 

Mr. Asucanase. No, sir; I didn’t understand that to be the case. 

Mr. Harpy. Did you understand, then, that he wanted an automo- 
bile but was not willing to sign a document ? 

Mr. Asucanase. I understand that the Director felt that such an 
automobile was necessary, an automobile that was safe and heavier 
and more suitable for the roads 

Mr. Harpy. Then did you understand that somebody else would be 
less susceptible to criticism if they ordered it ? 
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I am trying to understand what took place that caused Mr. Goulden 
to sign the telegram after Mr. Warne had said he wouldn’t sign it, 
and I don’t see why in the world a subordinate comes along and 
gratuitously signs an order for an automobile which the Mission 
Director has refused to sign. I think that needs an explanation. 

Mr. AsHcanase. My reason, I have given you the onlenitiie that 
i know, Mr. Chairman. 

Mr. Harpy. Yes; I can understand your explanation as to why 
Mr. Warne didn’t sign it, but why did Mr. Goulden sign it? Did you 
take the telegram back to him? 

Mr. Asucanase. No; I did not take the telegram back to him. 

Mr. Harpy. Then you want the committee to understand that that 
telegram which was read into the record was initiated by Mr. Goulden 
himself ? 

Mr. Asucanase. I don’t know who initiated it. I know when I left 
the cable, I left it finally with the Controller. 

Mr. Harpy. Mr. White? 

Mr. Asucanase. Mr. White. 

Mr. Mountarn. Mr. Ashcanase, is it a correct statement that any 
cable going forward while the Mission Director is on the job bears 
his signature ? 

Mr. AsHcanase. That is correct. 

Mr. Mountarn. So that no matter what occurred within the period 
of time the Mission Director was on the job, he would inevitably hold 
the responsibility as far as his name being associated with the trans- 
action appearing in a cable? 

Mr. AsucanasE. While the Mission Director is on the job, if his 
name appears on the cable, he is the responsible official. 

Mr. Harpy. So the way this thing adds up now, if I am interpreting 
it correctly, it just fitted into the natural scheme of things perfectly 
for Mr. Warne to be away so his name didn’t have to go on the cable. 

Mr. Asucanase. I don’t say he departed from the country on pur- 

ose. 

Mr. Harpy. I don’t mean that. I am not making any such infer- 
ence, either. But certainly if I understand the procedure correctly, 
if Mr. Warne had been there the cable would have had to carry his 
name. He was unwilling for it to carry his name. And, therefore, 
if he had stayed there, it could not have been ordered on that basis. 
Is that right? 

Mr. AsucanaseE. That is correct, sir. 

Mr. Harpy. So, then, it is a peculiar set of circumstances that makes 
it turn out so nicely that he can get an automobile ordered without 
his name having to be put on the telegram. 

Mr. Asucanase. That is correct, sir. 

Mr. Harpy. Go ahead. 

Mr. Mountarn. Mr. Chairman, we have some further telegrams 
here I would like to read into the record. They are all unclassified, 
and all were furnished by the ICA. 

There is a telegram of November 18, 1954, No. 725, signed “Stassen.” 

Mr. Harpy. Read it. 

Mr. Mountain. The text of which is as follows: 


Local price excessive. Details follow. 
That is the entire text. 
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Mr. Byrne. Excuse me. Does that have a code number or code 
name ? 

Mr. Mounrarn. It is USFOTO 725. 

The next telegram is dated November 20, 1954. It is USFOTO 
A-574. 

Mr. Harpy. It is unclassified ? 

Mr. Mountarn. It is also unclassified, Mr. Chairman. 

Mr. Harpy. Read it. 

Mr. Mountain (reading) : 


The price you obtained locally for a 1954 Chrysler Windsor de luxe 4-door 
sedan is $600 more than the f. a. s. New York price quoted to FOA/W for a 1955 
Chrysler Windsor de luxe V-8 4-door sedan with five 6-ply tires; heavy-duty 
shock absorbers, rear only; heavy-duty springs, front and rear; heater and 
defroster ; tool kit ; locking gas cap; and undercoating. Approximately 60 days is 
required for shipment of the vehicle after receipt of our order. Unless the 
need for this vehicle is so urgent as to warrant payment of $600 extra for 
earlier delivery, purchase should be requested through FOA/W. We will pro- 
ceed immediately with the purchase upon receipt of an obligation number 
showing the chargeable allotment. This, of course, should be confirmed by an 
obligated requisition. In purchasing these cars for use of the mission directors, 
under the $3,000 limitation, it is possible for FOA/W to procure a car in the 
class of Chrysler New Yorker. As stated in USFOTO Circular A-33, competitive 
bids will be obtained on a car similar to that indicated in your requisition unless 
a justification is given indicating that only specific makes are acceptable due to 
local servicing and maintenance facilities. 

Is this vehicle being purchased as a replacement for an administrative passen- 
ger carrying vehicle? If so, complete description of the vehicle being replaced 
should be furnished, indicating year, make, model, motor and serial number. In 
the event there is no vehicle available to use as a replacement car, please advise 
and FOA,'W will be able to apply one disposed of from another mission. 

There has been a change in the procedure for handling proceeds from the sale 
of old vehicles. The complete cost for the new vehicle—purchase price and 
shipping—shall be charged to the mission’s current administrative allotment. 
Proceeds from the sale of the old vehicle are to be deposited locally into ac- 
count 72X6875—Suspense, and reflected as receipts on the mission’s accounts cur- 
rent. Mission may then request an increase in its administrative allotment in 
the amount of the proceeds from the sale of the replaced vehicle. Mission should 
justify need for the funds. 

And the signature is “Stassen.” 

The next cable, Mr. Chairman, is from the mission, dated December 
14,1954. Its number is TOUSFO 905, and it is signed by Mr. Warne. 

Need vehicle urgently. Request FOA/W buy Chrysler due superior iocal 
servicing and maintenance facilities and necessity heavier car than present Ford. 
Order of preference 954 Windsor de luxe, 955 Windsor de luxe or New Yorker. 
Fastest delivery prime factor permit all-weather field trips. Vehicle replaces 
1951 Pontiae station wagon motor No. 13840, serial No. CL 2888, mileage 48,000 
miles under severe conditions. Despite stringency administrative funds due 
budget reduction believe safety factor determinative. Have made administrative 


“2 


reservation allotment 065-19-5AA obligation No. 5—-10472 $2,700 requisition 
follows. Advise soonest cost and freight to permit setting up true obligation. 

And that is the complete series of telegrams, Mr. Chairman. 

Mr. Harpy. All right. 

Mr. Mounratn. Mr. Ashcanase, it appears Mr. Warne did sign a 
cable requesting the car ultimately. 

Mr. Asucanase. This is a later cable; that is correct, sir. 

Mr. Mountain. The earlier cable which he refused to sign requested 
authority to purchase this thing locally ? 

Mr. AsucanaseE. That is correct, sir, as I recall the earlier draft. 

Mr. Mountain. Was it in connection with the fact that you were re- 
questing a local purchase of the vehicle, rather than the need for the 
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vehicle, that Mr. Warne expressed some doubts about signing the 
cable / 

Mr. Asucanase. I don’t think there was any doubt about the need 
for the vehicle. I don’t think there was any objection to purchasing 
it locally if we could have gotten it at the proper price and approval 
for it. I think that consideration was the criticism that might be 
leveled. 

Mr. Mountarn. Isn’t it a fact, Mr. Ashcanase, this is the only ve- 
hicle on which any effort was made to purchase for mission use out of 
master joint fund funds? 

Mr. Asucanase. I must correct the statement. There never was an 
effort made to purchase a mission vehicle out of master joint fund 
funds. This vehicle was purchased out of the administrative allot- 
ment. There was no attempt to purchase it out of funds other than 
the United States Government funds on an administrative basis, and 
the only—again, the only reason I feel that master joint fund was 
requested to purchase the vehicle was because the master joint fund 
had the responsibility, on a reimbursable basis, for the operation, 
maintenance and control of the United States Operations Mission 
vehicles, again administrative vehicles purchased out of United States 
Government moneys for administrative use, and it was never any- 
body’s intention to circumvent that. 

Mr. Mountain. Well, this, then, was the only occasion on which an 
administrative vehicle was being requested or procured through the 
master joint fund channels; isn’t that correct ? 

Mr. Asucanase. During my tenure, this is the only occasion that I 
know of that procurement was started on an administrative vehicle 
through master joint fund channels. 

Mr. Mountarn. All other vehicles were purchased either through 
the Embassy or by the mission office itself ? 

Mr. Asucanasg. The master joint fund originated the orders for 
program vehicles, for program replacement vehicles, and turned them 
over to the OMI procurement office, since they had the dollars, and 
they bought for us offshore. 

Mr. Harpy. Let the record show that Mr. Reuss left the hearing 
after the reading of the first cablegram. 

Now, Mr. Ashcanase, when we first started talking about this auto- 
mobile, you gave us a little background, and my recollection is that 
you referred to a new car having been delivered to the Mission Direc- 
tor, I thought, and it was driven, my recollection of your testimony 
is that it was 40 miles, and came back with 4 broken iinake absorbers. 

Mr. Asucanase. As I recall, this was its first field trip, which con- 
sisted of roughly 40 miles, and came back with 4 busted shock ab- 
sorbers; that is correct, sir. 

Mr. Harpy. There must be awfully rough roads over there, but I 
can recall we had rough roads in this country, too, and we used to use 
Model T’s to get around in, and managed to do it successfully, and I 
doubt whether our roads were much better than we can find over 
there. 

What kind of an automobile was that? 

Mr. Asucanase. It was a Ford, stripped-down Ford. 

Mr. Harpy. A stripped-down Ford? 
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Mr. Asucanase. Well, that is the Ford without any accessories. 
They are the low-priced model. 

Mr. Harpy. You didn’t mean a “hot rod”? 

Mr. AsucanaseE. No, sir, not a “hot rod,” sir. Whatever—it was 
one of the Ford low-priced series. 

Mr. Harpy. You say that was the first field trip? 

Mr. Asucanase. That was the first field trip it had been on. 

Mr. Harpy. I noticed in this telegram that this is to replace a 
Pontiac station wagon. 

Mr. Asucanase. Well, the vehicle, the Ford vehicle, was still suit- 
able for city driving, and it was a brand new vehicle, and could not be 
replaced under any of the terms of the GSA replacement standards or 
our replacement standards. 

The Pontiac had 48,000 miles on it, had been driven under very 
severe conditions and was in very poor shape mechanically. It was 
also an administrative vehicle, and it is possible under the system to 
replace one administrative vehicle with another administrative vehicle. 

Mr. Harpy. Did you find any shock absorbers for that Ford ? 

Mr. Asucanase. In Beirut. 

Mr. Harpy. How long did it take you to get them? 

Mr. Asucanase. A week, 10 days, maybe 2 weeks. 

Mr. Harpy. So actually, after about a week, long before this order 
was sent in here, you had that Ford back in shape, w vith four good, new 
shock absorbers on it ? 

Mr. Asucanase. The question is the judgment of the long pull, Mr. 
Chairman, whether you are going to keep on sending the vehicle out 
into the field. It is going to come back beat up every time, and that 
represents a safety hazard to the man who is responsible for carrying 
out the program and, as such, is a leader in the country. 

Normally, a mission can buy up to what an Embassy has. The 
Embassy had a, I believe, a Packard automobile, or something. I don’t 
recall exactly. 

But this is not the purpose of the exercise. The prime factor is the 
safety factor that was involved, and the use of a heavy vehicle for 
road trips. 

Mr. Harpy. So the question of keeping up with the Joneses is one 
that affected this, too; because the Embassy had it, why, the mission 
head had to have it, too. Isthattrue? Iam just trying to see whether 
that is a general situation: because the Embassy has a certain automo- 
bile, the mission head is entitled to have one, also. 

Mr. Mounratrn. Mr. Ashcanase, is it your testimony this Chrysler 
automobile was not intended to be supplied to Mr. Warne in his role 
as Co-Director of the joint. fund ? 

Mr. Asncanase. That is correct. It was intended to supply the 
vehicle to him in his role as Director of the United States Operations 
Mission to Lran. 

Mr. Harpy. Had this Ford, this new Ford, just been procured for 
that purpose ? 

Mr. Asncanase. I am not familiar with the details of the procure- 
ment of the Ford. The Ford had arrived somewhat earlier. I be- 
lieve it arrived either late summer or early fall. 

Mr. Harpy. Was this Pontiac station wagon a legitimate station 
wagon, or was it one of these hybrid things that some ‘of these fellows 
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were mentioning the other day as being the kind that were used over 
there? 

Mr. Asucanase. It was a legitimate station wagon, and at one time 
it was a very nice automobile, but it was no longer mechanically in 
shape to run any place, including the city. 

Mr. Harpy. Well, I understood from earlier testimony that the 
general practice was not to use passenger cars for fieldwork in Iran, 
but, rather, to use passenger bodies on a truck chassis. 

Mr. AsncaneseE. Normally, for fieldwork, technicians in the field 
used carryalls or four-wheel drive Jeep station wagons, depending on 
where they were. The 4-wheel drive Jeep station wagon, even, had 
its limitation because of the 4-cylinder engine which it has, which 
didn’t give it a lot of pull on the hills. 

Mr. Harpy. I don’t know whether there is any point in pursuing 
this any further, but I have a feeling that some aspects of this auto- 
bile transaction are not as clear as they ought to be. 

Mr. Mountain. We have one more question for Mr. Ashcanase. 

When you took over the responsibility for the master joint fund, 
were there in existence contracts for transportation, and similar vendor 
items, which you inherited as well as the personnel and the records ? 

Mr. Asucanase. Well, the only contract that I recall inheriting was 
a contract for a maintenance facility. The contract for the transpor- 
ters from the port on up would have been inherited by the Joint Ad- 
ministrative Services, since they had the responsibility for the port 
operation. 

Mr. Mountain. You did not take over any contract with the Morris 
Nathan Co.? 

Mr. Asucanase. Irani Transport contract for movement from the 
port on up would have been carried on by the JAS. We used them 
internally within the country, and I am not sure whether we had 
a separate contract with them on that, or not. 

Mr. Mounrarn. You do not know whether you had any contracts 
with them ? 

Mr. Asucanase. I do not know whether we had a contract with them 
for transport. I don’t think we did. I think they carried at the same 
rate as the other contract specified, and they were a principal carrier 
at that time. 

Mr. Mountatn. Then, under those circumstances, you could not have 
canceled a contract with the Morris Nathan Co.? 

Mr. Asucanase. The contract with the Morris Nathan Co. expired 
of itself. 

Mr. Mountain. Asof what time? 

Mr. Asucanase. I think it expired at the end of the year. I am 
not sure about that. It expired in December of that year. 

Mr. Mountatn. December of 1954? 

Mr. AsucanaseE. That is correct. 

Mr. Mountarn. Did we understand your testimony to be that you 
had no responsibility for moving stuff from the dock out to locations 
or to Teheran? 

Mr. Asucanase. We had responsibility for moving from Teheran 
out. but from the dock to Teheran, the answer is “No.” 

Mr. Mountain. Who had that responsibility ? 

Mr. Asucanase. The responsibility for the movement to port oper- 
ations rested with the Joint Administrative Services. We cooperated 
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with them, however, by furnishing some employees which we wanted 
to have trained against the day that we would take the responsibility, 
and also to assist in getting the project supplies through so that we 
would have the use of them at an earlier date. 

Mr. Mounrarn. Did you have some agreement with the Joint Ad- 
ministrative Services as to how this was to work ? 

Mr. Asucanase. Yes. We furnished the port unit, and they fur- 
nished an American who was in charge and handled the customs clear- 
ences, and that kind of thing. 

Mr. Mountrarn. And this was from the beginning of the operation ? 

Mr. Asucanase. No, sir. This took place in the fall, vooana about 
September or October; I think September. 

Mr. Mounratn. What did you do meanwhile on this problem ¢ 

Mr. Asucanase. Meanwhile, the Joint Administrative Services had 
the responsibility. They had a customs unit that they used. 

Mr. Mountain. Then do we understand that in September or Octo- 
ber when you made this arrangement with the Joint Administrative 
Services, the only thing they supplied was an American to help with 
getting things through customs, but the rest of the personnel were 
yours‘ 

Mr. Asucanase. They supplied the American, who assisted in get- 
ting things through customs, and who supervised the people that we 
maintained down there. We also paid for the building which housed 
the port unit. 

Mr. Mountatn. So that they had one person, and you had the rest 
of the people there? 

Mr. AsHcanase. That is correct, sir. 

Mr. Mounratn. Who headed the Joint Administrative Services at 
the time you had responsibility for the port unit? 

Mr. Asucanase. Mr. Merrill was the Chief of the Joint Adminis- 
trative Services. The man down at the port unit, the first man that 
they furnished to the port unit was a man by the name of Vermeullen. 
The second man they furnished was a man by the name of Pierce. 

Mr. Mountatn. But the [Iranian personnel were all your employees? 

Mr. Asucanase. They were master joint fund employees. 

Mr. Mountain. Had you inherited the group that were there, or 
was that part of the group that you replaced ? 

Mr. AsHcanaseE. These were newly—it was a new organization. 

Mr. Mountatn. These were employees which you had hired and 
sent down, replacing those which had been there before? 

Mr. Asucanasr. They were hired locally. The Assistant Executive 
Officer went down with the State Department man, with the JAS man, 
and set up the unit, got the facility, and spent about a month down 
there. 

Mr. Mountarn. Do you recall any transaction about any tires being 
found down there ? 

Mr. Asuoanase. I know about some tires being found down there, 
and I saw some. I saw the tires on arrival at the warehouse in 
Teheran. It was a goodly number of tires, somewhere in the neigh- 
borhood, as I recall, of 3,000. 

Mr. Mountatn. This was during the period when you had your 
personnel down there? 

Mr. Asucanase. They were found during the period that my per- 
sonnel were down there. 
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The ~— of the exercise was to get the people down there to go 
through all of the port area and to locate any property that was down 
there that belonged to the United States Operations Mission or the 
master joint fund, because they would be project supplies normally, 

The system in the Iranian customs unit at the port is to have sepa- 
rate warehouses, and not to have a central register, so you have to 
check where they were covered storage, you have to check each ware- 
house separately. 

Mostly it is not covered. They have no mechanical equipment for 
the movement of the goods, so that you have a very difficult situation 
in locating property unless you take property directly shipside and 
move it on out. 

Mr. Mountarn. At the time the master joint fund was set up, which 
was, as far as transfer of property, around June 30, 1954, I believe 
you testified you took over on July 1, 1954. 

Mr. Asucanasg. That is correct. 

Mr. Mountain. During the next few months, you replaced the per- 
sonnel in the port unit; did you not? 

Mr. Asucanasez. No, sir. The master joint fund port unit in the 
fall was a newly organized unit. The people that were part of the 
JAS we would have no responsibility for replacing. It would not be 
my function to do that, having no administrative control. 

Mr. Mountain. Weren’t you responsible for the Iranian personnel 
during that period? 

Mr. Asucanase. Not for the Administrative Services people. 

Mr. Mountatn. I believe you stated there was only one person 
there who was a Joint Administrative Services person, Mr. Vermeul- 
len, or somebody by that name. 

Mr. AsucanaseE. I think we are in the right church but the wrong 

ew. ' 
. Mr. Mountarn. I am glad to know we are in the right church. 

Mr. Asucanase. We are at the port. Vermeullen, and this is Sep- 
tember now that we are talking about, or October, Vermeullen went 
with Dr. Shaffai, who was the assistant executive officer of the master 
joint fund, an Iranian, to Khorramshahr. ; 

While they were there, they organized a port unit which was com- 
posed of these Iranian employees who were master joint fund em- 

loyees. 
‘ Fetveeen July and September, the Joint Administrative Services 
had what is known as a customs unit which presumably was responsible 
for handing the flow of goods from the aoe 

Mr. Mounratn. You say “presumably.” 

Mr. AsucanaseE, They were responsible. 

Mr. Mountain. Even after the existence of the joint fund, and prior 
to the time that Mr. Vermeullen and Mr. Merrill appeared on the scene, 
the master joint fund had no responsibility for moving stuff from the 

ort ? 
7 Mr. Asucanase. That is correct. According to the agreement, cer- 
tain things were held back until the master joint fund was able to pick 
them up. ih 
- One of those things, as an example, was that the master joint fund 
did not have a Controller until January 1, 1955. 

Mr. Mounrarn. What we are driving at, Mr. Ashcanase, is this 
simple problem : We have had information that during the period from 
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July 1 until the fall of 1954, there was a glut of material on the docks 
in Khorramshahr which remained there until Mr. Merrill, Mr. Ver- 
meullen and others got working on it, and we are trying to find out 
whether or not you had any responsibility for moving that stuff 
forward. 

Mr. Asucanase. The master joint fund had no responsibility for 
moving the merchandise forward. 

Mr. Mountain. During this period we are talking about? 

Mr. Asucanase. During this period to which you refer. 

Mr. Mountarn. This responsibility was entirely in the Joint Admin- 
istrative Services ? 

Mr. Asucanaset. That is correct. 

Mr. Mountatn. Which, however, no longer existed as far as the 
master joint fund was concerned, because the functions were trans- 
ferred ; isn’t that correct ? 

Mr. Asucanase. The Joint Administrative Services existed, except 
it existed in a different form. That is, some of their functional re- 
sponsibilities had been removed and had been turned over to the master 
joint fund, namely, that function of program support. 

Mr. Mounratn. Wasn’t this, then, one of the functions that was 
turned over to the master joint fund? 

Mr. Asucanase. This was not a function that was turned over to 
the master joint fund, because the master joint fund was not prepared 
to operate a port. 

Also, all of the materials that were coming in were coming in con- 
signed and addressed to the American Embassy, and the master joint 
fund being an agency of the Iranian Government could not present 
customs clearances for free entry on behalf of the United States 
Embassy. 

Mr. Mounrain. We are not talking about customs clearances, be- 
vause you testified that even after customs clearance continued to be 
taken care of by a representative of the Joint Administrative Services 
or of the Embassy, you supplied the personnel to move the equipment. 

Mr. Asucanase. That is correct. 

Mr. Mountains. To take care of all of the other things except 
customs. 

Mr. Asucanase. That is correct, and my explanation for that was 
two-fold: (1) Was to assist in the expeditious handling of the mate- 
rials; and (2) to get a group of people trained that could take over so 
that when we got a port superintendent and the master joint fund 
assumed the responsibility, they would have a trained cadre of people 
prepared to take over that responsibility, and there would be a mini- 
mum of—— 

Mr. Mountain. But you didn’t have this responsibility to expedi- 
tiously handle it with your personnel during this period ? 

Mr. Asucanase. We didn’t have direct reponsibility for it, no, sir. 

Mr. Mounta. Did you have any responsibility for it? 

Mr. Asucanase. We had no responsibility for it except the desire 
to get the merchandise out into the field and into the hands of the 
technicians so that it could be made useful. 

Mr. Mountain. Well, some people remained down there at that port, 
did they not, Iranian personnel, in addition to the customs man sup- 
plied by the Joint Administrative Services ? 
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Mr. AsucanaseE. I am not—I don’t think I am getting through on 
this thing. The people that were down there representing the master 
joint fund were people that were newly hired to the organization, 
to the master joint fund, in September or October. Those people were 
employed by the master joint fund, they were hired in the area by 
the master joint fund, and they were permanent employees of the 
master joint fund there. 

Mr. Mountain. Were there any people prior to September or Octo- 
ber, prior to these newly appointed port people, Iranian personnel, 
who were paid by the master joint fund? 

Mr. AsHcanase. No, sir. 

Mr. Mountain. At the port? 

Mr. Asucanase. No, sir. 

Mr. Mountatn. There were not ? 

Mr. AsHcaNnasE. No, sir. 

Mr. Mounrarn. I think that clarifies that. 

I have no further questions, Mr. Chairman. 

Mr. Harpy. Thank you, Mr. Ashcanase. 

Mr. Dickins, will you come back a few minutes, sir? 


FURTHER TESTIMONY OF RANDOLPH DICKINS, JR., CHIEF, MAN- 
AGEMENT STAFF FOR OPERATIONS, DEPARTMENT OF STATE 


Mr. Harpy. You have already been sworn, I believe. 

Mr. Dicxrns. Yes, sir. 

Mr. Mountain. Mr. Dickins, we have had some testimony in our 
record recently which involves some substantial contradictions that 
we would like to get straightened out. 

In connection with the contract with the Levant Express, can you 
tell us whether you were instructed by anyone to negotiate with 
them ? 

Mr. Dicxins. Yes, sir, I was. 

Mr. Mountarn. Who instructed you to negotiate with them ? 

Mr. Dicxrs. If I may, I would like to give you the story of the 
incidents surrounding the instructions being issued. 

Mr. Harpy. I thought we had gotten pretty much into detail on this 
a few days ago. I don’t want us to have to repeat. I don’t want to 
foreclose any pertinent testimony, but I don’t want the record dupli- 
cated in here Mr. Dickins. I certainly don’t want you to prejudice 
yourself but please let us try to keep this thing as responsive as pos- 
sible, and with as little embellishment as we can. 

Go ahead. 

Mr. Dicxrns. Well, then, to answer your question specifically, as I 
recall, I received a telephone call from Mr. Charles White, the con- 
troller for the point 4 mission, stating that he had obtained authority 
from Mr. Gregory and from Mr. Warne to negotiate with the Levant 
“xpress for the purposes of finally preparing a contract for the move- 
ment of 5,000 tons of cement. 

Mr. Mounrarn. So yor” initial instruction came from Mr. White? 

Mr. Dicxins. My initial direct instructions concerning authority 
being granted to negotiate with this firm. 

The previous day, following a meeting held in Mr. Warne’s office, 
I had informed Mr. Frank, the Counselor of Embassy for Administra- 
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tion, of the proposal to use this firm, and further told him that a de- 
cision was forthcoming from the point 4 as to whether it would be 
possible to use this firm for the purpose of moving the cement. 

Mr. Frank indicated that if Mr. Warne found it legally possi- 
ble to do so, that I was to comply with Mr. Warne’s request to have 
the cement moved. 

I stated to Mr. Frank that I felt that I was not qualified as con- 
tracting officer for the point 4 to contract for an agency of the Iranian 
Government; and furthermore, I was not inclined to sign a con- 
tract involving this company inasmuch as I was an officer in the 
Foreign Service. 

He agreed to this, and stated that I could conduct any preliminary 
negotiations and set up the conditions for inclusion in a contract, but 
that was as far as I should go. 

Mr. Harpy. Did you have any direct discussions with Mr. Warne 
about the propriety or the legality of contracting with the Levant 
Express ? 

Mr. Dicxrns. The only time this was mentioned in Mr. Warne’s 
presence was in the meeting that took place just prior to my conver- 
sation with Mr. Frank. 

At that time, Mr. Warne was present, and was informally con- 
ducting this meeting which was concerned with the problem of getting 
this cement moved. 

When this firm was suggested, I brought to the attention of those 
at the table that, as an officer in the Embassy I could not negotiate 
and sign a contract with this firm for security reasons. 

Mr. Harpy. And your testimony is that Mr. Warne and Mr. 
White were present. Who else was present? 

Mr. Dicxtns. The only other officer that I definitely recollect was 
Mr. Byrne, who was present during the entire meeting. 

I believe there were two other officers present. One was Mr. Ap- 
pelbee who was at that time assistant controller; and Mr. Gregory 
was there for at least the initial part of the meeting. 

Mr. Harpy. Since you were an employee of the Embassy, did you 
at any time discuss this particular problem with the Ambassador? 

Mr. Dickens. No, sir; I did not. 

Mr. Harpy. Or with the Counselor of Embassy ? 

Mr. Dicxtns. No, sir. I discussed it only with Mr. Frank, my 
rit who was Counselor of Embassy for Administration. 

Mr. Mountarn. This discussion, I presume, was in advance of the 
signing of the contract; is that correct? 

Mr. Drcxtns. Yes; some days prior to that. 

Mr. Mountain. At this discussion, is it your testimony that you 
made a statement to the effect that this was an improper firm for 
you, as an Embassy officer, to contract with? 

Mr. Dicktns. As soon as the name of the company was raised as 
a possible prospect for the movement of the cement, I stated to those 
present in the meeting that I, as an Embassy officer, could not nego- 
tiate such a contract. 

Mr. Mountarn. After you said you could not participate, what 
was the response of the mission or the people in this meeting? 

Mr. Dicxtns. I forget which officer in the meeting raised this point, 
but the point was advanced that this cement was the property of 
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an agency of the Iranian Government, and that the funds were not 
identified as United States money, either for the purchase of the 
cement and the charter of the vessel that was carrying cement, or 
oo the inland transportation of the cement subsequent to its arrival 
in Iran. 

I stated at that time that if this was the case, I had no technical 
objections to it, although, as an officer of the Embassy, I could not 
negotiate and sign the actual contract. 

Mr. Mounratn. Do you have any recollection which officer at this 
meeting made the observation ? 

Mr. Dicxrns. To the best of my recollection, I believe it was Mr. 
White. He was more familiar with the identity of the various funds 
which were being used for procurement purposes. 

Mr. Mounrarn. You testified that Mr. Frank later gave you in- 
structions to draw up conditions of the contract, but not participate 
in the signing or the negotiation of it; is that correct? 

Mr. Dicxtns. To the best of my recollection, he stated that I could 
assist in drawing up the terms that would be included in the contract, 
that I could bring the two parties together and discuss from a tech- 
nical point of view these various stipulations and conditions, but that 
I was not to actually negotiate, prepare or sign the final contract. 

Mr. Mountain. Returning to this meeting that you have referred 
to, I am not sure that you understood my earlier question, which was: 
Do you recall who the officer was who advanced the theory that this 
was an agency of the Iranian Government and, therefore, your scruples 
about it being an improper firm would not necessarily apply ? 

Mr. Dicxrns. As I stated previously, I believe that Mr. White indi- 
cated that these funds were not United States Government funds 


and that this Office of Emergency-Aid Projects was an agency of the 
Tranian Government. 

Mr. Mountain. You testified earlier before this committee, page 
817 of our transcript, as follows: 


I drew up the conditions which should include such a contract and turned 
that over to Mr. Byrne, then brought the Levant Express officials to Mr. Byrne’s 
office; they completed the negotiations after my departure from Mr, Byrne's 
office. 

Is that testimony correct ? 

Mr. Dicxins. There were a few other details. Actually we had 
several telephone conversations with the manager of Levant Express, 
and I do behave at one time I sent them a letter stating that these were 
the conditions that we wished to consider for inclusion in the contract. 
We were quite pressed for time, and as I recall, the letter was delivered 
by hand to the Somes Express. 

Mr. Harpy. Let me get back a moment to this meeting where the 
questions of possibly using the Levant Express because of a tech- 
nicality occurred. 

You have indicated that Mr. White suggested that since the cement 
belonged to an agency of the Iranian omarion Gat is correct, 
is it not? 

Mr. Dicxins. It was the Office of Emergency Aid Projects, which 
was stated to me as being any agency of the Iranian Government. 

Mr. Harpy. So you have testified that somebody advanced the sug- 
gestion—you have identified him as Mr. White—that since this was 
technically consigned to an agency of the Iranian Government, it 
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would be possible to use the Levant Express. Was there some discus- 
sion of that in the meeting ? 

Mr. Dicxrns. Yes, sir. As I have just indicated, I raised the point 
of propriety. I received the answer that I essentially have just given; 
and after further discussion it was generally agreed there was no 
other company qualified physically to handle this shipment. Mr. 
White was instructed by Mr. Warne to obtain from the legal counselor 
a = —— as to whether this was actually feasible in terms of 
the OKAP actually being an agency of the Iranian Government, and 
the money not being United States funds. Mr. Warne asked Mr. 
White to subsequently inform me as soon as possible as to the nature 
of the decision. 

Mr. Harpy. Then it is your statement that Mr. White was instructed 
by Mr. Warne to get a legal opinion from whom? 

Mr. Dicxtns. From his legal counselor. 

Mr. Harpy. Who was his legal counselor ? 

Mr. Dicxrns. Mr. Gregory. 

Mr. Harpy. Mr. Gregory was not present ? 

Mr. Dicx1ns. Mr. Gregory had been present earlier in the meeting 
and then had been excused. I did not recall that point, Mr. Chair- 
man, until after my previous testimony. I subsequently recalled that 
Mr. Gregory had been excused from the meeting, and that Mr. White 
had been charged by Mr. Warne to obtain this legal opinion. 

Mr. Harpy. As I understand from you, then, the others present 
concurred in that approach to the problem, that a legal determination 
should be made as to whether it was legally possible to use the Levant 
Express and, if so, to proceed ¢ 

Mr. Dickens. If they did not concur, they didn’t voice any non- 
concurrence with that approach. 

Mr. Harpy. And in any event, Mr. Warne, the Mission Director, 
issued the instructions ¢ 

Mr. Dicxtns. To the best of my recollection, that is the way it 
happened. 

Mr. Mountarn. Do you recall an occasion, Mr. Dickins, on which 
you went into see Mr. Warne about this time, and in passing Mr. 
Gregory you told him that you had to see Mr. Warne because you had 
discovered you had exceeded your authority ? 

Mr. Dicxtns. Yes. Mr. Gregory asked me about that the other 
day, and I recall that this was on an entirely different matter. There 
were some newly acquired vehicles consigned to an agricultural proj- 
ect in the northwestern part of Teheran, and I had been requested 
by one of the technicians to issue these vehicles to Iranian personnel. 

I had arbitrarily turned down this request because I didn’t feel 
that there was sufficient reason to give them additional vehicles at that 
time. 

This technician made a complaint to Mr. Warne that I had exceeded 
my authority, and in talking to Mr. Gregory I made reference to that 
point. 

Mr. Mountarn. So you were not referring to this Levant Express 
matter at all? 

Mr. Dicx1ns. No, sir, I think there was probably several weeks dif- 
ference between the two matters. 

Mr. Mountarn. We had this morning some correspondence on this 
matter, and there was an indication that a memorandum was written 
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by you, Mr. Dickins, stating that the contract would be entered into 
with Levant, as I recall it, and that certain conditions were being 
prepared. 

‘That, as I recall, was February 4. 

Mr. Dicks. I believe you must be making reference, Mr. Chair- 
man, to the letter that I sent to Levant Express stating what con- 
ditions were to be considered for inclusion in this contract. 

Mr. Harpy. I don’t recall that the conditions were stated. 

Mr. Mounrain. Mr. Chairman, our reporter this morning I believe 
still has that document for inclusion in the record, so I do not know. 
Mr. Harpy. At any rate, the substance I wanted to lead up to was 
this: 

As I recall the testimony this morning, it was to the effect that 
you had started the hauling of this cement by the Levant Express 
before a contract was executed. 

Mr. Dicxrns. If I may, sir, I would like to have that part of the 
testimony read, both the question and the answer, so I can answer 
it more specifically, because this is quite important. 

Mr. Harpy. We will have to defer that until some other time, 
because the transcript of this morning’s session has not been deliv- 
ered yet. 

Mr. Mounratrn. The date of the contract, Mr. Chairman, was Feb- 
ruary 8. Prior to that date, as the testimony was given this morning, 
there was a letter sent by Mr. Dickins to the Levant Express Co. which 
said, in effect, “We accept the terms of your offer and we propose cer- 
tain contract conditions.” 

Mr. Dickens. That was the letter I was referring to. 

Mr. Mounrain. It merely stated—we don’t have the letter here. 
All we have is the mission’s description of that letter in this cable. 
It was a one-sentence description which said, “Letter signed by Dick- 
ens accepts their proposal and——” 

Mr. Dicxrns. I have a copy of that letter which I can submit to 
the committee. 

Mr. Harpy. Can you tell the committee whether or not you had 
issued any verbal instructions to Levant Express to proceed with 
moving the cement, either prior to or simultaneous with the issuance 
of that letter? 

Mr. Dicxrns. To the best of my knowledge, sir, the ship had not 
arrived, and I don’t believe that I issued any such instructions. 

I do recall that I accompanied the head of the Levant Express 
to Mr. Byrne’s office; and after sitting in on a preliminary discus- 
sion about the signing of the contract, I left the head of the Levant 
Express Co. in Mr. Byrne’s office, and they continued the negotiations 
concerning the contract. Whatever further instructions were given 
concerning pickup and delivery were not made by me, but must have 
been made by Mr. Byrne. 

Mr. Harpy. Can you fix the date of that particular interview? 

Mr. Dickens. No, sir. All I recall was it was rather late in the 
afternoon; do you remember, Mr. Bryne? 

Mr. Byrne. No; I don’t remember when that was. I remember 
the occasion, but I can’t fix the date. 

Mr. Dicxens. I don’t remember, sir. 

Mr. Mountain. Mr. Byrne, was the contract signed on the day that 
this occurred ? 
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I believe you told us this morning that you had had 

Mr. Byrne. It is my recollection when Mr. Dickins brought the 
official or officials—there was one official—from Levant Express over 
to my office, that he signed the contract that day. 

Mr. Mounrain. And that you then sent it by one of your subordi- 
nates over for Mr. Warne’s signature that same day ? 

Mr. Byrne. No, I think it may have been the next day that it went 
over there, because there were two signatures necessary for Levant 
Express Co. Only one of the officers was present at the time. 

Mr. Mountain. Well, the effective date of the contract was Febru- 
ary 8, as reported by the mission. 

Mr. Byrne. Yes. Well, then, this meeting may have been on Feb- 
ruary 7, [ would judge. The next day the contract was brought back. 
It had been signed by Levant Express Co., and my recollection is that 
we expedited it, so to speak, by hand-carrying it over to the Plan Or- 
ganization and Mr. P anahy signed it that ‘day, and Mr. Warne appar- 
ently signed it the same day. 

Mr. Harpy. Mr. Dickins, can you fix the date when the ship arrived ? 

Mr. Dicxtns. No, sir, I have no idea when the ship arrived. 

If I may add, Mr. Chairman, the responsibility for administrative 
backstopping of the Office of Emergency Aid Projects was not within 
the scope of the JAS. I had only been called in to assist on this one 
emergency problem, and did not follow it any more than I was re- 
quested because I was preoccupied with matters of my own responsi- 
bility. 

Mr. Harpy. Mr. Byrne, you have heard Mr. Dickins’ testimony with 
respect to a meeting pi ticipated i in by a group of people, including 
yourself and Mr. W: arne, concerning the possible use of Levant Ex- 
press, and the statement with respect to the suggestion that Levant 
{xpress coud be used because the property was not the property of 
the United States. 

Do you recall that meeting ? 

Mr. Byrne. No, sir, I do not. 

Mr. Harpy. You don’t recall participating in such a meeting? 

Mr. Byrne. No, sir, I do not. 

Mr. Harpy. Did you ever hear Mr. Warne issue instructions to 
Mr. White or to any body else to get a legal opinion ? 

Mr. Byrne. No,sir. I have never heard Mr. White— 

Mr. Harpy. Did you ever issue any such instructions / 

Mr. Byrne. No, sir. 

Mr. Harpy. Well, I think we had better discontinue the hearing- 

Mr. Dicktns. Can I ask Mr. Byrne for a moment 

Mr. Harpy. You can have a private conversation if you want to. 

I believe it would perhaps be better for you to do that after we 
adjourn the hearing. Maybe we had better defer any further pur- 
suance of this subject until after the hearing record for this morning 
is available. 

We will now adjourn, subject to call of the Chair. 

Thank you very much. 

(Whereupon, at 4:40 p. m., the subcommittee adjourned, subject 
to the call of the Chair.) 
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MONDAY, JUNE 25, 1956 


Hovust or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, at 10 a. m., in room 304, House Office Build- 
ing, Hon. Porter Hardy, Jr. (chairman of the subcommittee), pre- 
siding. 

Present: Representatives Porter Hardy, Jr., and B. Carroll Reece. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

We are delighted to see Mr. Warne back with us this morning and 
I hope he did not have too much difficulty getting down out of the 
clouds last night. 

Mr. Reece. Off the record. 

(Discussion off the record.) 

Mr. Harpy. Before starting with further testimony from Mr. 
Warne, I think it would be desirable for us to get in the record some 
information of a specific nature on 1 or 2 items. I think these items 
undoubtedly will have a part in Mr. Warne’s subsequent testimony and 
this morning I believe it might be well for us to consider a few aspects 
of the Karadj Dam project that we have touched upon briefly in pre- 
vious sessions. 

I see in the back of the room Mr. Robert Alexander, who was asso- 
ciated with the FOA. 

Mr. Reece. He is here by chance, I presume. 

Mr. Harpy. Asa matter of fact, I think he has attended practically 
all of the hearings the committee has held on our current study, but 
I have not had the cent of meeting him. Whether he is here by 
chance exclusively this morning, I am not sure. I can say this: He is 
not under subpena, but I presume that some member of the staff may 
have had some consultation with him within the last day or two and 
he may be aware of the fact that he is going to be called upon this 
morning. He is not so aware from me, however. 

I believe it would be a good idea if we could have some testimony 
from Mr. Alexander this morning on the Karadj Dam project. 

Mr. Alexander, I wonder if you would come forward, please, sir? 

Mr. Reece. Off the record. 

(Discussion off the record.) 

Mr. Harpy. Good morning, Mr. Alexander. 

Mr. Atexanper. Good morning, Mr. Chairman; it is good to see 
you. 

705 
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Mr. Harpy. Will you please be sworn, sir? 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. Do you solemnly swear the testimony you shall give 
in the matter before this subcommittee shall be the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. Atexanper. I do, sir. 

Mr. Harpy. Go ahead, Mr. Mountain. 


TESTIMONY OF ROBERT ALEXANDER, FORMER CHIEF, PLANNING 
AND DESIGN, POWER AND UTILITIES, FOREIGN OPERATIONS 
ADMINISTRATION, IRAN 


Mr. Mounrarn. Mr. Alexander, will you supply the subcommittee 
now with a brief personal history statement for our record ? 

Mr. ALExanper. Well, I will start back at college. I graduated 
from VMI in electrical engineering, and worked for what is now the 
Consolidated Edison Co. of New York for about 214 years. I went to 
work for American & Foreign Power which meant that I spent the 
next 6 years in Central and South America on all of their develop- 
ments and all phases of them. 

I returned to the States in 1932 and was transferred to the Ebasco 
Services, Inc. 

Mr. Reece. What year was that? 

Mr. ALtExanperR. 1932. I became the director of economics for three 
of their companies, the Carolina Power & Light Co., the Florida Power 
& Light Co., and the Birmingham Electric Co., with odd work in other 
companies. 

In 1941 I left the Ebasco Services to form a small consulting com- 
pany with 2 other gentlemen, 1 of them a retired chief engineer of 
the Connecticut Public Service Commission. 

Well, the first job I did there was for the Mexican Government, and 
then the city of Tallahassee. Then, the war came along and I went 
into the Army. 

At the end of that I returned to this consulting business for 2 years, 
and then was invited by the War Department to come back to duty on 
civil affairs, and I went from there to the State Department as a 
Foreign Service officer. 

Mr. Mountatrn. Can you fix the dates at this point ? 

Mr. Atexanper. Yes; I was in the Civil Affairs Division from Jan- 
uary 1, 1948, until July 1, 1948, and then accepted an appointment as 
a Foreign Service officer in July 1948. I was sent to Trieste where I 
was, in effect, the city manager and city engineer for the Allied Mili- 
tary Government for about 30 months there. 

I was transferred by the State Department to Japan. Japan was 
an occupied country and I had finished my job in Trieste. I did 
economic work in Japan. 

From Japan I was transferred direct to Iran for duty with what 
was FOA and upon arrival there, was assigned as Chief, Planning and 
Design, Power and Utilities. 

Mr. Mountain. Will you tell us when you were transferred to 
Tran? 

Mr. AvexanpeRr. I arrived in Iran the 25th of January 1953, directly 
from Japan, without passing through the States. 
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I stayed on duty in Iran until the 14th of June 1953, when I re- 
turned to the United States for 5 weeks of consultations and a little 
attention to my right eye, and home leave, with orders to return to 
Iran. I returned to Iran in September, and had an automobile acci- 
dent which necessitated my being sent toGermany. Actually, I went 
back to duty in Iran on the 4th of January 1954. I remained in Iran 
on duty until the 25th of August 1954, when I returned to the United 
States, to my home. 

Mr. Mountarn. All right; I presume you left FOA at that time? 

Mr. ALEXANDER. Yes, sir; my orders terminated my employment 
with travel directly to my home. 

Mr. Mountarn. Do you have a record of employment since that 
date ? 

Mr. ALExANnpeER. No. 

Mr. Mountain. Mr. Alexander, will you tell us what the power 
situation was in Iran at the time that you arrived there, in a general 
sense, and then, specifically, in the area of Teheran, the capital ? 

Mr. ALexanpber. In general, the power situation in [ran was exactly 
as I had encountered it in Central and South America in 1926 when | 
first started to work there, having many small plants of inadequate 
central station service in any town. The old system of each manu- 
facturer having some sort of a power source was what prevailed. 

The cotton mills and any other industry had anything from a 5 horse- 
power on up to 2,000 kilowatts. There was no regulatory authority ; 
there was no means of bringing these surpluses together in a central 
station supply. While the Iranian Government had planned to finance 
central station service through oil revenues, they could not do so as they 
had no revenues from oil at the time, and there was no security market. 
So, the creation of one of these companies from a financial standpoint 
was impossible at the time. 

Mr. Mountain. These small plants you referred to I presume were 
diesel generated ? 

Mr, ALEXANDER. They would be anything. They would be diesels, 
they would be semidiesel, and they w ould be kerosene engines and 
steam turbines. 

Mr. Mountain. What was the source of fuel for the steam turbines? 

Mr. Atexanver. Coal for the steam turbines, and oil for for the 
rest of them, although some of the steam turbines did run on oil fuel. 

Mr. Mountarn. Is there a source of coal supply in Iran ? 

Mr. A.exanver. There is some coal in Iran; yes. It is not good 
quality coal and, particularly, will not stand shipment. 

Mr. Mounrtarn. Will you tell us specifically about the Teheran 
power situation ? 

Mr. Avexanper. Well, Teheran had a central station capacity in 
mid-1952 of 16,400 kilowatts augmented by about 8,000 kilowatts in 
industrial plants. 

General service was supplied to about 39,000 users with an on-peak 
voltage of 110 or 120 volts, half the normal 220-volt design supply, and 
about 40,000 applicants were not connected. 

Industr ial activity was severely curtailed and industrial growth was 
impossible. You could walk down the street at night and could see 
stores with 5 light bulbs hanging from the ceiling, and 2 of them would 
be turned on, and there would be 2 kerosene lanterns bur ning in there. 
Anybody could see that situation. 
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Mr. Mountarn. How large a city is Teheran ? 

Mr. Auexanpver. Well, Teheran is approximately a city of 1 million 
inhabitants out of an estimated population of 17 million for Iran. 

Mr. Mounrarn. I believe you testified that you arrived in Iran on 
January 25, 1953? 

Mr. ALexanver. That is correct, sir. 

Mr. Mountain. And your title was what ? 

Mr. Atexanper. Chief, Planning and Design, Power and Utilities. 

Mr. Mocnrain. In connection with this duty 

My. Reece. You were an employee of the State Department at that 
time ¢ 

Mr. Atrxanper. On detail; yes, sir. 

Mr. Mountain. In connection with these duties did it fall your lot to 
examine the power situation in Iran ? 

Mr. ALExanper. Yes; that was my assignment. 

Mr. Mounvain. Did it also fall to your lot to examine what actions 
had been taken by the mission in connection with the power bongah 
in Iran ? 

Mr. Atexanpver. Oh, yes; you always dig out the files and build up 
to the point where you enter into the picture. 

Mr. Mountain. Can you tell us what had beeen done prior to your 
arrival ¢ 

Mr. Avexanper. Well, from the files and from talking to people, I 
found out that the Teheran power supply bongah—you are familiar 
with the word “bongah,” I imagine ? 

Mr. Mounrarin. We have had it several times. 

Mr. Atexanper. At the request of FOA they had made a study of 
their power supply and their power requirements. That was dated, 
let us say, “question mark” August 1952. 

Mr. Mounvarn. Some time in the month of August 1952? 

Mr. Auexanper. Yes, sir. Either at the end of July or the first of 
August. Ido not have the copy with me. 

Mr. Mountain. What was the result of this study ? 

Mr. ALexanper. Well, the result was that the Teheran power supply 
bongah showed that they immediately needed at least 25,000 kilowatts 
of steam electric generating capacity, and that was pretty well agreed 
to by the Seven-Year Plan, Power Section, the United Nations Engi- 
neers, attached to the Seven- Year Plan and the Engineering Construc- 
tion and Division of FOA. 

Mr. Mountatn. Has the FOA, as a result of this study, given any 
support to this finding ? 

Mr. Atexanper. As I understand it; yes, from the record. In June 
1952, one of the loans approved by FOA for Iran was to the Rey 
Cement Mill located in a suburb of Teheran and that loan was for 
$600,000 for steam electric generating capacity to supply the textile 
mill and probably the Tchitsazi. 

Mr. Rexrce. Will you please spell that ? ’ 

Mr. ALexanper. T-c-h-i-t-s-a-z-i. There was an interconnection 
between the Rey cement plant and the Tchitsazi textile plant. 

Mr. Mountain. What kind of interconnection ? 

Mr. Avexanper. I think a 22,000-volt line. 

Mr. Mountain. Isee. It wasa powerline? 

Mr. Anexanper. Yes, sir. 
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UNITED STATES AID OPERATIONS IN IRAN 


(Project agreement on the Rey cement plant follows :) 


Progect AGREEMENT No. 16 


Under Industry Program Agreement Between the Seven Year Plan Organization 
of Iran and the Technical Cooperation Administration of the United States 
of America 


PROJECT AGREEMENT FOR EXPANDING REY CEMENT PLANT 


This operational agreement, hereinafter referred to as “Project Agreement,” 
entered into between Ahmad Zanganeh, Managing Director of the Seven Year 
Plan Organization, an agency of the Iranian Government (hereinafter referred 
to as the “Plan Organization’) and William E. Warne, Director, Technical 
Cooperation for Iran and designated representative of the Technical Cooperation 
Administration (hereinafter referred to as the “Administration”), witness that 
the parties hereto have agreed as follows: 

Considering that it is the purpose of this agreement to aid the efforts of the 
people of Iran to develop their resources and improve their working and living 
conditions by encouraging the exchange of technical knowledge and skills and 
the flow of investment capital: 

Desiring that these efforts of the people of Iran should be aided by utilizing 
available Point IV funds to assist in providing demonstrations of the economic 
development benefits of technically and economically sound cement processing 
units, to improve techniques and skills in the planning and operation of such 
units, and to improve working and living conditions of the population ; 

Recognizing that increased production per man unit results from fair wages 
and improved working conditions, reasonable returns on capital investment as a 
result of efficient management, effective labor-management relations, apprentice- 
ship and inservice training, elimination of child labor, and adoption of modern 
methods of technical and financial management ; 

Finding that the Plan Organization has partially paid for a Three Hundred 
ton cement mill from Germany and needs additional electric power generating 
facilities to complete the installation in Rey, a suburb of Tehran, that completion 
of the purchase and installation of the machinery and electric power generating 
facilities will provide Iran a technically and economically sound demonstration 
of efficient cement production facilities and techniques, stimulate building crafts 
and industries, and decrease cement importation; that this project is (a) an 
appropriate part of a program designed to contribute to the economic development 
of Iran, (b) is actually needed for substantial economic development, and (c) that 
the capital investment required is not available from private sources. 


Now, THEREFORE, THE PARTIES HERETO MUTUALLY AGREE THAT: 
Article I 


Pursuant to the Industry Program Agreement entered into between the Plan 
Organization and the Administration on May 12, 1952, as amended, a project 
relating to expanding the Rey Cement Plant is hereby undertaken by the parties 
hereto. This agreement and all activities carried out pursuant to it shall be 
governed by the terms and conditions of the Industry Program Agreement. The 
parties hereto will, in administering the project, provide for increased participa- 
tion of free private enterprise and discourage cartel and monopolistic business 
practices. 

Article II 


The Technical Cooperation Administration for Iran will provide to the Joint 
Fund for Economic Development, established pursuant to Article V of the 
Industry Program Agreement, executed by and between the Seven Year Plan 
Organization of Iran and the Technical Cooperation Administration on May 12, 
1952, for foreign exchange costs necessary to complete purchase of the Three 
Hundred ton cement unit, the sum of Six Hundred Thousand Dollars. 


79239—56—46 
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Article III 


In the event the contribution of Six Hundred Thousand Dollars should prove 
insufficient to finance foreign exchange costs contemplated by this project, the 
Plan Organization will provide all necessary additional foreign exchange funds. 
It is expressly understood and agreed that the provision of $600,000 by the 
Administration does not, in any way, obligate the United States of America to 
furnish any additional funds. 


Article IV 


The Joint Fund for Economic Development will receive the $600,000 in install- 
ments on the call of the Co-Directors of the Joint Fund for Economic Develop- 
ment. It is estimated that the payments of installments will be made as follows: 
For period ending September 30, 1952, $600,000. 


Article V 


The Plan Organization agrees that it will arrange for the financing of all rial 
costs which will be required to expand the Rey Cement Plant, estimated amount, 
Fifty Million (Ris 50,000,000) rials. 


Article VI 


Technical aid and assistance and general technical supervision in the accom- 
plishment of this project will be provided by technicians furnished jointly by 
the Plan Organization and the Administration. It is expressly understood and 
agreed that all technicians shall have access to the facilities, books, and records 
of Rey Cement Plant for the purpose of giving such advice and guidance as may 
be necessary to attain the objectives of the project. Plan Organization will 
furnish the Administration with any documents necessary to explain the expendi- 
ture of the funds. 


Article VII 


The Plan Organization undertakes to execute a loan agreement with the Joint 
Fund for Economie Development providing for repayment, in like currency, of 
the dollars or rials advanced by the Joint Fund for Economic Development, 
such repayments to be made in equal yearly quarterly installments over a period 
of ten years with interest on unpaid balances at the rate of three percent per 
annum payable with the quarterly installments, beginning with the last day of 
the calendar quarter during which production of Rey Cement Plant shall reach 
seventy-five percent of its rated capacity of three hundred tons per day or 
June 30, 1954, whichever is earlier. The Co-Directors of the Joint Fund may, 
by agreement, grant such extensions of dates of repayment as may be necessary. 
Should the ownership of the plant, facilities, and other assets acquired with 
these funds be transferred to any other legal entity, the liability for this loan will 
become the joint and several liability of thte transferor and transferee. 


Article VIII 


It is understood and agreed that the Plan Organization now has, and will 
retain for the duration of this loan, full managerial control of the Rey Cement 
Plant. The Plan Organization agrees that principles of sound management shall 
be observed in the operation of the Rey Cement Plant. The manager of Rey 
Cement Plant shall be appointed for the term of one year and such appointment 
and each renewal thereof shall be submitted to the Co-Directors of the Joint 
Fund for approval. In the event either of the Co-Directors fails to approve the 
appointment or renewal, the Plan Organization shall submit to the Co-Directors 
other nominees until approval is obtained. 


Article 1X 


This agreement may be referred to as the “Project Agreement for Expanding 
Rey Cement Plant.” It shall enter into force on the date on which it is signed 
and shall remain in force until all funds advanced to Rey Cement Plant shall have 
been repaid. 
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DONE IN DUPLICATE, in the English and Persian languages, at Tehran, this 28th 


day of June 1952. Both the English and the Iranian texts are valid. 


For the Technical Cooperation Administration : 

(Sed.) Wrram E. WARNE, 
U.S. Director of Technical Cooperation for Iran. 

For the Seven Year Plan Organization : 

(Sg¢d.) A. ZANGANEH, 
Managing Director. 

Mr. Mountarn. Well, did the Rey cement plant get its electric gen- 
erating equipment / 

Mr. Atexanper. No. Of the $600,000, as I understood it, $125,000 
had been spent by Rey but in October the $475,000 remaining in "the 
Rey cement plant more or less had been tr ansferred to another pr oject 
agreement. I think it was project agreement No. 3 for aid in financing 
steam electric generation for the city of Teheran. That is a more 
efficient use of the money than putting it in a small industrial plant. 

Mr. Mounvatn. So the transfer was made of these funds from a 
single-plant use or perhaps a two-plant use to a general use to be 
avi ails able to the city as a whole ? 

Mr. Atexanper. That is what I understood from reading the project 
agreement. 

(Amendment to Rey cement plant project follows :) 


AMENDMENT No. 1 TO PROJECT AGREEMENT NO. 16 


Between the Seven-Year Plan Organization of Iran and the Tehran Power 
Company and the Technical Cooperation Administration of the United States 
of America 


The Project Agreement for Expanding Rey Cement Plant, entered into between 
Ahmad Zangueneh, Managing Director of the Plan Organization, and William 
E. Warne, Director of Technical Cooperation for Iran, on June 28, 1952, is 
amended by adding the Tehran Power Company as a contracting party and is 
further amended in the following particulars: 

1. Delete articles IT, IV, and V and substitute therefor the following: 


ARTICLE It 


The Administration will provide to the Joint Fund for Economic Development, 
established pursuant to article V of the Industry Program Agreement, executed 
by and between the Plan Organization and the Administration on May 12, 1952, 
for foreign-exchange costs necessary to complete purchase of the 300-ton cement 
unit, the sum of $147,000, and to partially defray the cost of purchasing electric- 
power-generating facilities, the sum of $453,000. 


ARTICLE IV 


The Joint Fund for Economic Development will receive the $600,000 in install- 
ments on the call of the Co-Directors of the Joint Fund for Economic Develop- 
ment. It is estimated that the payments of installments will be made as fol- 
lows: For period ending June 30, 1953, $147,000; for period ending December 
30, 19538, $453,000. 

ARTICLE V 


Plan Organization agrees to provide the sum of R1s35,000,000 for the construc- 
tion of a building to house the electric-power-generating facilities. The Tehran 
Power Company agrees that it will provide the sum of Rls100,000,000 for all 
other costs of the purchase, erection, and installation of electric-power-generating 
facilities. The Plan Organization further agrees that it will arrange for the 
financing of all other rials costs which will be required to expand the Rey Cement 
Plant. 

2. The parties hereto agree that the terms and provisions of the Project Funds 
Agreement No. 3 for Expanding Rey Cement Plant, entered into between Ahmad 
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Zangueneh, Managing Director of Plan Organization, and William BE. Warne, 
Director of Technical Cooperation for Iran, on October 7, 1953, shall apply to the 
funds herein made available for the purchase, erection, and installation of elec- 
tric-power-generating facilities. 

DONE IN DUPLICATE, in the English and Persian languages, at Tehran this 12th 
day of August 1953. Both the English and the Persian texts are valid. 

For the Technical Cooperation Administration : 


(Sgd.) WrxramM E. WarRNE, 
U. 8. Director of Technical Cooperation for Iran. 

For the Seven-Year Plan Organization of Iran: 

(Sgd.) A. ZANGUENEH, 
Managing Director. 

For the Tehran Power Company: 

(S¢d.) <A. Naps, 
Managing Director. 

Mr. Mountarn. And it was to be steam-electric generation ? 

Mr. Atexanper. Yes, sir; steam electric generation. 

Mr. Mountain. Now, these things that you have stated occurred 
prior to your arrival ? 

Mr. ALexanper. My knowledge of them is from the files. 

Mr. Mountarn. Had FOA Iran taken any further action in con- 
nection with the development of power prior to your arrival? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mountarn. Would you tell us what that was? 

Mr. Atexanper. On the 15th of January 1953 there was a meeting at 
the plan organization and at that time FOA Iran, represented by the 
chief engineer and the Chief of the Water Resources Section of FOA 
and other personnel, signed a memorandum of understanding or agree- 
ment that an order for two 12,500-kilowatt steam-electric units should 
be placed at once, and at that time FOA agreed that they would supply 
about $500,000 for the foreign exchange downpayment on these 2 
units. 

The other parties to the memorandum agreement said that they 
would attempt to obtain $250,000 to complete the $750,000 downpay- 
ment and also attempt to obtain from the Government of Iran a guar- 
anty for the remaining $2.25 million of estimated import costs. 

Mr. Movuntarn. Now, that would add up to a $3 million import cost? 

Mr. Auexanper. That is right; c. i. f. Iran. That cost was high; 
that estimated cost was high. 

Mr, Mountatn. What about the local costs ? 

Mr. ALExANnpDER. Well, the local cost in rials could be financed by 
the Teheran Power Bongah by what amounted to assessments on pro- 
spective customers. 

Mr. Mountarn. What was the size of that cost? Do you have any 
figures on that? 

Mr. ALexanper. I would estimate it at about 120 million rials, the 
cost of transport from the seaport to Teheran and erection. 

Mr. Harpy. What happened to the original $475,000 that was trans- 
ferred from the Rey cement plant? What happened to that? 

Mr. Arexanper. Well, that that is a long way along in the chronol- 
ogy,sir. Do you want that now? 

Mr. Harpy. No; I was just wondering if that was used in any way 
to help finance this $3 million project. 

Mr. Atexanper. That was never financed, sir. 

Mr. Harpy. It was never financed ? 

Mr. Atexanper. No, sir. 
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Mr. Harpy. As I understood your testimony a moment ago the 
$475,000 was transferred to project No. 3 which called for providing 
steam-generating capacity for Teheran ? 

Mr, ALEexanper. That was never consummated as far as FOA Iran 
was concerned. 

They put up a project agreement, but they never put up a loap 
agreement or a funds agreement. 

Mr. Harpy. They did not ever spend that $475,000 for that particu- 
lar pu ; is that right? 

Mr. Atexanver. No, sir. 

Mr. Harpy. All right. 

Mr. Mountain. At this point there was a pledge on the part of FOA 
Iran for a $500,000 downpayment ? 

Mr. ALexanper. I would read that out of this memorandum of un- 
derstanding that was signed by the parties that attended the meeting. 

Mr. Mountain. What subsequently happened ? 

Mr. ALexaNpeR. Approximately the 11th of May FOA assembled 
an economic impact fund from unspent residual balances of projects. 
I think the total of that fund was $7.7 million, and the fund was assem- 
bled in response to Premier Mossadegh’s request for a more immediate 
emphasis on industrial development. 

Mr. Mountain. What relation did that fund have to this money 
that you have just been talking about ? 

Mr. Avexanper. The $475,000 which had been transferred from the 
Rey Cement Plant loan to this project agreement was then trans- 
ferred out of the project agreement into the economic impact fund. 

(The project funds agreement referred to follows :) 


Prosect Funps AGREEMENT No. 8 


Between The Seven Year Plan Organization of Iran and The Tehran Power 
Company and The Foreign Operations Administration of the United States of 
America 


PROJECT FUNDS AGREEMENT FOR USE OF FUNDS FORMERLY ALLOTTED TO REY 
CEMENT PLANT 


This operational agreement, hereinafter referred to as Project Funds Agree- 
ment, entered into between A. Nadjm, Managing Director of the Tehran Power 
Company; and William E. Warne, Director of United States Operations Mission 
to Iran and designated representative of the Foreign Operations Administration 
of the United States of America, formerly known as the Technical Cooperation 
Administration (hereinafter referred to as the “Administration”), and Abol 
Ghassem Panahy, Managing Director of the Seven Year Plan Organization of Iran, 
being Co-Directors of the Iran American Joint Fund for Economie Development, 
witnesses that: 

Considering that the project funds provided in Project Agreement No. 16, for 
Expanding the Rey Cement Plant, executed between Ahmad Zangueneh, then 
Managing Director of the Plan Organization, and William E. Warne, designated 
representative of the Technical Cooperation Administration, on June 28, 1952, 
as amended, and in Project Funds Agreement No. 3, entered into between the 
same parties on October 7, 1952, contain on this date unused and unsubobligated 
balances of funds amounting to $475,000 which may be diverted from the purposes 
set forth in such agreements to the purchase of heavy construction equipment 
and materials; and 

Recognizing that the Joint Fund for Economic Development is the appropriate 
agency to purchase and allocate the use of such heavy construction equipment and 
materials for general use in projects designated by the Co-Directors of the Joint 
Fund for Economic Development, including the Karaj Dam Project, on such 
terms and conditions as the Co-Directors may determine; and 
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Finding that the use of these unused and unsubobligated balances will advance 
the cooperative program of economic development, and that the funds are not 
needed at this time in the development of the Rey Cement Plant; 

Now, THEREFORE, IT IS MUTUALLY AGREED THAT : 

1. $475,000 of the funds made available pursuant to the above mentioned 
project and project funds agreements shall be made available by the Joint Fund 
for Economic Development for the purchase and transport to Iran of such heavy 
construction equipment and materials as shall be identified and described by and 
in purchase authorities or other written memoranda executed by the Co-Directors 
of the Joint Fund for Economic Development. 

2. It is further mutually agreed that the obligations assumed by the parties 
hereto pusuant to Amendment No. 1 to Project Agreement No. 16, executed by the 
parties hereto on August 12, 1953, are hereby cancelled and revoked. 

DONE IN DUPLICATE, in the English and Persian languages, at Tehran, this 13th 
day of January, 1954. Both the English and the Persian texts are valid. 

For the Foreign Operations Administration: 

/s/ Wrttram E. WARNE, 
Director of U. S. Operations Mission to Iran. 

For the Tehran Power Company: 

/s/ A. Napsm Managing Director. 

For the Seven Year Plan Organization of Iran: 

/8/ <A. G Panany, Managing Director. 

Mr. Mountain. What about the $500,000 pledge as a downpay- 
ment ? 

Mr. ALExANpER. Well, the additional $25,000 was to come from some 
other source. In other words, the figures were not as precise as an 
accountant would make them, down to the last penny. 

I mean I went through the same thing in Trieste for 30 months 
where you could move funds around with the permission of the zone 
commander. 

Mr. Mountarn. Is the essence of what you are saying this: When 
this economic impact fund was created for industrial development the 
money pledged for the steam-electric generating plants was then 
moved over to this general fund ? 

Mr. ALExANpDER. It was, sir. 

Mr. Mountarn. And withdrawn in a sense from this specific proj- 
ect ? 

Mr. ALExaNper. Withdrawn in a sense from Teheran. 

Mr. Harpy. Are we talking about two different allotments of 
funds? 

Mr. ALEXANDER. No, sir. 

Mr. Harpy. We have talked about $475,000 that was put into the 
Rey Cement Plant and then I understand that there was another 
$500,000. 

Mr. ALexANper. It involved the same funds with $25,000 addi- 
tional. 

Thev talked in round figures at these meetings, sir. Did I explain 
myself, sir? 

Mr. Harpy. No; not entirely, because we were talking a moment 
ago about a $3 million proposition for steam-electric units for Teheran 
and I did not understand that the $475,000 was a part of that. 

Mr. ALExANpeR. Yes, sir. 

Mr. Harpy. The $475,000 which was transferred from the Rey Ce- 
ment Plant to project No. 3 was a part of the $500,000 which FOA Tran 
pledged in January toward the downpayment on the equipment? 

Mr. AtexaNnper. That is correct, sir; that is my understanding. 

Mr. Mountarn. Actually, what vou have been saying involves two 
different statements of the same thing; that back in August or Octo- 
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ber there had been this withdrawal from the Rey Cement Plant of 
$475,000 ? 

Mr. Avexanper. That is right. 

Mr. Mountain. To be used for central station purposes ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mounrain. And that prior to that, I think you said in the 
month of August, they had a study made that indicated there was 
25,000 kilowatts of steam electric generating capacity found to be 
needed ? 

Mr. ALExANpDER. Immediately. ; 

Mr. Mountain. Now, in January that same 25,000 kilowatts is men- 
tioned, but it is now mentioned as two 12,500-kilowatt units? 

Mr. ALexanper. That is right. 

Mr. Mountarn. So we are still talking about a 25,000-kilowatt 


capacity ? 

Mr. Tania. That is right. They got down to some specific de- 
tails on how the 25,000 kilowatts should be installed and what size 
units. 

Mr. Mountarn. So the only difference is that the $475,000 was 
actually assigned to Rey Cement originally ? 

Mr. Arexanper. Yes, sir. 

Mr. Mountarn. And then it was withdrawn to this sort of central 
power project ? 

Mr. ALtexanper. Yes, sir. 

Mr. Mountatn. Then when that pledge was made for the central 
power project the amount of that was $500,000 for a downpayment ? 

Mr. ALexAnper. Yes, sir; they increased it by $25,000. 

Mr. Harpy. Do I understand that in the development of this pro- 
posal in January of 1953, when the project was supposed to be $3 
million, that a substantial part of the cost was proposed to be financed 
through local currency by a sort of an assessment? Is that what you 
said ? 

Mr. Avexanper. That is right, sir; an assessment. 

Mr. Harpy. Was that to be a private enterprise operation or a gov- 
ernmental operation ? 

Mr. Atexanper. The operation itself was controlled by the Govern- 
ment through the Teheran Power Bongah. 

Mr. Harpy. Who was going to raise these assessments? Was that 
to be done by the Bongah ? 

Mr. Atrxanper. That was to be done by the Bongah; yes, sir. 

They were going to do it by exacting a contribution from each 
prospective customer of X rials in the hope that they would get a 
connection when the service was available. They had done that pre- 
viously to 16,000 customers; required each one of them to contribute 
6,000 rials to the Teheran Power Bongah. 

Mr. Harpy. Well, was there any plan to make that a private enter- 
prise operation rather than strictly a Government-owned public power 
proposition ? 

Mr. Atexanver. There was a suggestion made in February 1954 to 
make a public corporation out of it, and to issue bonds and stock to 
all who had contributed to the development or financing of it. In 
other words, if you were a private citizen and had put 6,000 rials into 
it, you got a share of stock or a bond which drew interest. If you were 
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the Government and had placed 200 million rials into the project, you 
got bonds and stock for that on the same basis that the private indi- 
vidual did. 

Mr. Harpy. Who was supposed to get the bonds for the $500,000 
downpayment ? 

Mr. Atexanper. There were no bonds for that. 

Mr. Harpy. That was just not going to be counted ? 

Mr. AtexanpEr. Well, that was a loan presumably to the Teheran 
Power Bongah, which they would pay back out of earnings. 

Mr. Harpy. That was a loan or was it a grant? 

Mr. Arexanper. Well, as I understand the finances of FOA the 
money which FOA made available to the Government of Iran was a 
grant of economic assistance but the money in turn when loaned 
through the appropriate financial agency was counted as a loan for 
ropey ane to the Government of Iran’s account, which made the 
oan. 

Mr. Harpy. Mr. Mountain, I have gotten lost. 

Mr. ALEXANDER. I am sorry, sir. 

Mr. Harpy. That is all right. 

Mr. Atexanper. Did I misstate it? 

Mr. Harpy. No; I do not know that you have misstated anything. 
Tam just having a hard time keeping up with all of these matters. 

Mr. Rerce. I think that type of transaction is familiar or is not 
unusual in other countries in connection with FOA grants, if I am not 
mistaken. So, there was nothing unusual about that aspect of it. 

Mr. Atexanper. No, sir. 

Mr. Harpy. I did not mean to infer that I thought there was any- 
thing unusual in that particular aspect of it, but I got lost somewhere 
along the line when we started out with $475,000 for the Rey cement 
plant and that was transferred to project No. 3, and subsequently was 
repromised, apparently, to a new project which involved a $3 million 
installation. Then, there was talk about making it a Government 
corporation which would have the aspects of private enterprise. 

Mr. Atexanper. We have jumped here, sir, and Iam sorry. I there 
intended to say that the private enterprise aspect did not come along 
until 1954, sir. 

Mr. Harpy. Oh, I think that is where I got off the track, I suppose. 

Mr. ALrexaNner. Yes, sir. 

Mr. Harpy. I am just trying to keep my chronology straight, if I 
can. 

Go ahead, Mr. Mountain. 

Mr. Auexanper. Well, we have arrived, I believe, at the economic 
impact fund which was assembled. 

Mr. Mounratn. Yes. That was during the time you were in Iran, 
and I think you fixed the date as the 11th of May? 

Mr. Atexanper. Approximately the 11th of May. The copy of the 
memorandum I have is dated the 11th of May. 

Mr. Mountain. Was the withdrawal of the $500,000 pledged to this 
power project and placed in the economic impact fund done, to your 
knowledge, with the approval of the Iranian Government? 

Mr. Atexanper. From the records in the files I have to assume it 
was not done with the approval of the Iranian Government. I de- 
parted from Iran on the 14th of June under orders to go to the United 
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States and return. What I refer to now between the 14th of June 
1953 and the 4th of January 1954 when I returned to duty in Iran is 
to my knowledge from the files which I immediately restudied when 
I returned to duty in Iran to find out what had gone on and bring 
myself up to date. 

Mr. Mounrtatn. Do the files show any action taken by the Iranian 
Government or the Teheran Power Bongah to obtain the steam electric 
generating capacity ? 

Mr. Atexanper. On the first of July the Prime Minister’s Office 
wrote to FOA and protested that the money which had been pledged 
to help finance steam-electric generation for Teheran had been diverted 
to this economic impact fund. 

Mr. Mountain. Did the Iranian Government itself take any action 
in connection with obtaining this power equipment ? 

Mr. Atexanper. On the 11th of July Teheran issued bid requests 
for 10,000 and 12,500 kilowatt steam electric units. 

Mr. Mountarn. You do not mean 10,000 units? 

Mr. Arexanper. No; 10,000 or 12,500 kilowatt units. In other 
words, they asked the bidders to say for how much they would supply 
a 10,000-kilowatt unit and for how much they would supply a 12,500- 
kilowatt unit. 

They wanted to make their choice between those two sizes of units. 

Mr. Mounta1n. These requests were for single unit bids? 

Mr. ALexanper. Single unit bids, but by a multiplied bid. In other 
words, “if we buy 1 unit, what is the price; 2 units, what is the price; 
and 3 units, what is the price ?¢” 

Mr. Mountain. You have stated that the Iranian Government made 
some representations to them about continued support of their power 
project. 

' id your examination of the records show any reply from the mis- 
sion 2 

Mr. Atexanper. Attached to the letter of July 1, 1953, from the 
Prime Minister’s Office is a reply from FOA Iran dated August 6, 
1953, which says that the pledge was not a firm pledge and, therefore, 
that FOA Iran does not consider it must continue that financial sup- 
port. 

Mr. Mountain. That is a negative response, I gather, to make it 
positive? 

Mr. ALexanper. The only positive statement made at the time as to 
a power supply for Teheran is that they refer to themselves as TCT. 
That is a part of the transition from one agency to another—TCI, 
FOA and ICA. 

Mr. Mountain. I presume that TCI stands for “Technical Cooper- 
ation, Iran?” Is that it, or do you know? 

Mr. Atexanper. That is right. That is the way it was used at that 
time, and that TCI for power development in the Teheran area would 
compete on hydroelectric generating stations and transmission 
ines. 

Mr. Harpy. Let me see if I understand what you just said: 

Do I understand that in August—was that August 1953? 

Mr. ALExanper. Yes, sir; August 1953. 

Mr. Harpy. You are getting this information from the files? 

Mr. ALEXANDER. Yes, sir. 
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Mr. Harpy. In August 1953 somebody says we are not going to put 
up any money for the steam plants ? 

Mr. ALexanper. Yes, sir. 

Mr. Harpy. But we are going to concentrate on hydroelectric power 
for the city of Teheran ? 

Mr. AtexAnper. That is correct, sir. 

Mr. Harpy. Did we not have earlier testimony to the effect that 
there has been a careful analysis of Teheran’s requirements and some- 
body had decided that the needs of Teheran could best be served 
through providing some steam generating equipment; is that correct? 

Mr. ALexAnper. That is correct, sir. 

Mr. Harpy. Who made that first determination ? 

Mr. Avexanver. That first determination was made by the Teheran 
Power Bongah at the request of FOA Iran. In other words, FOA 
said make a study of your power supply and what you need and the 
Teheran Power Bongah came back and said “we need immediately 
some steam electric-generating capacity.” 
read Harpy. Was that finding joined in by anyone representing 

Mr. ALEXANDER. Well, the memorandum of agreement and under- 
standing of the 15th of January 1953 is signed by Charles B. Jones, 
Chief Engineer, FOA, and it is signed by Mr. Edgar E. Foster who at 
that time was Chief of the Water Resources Division, FOA, and suc- 
ceeded Mr. Jones who left shortly thereafter, because of health, as 
Chief Engineer. 

Mr. Harpy. And that was at what time? 

Mr. Atexanper. 15th of January 1953. 

Mr. Harpy. January 15? 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. There was a memorandum of agreement which in effect 
expressed approval of the steam generating approach to the require- 
ments of Teheran? 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. As a matter of fact, was not the $475,000 transferred 
prior to that time to project No. 3? 

Mr. Arexanper. That is correct. That was transferred on the 7th 
of October 1952. 

Mr. Harpy. Did not project No. 3 have as its stated purpose the 
provision of steam generating equipment? 

Mr. ALexAnper. Yes, sir. 

Mr. Harpy. Who participated in that agreement on behalf of FOA 
or TCA? 

Mr. Atexanner. I would presume that Mr. Jones and the Engineer 
Construction Division drew up the project agreement and prepared 
the basic studies and papers to support it and delivered it to the Direc- 
tor’s office for approval. 

Mr. Harpy. Well, that is a presumption. You did not know what 
took place? 

Mr. Arexanpver. Well, that was the regular routine that the division 
prepared it. 

Mr. Harpy. You do not know whether that is actually what hap- 
pened in this case? 

Mr. Arexanver. No, sir. I do not have the backup papers. 

Mr. Harpy. I have just one other question : 
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In connection with your statement that the $475,000 was transferred 
to some other project—project No. 3% 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. Who would have the authority to make such a transfer ? 

Mr. Avexanper. As far as I am concerned, only the Director. 

Mr. Harpy. Allright. So, it would be your testimony that accord- 
ing to your best recollection the Director, at least, was in agreement 
in October 1953 or 1952; is that right? 

Mr. Avexanper. He signed the project agreement, sir. 

Mr. Harpy. In 1952 he was in agreement that steam generating 
equipment was required to meet the ‘needs of Teheran ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. Then again in January of 1953 there was also an agree- 
ment by the official TCA family that the funds would be used for the 
steam-generating equipment ? 

Mr. ALexanper. That is right. 

Mr. Harpy. And your most recent testimony is that in August of 
1953, the Director stated to the Prime Minister’s Office that— 

We will not put up any money for steam-generating equipment and we will 
concentrate on the development of hydroelectric power. 

Mr. ALexanper. That is correct, sir. 

Mr. Harpy. All right; just so we can get some chronology here. 

Mr. Mountatn. Do you have any information as to what the results 
were of Teheran’s request for bids on the steam-generating equipment ? 

Mr. ALexanper. Yes. They received bids from many sources, and 
in addition FOA received private information from the International 
General Electric Co. as to what they would supply units for, and taking 
those bid replies and the private information, it could be well estimated 
that you could obtain three 12,500-kilowatt ‘steam-electric units from 
European sources for a total foreign exchange cost of $3.8 million. 

You ‘could obtain those same units from United States sources for 
approximately $4.2 million, c. i. f. Iran. That is delivered clear 

Mr. Mounratn. Do you have any information as to what the in- 
stalled cost would be? 

Mr. ALeExanperR. Yes, sir. For European units the total cost in- 
stalled would be given as $5.6 million. For United States units it is 
$6 million. 

Mr. Mountarn. Would that include the local costs as well? 

Mr. ALExANnpDER. Those are the local costs. I have kept all of these 
in dollars so as not to bring in two currencies. 

Actually the difference in cost c. i. f. and in service of $1.8 million 
would be paid in rials; that would be local transport, land, and all 
of the labor and local materials for putting the units in operation. 

Mr. Mountain. These costs are not additive, then. The $4.2 million, 
for example, is included in the $6 million ? 

Mr. AtexaNper. That is correct, sir. 

Mr. Mountrarn. What action subsequently was taken in connection 
with Teheran power by our mission in Iran? 

Mr. Atexanper. From the files you will find agreement No. 73, 
November 11, 1953, for the construction of the Karadj Dam at an esti- 
mated cost of $17 million, as designed by Enterprises Metropolitanies 
et Coloniale for the Iranian Irrigation Authority. 
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Mr. Mountatn. What was the power-generating capacity of this 
unit ¢ 

Mr. Auexanper. This would have an installed capacity of 30,000 
kilowatts with an output of 85 million kilowatt-hours annually; 9.9 
million kilowatt-hours monthly for 7 months, and 3.1 million kilowatt- 
hours monthly for 5 months. 

MaRS REE This was, however, a multiple-purpose project, was 
it not % 

Mr. ALexanper. Irrigation water was to be supplied to approxi- 
mately 22,200 acres and to supply potable water storage for Teheran 
when that potable water storage was required in about 1965. 

Mr. Mountain. What was the completion time on this project? 

Mr. Atexanver. The best estimates we could find were 48 months 
for completion after settlement of design, economic base, and guaranty 
financing. 

Mr. Mountarn. What part did the agreement call for FOA to play 
in this project ? 

Mr. Avexanper. FOA supplied $1.4 million to begin the project. 

Mr. Mountain. What was the Iranian contribution ? 

Mr. Auexanper. At that time zero in actual cash. 

Mr. Mountain. The date was in November of 1953? 

Mr. Atexanper. November 11, 1953, was the date of signature. 

Mr. Mountarn. This was the point in time right after the fall of 
the Mossadegh government, was it not ? 

Mr. ArexaNnper. I believe the Mossadegh government fell about 
the middle of August 1953. 

Mr. Mounrarn. I believe we need a little bit of explanation as to 
this Iran zero. Is it not a fact that at this time the Iranian financial 
situation was reputed to be in pretty bad shape? 

Mr. Atexanper. As I understood it, Iran had practically no foreign 
exchange, official foreign exchange, and it was running a budget deficit 
in its rials. 

Mr. Harpy. I would like to get something cleared up here so I can 
understand it. We have been talking here about steam generating 
plants of 25,000 kilowatts. 

Mr. ALExANpeER. Yes, sir. 

Mr. Harpy. Now you talk about a hydro plant. Tt will generate 
9.9 million kilowatt-hours monthly for 7 months and 3.1 million kilo- 
watt-hours monthly for 5 months. What is that 3.1 million kilowatt- 
hours equivalent to in steam-generating capacity. 

Mr. Atrxanper. An engineer is helpless without a slide rule. It 
is about 3 hours’ use a day ; that is all, sir. 

Mr. Harpy. What I am trying to do is to compare that 5-month 
period when it is low. As I understand it, you use the steam to de- 
velop your hydro power, but I am trying to see how this would com- 
pare with your 25,000-kilowatt steam plant during the 5 months. 

Mr. Avexanper. As a power engineer, I would say that you would 
have to install one 12,500-kilowatt steem turbine to moke up the kilo- 
watt-hours not available from hydroelectric generation from this 
project. 

Mr. Harpy. So that if vou built this Karadj Dam, you would have 
to have steam standby of half of your total immediate requirement in 
order to meet that requirement during the period of low-water supply? 
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Mr. Atexanpver. That is correct, sir. Incidentally, that was agreed 
to by the Bureau of Reclamation personnel working on the project, 
that somebody would have to buy a 12,500-kilowatt unit. 

Mr. Harpy. So that somebody along the line realized that if you 

ut the Karadj Dam in to furnish the hydro power, you had to put 
in also half of the steam generating capacity to firm that up? 

Mr. ALexanper. That is correct, sir. 

Mr. Reece. However, there is nothing unusual about such a require- 
ment. That is true at most any place you install hydroelectric power. 

Mr. Atexanper. That is correct. 

Mr. Reece. There is required a certain amount of steam-generating 
facilities in order to firm up the power. That is the big controversy 
we are going through in the TVA. 

Mr. Harpy. Of course, if we didn’t have TVA in your territory I 
could expect we might have a little less understanding of that prob- 
lem. However, being familiar with that territory myself, I under- 
stand it, too. 

The point involved here, and I think you have put your finger right 
on it, is that with the hydro power which was proposed for furnishing 
power to Teheran, it would still have been necessary to put in half 
of the steam equipment which, according to my way of looking at this 
thing, and I want to see if I am thinking straight on it, the two 12,500 
kilowatt-hour steam generating units were supposed to cost $3 million. 

Mr. ALexanper. Yes, sir. 

Mr. Harpy. Presumably, one would cost one and a half 

Mr. Atexanper. A little more, not much; maybe $100,000 more. 

Mr. Harpy. The way I understand this—and I wish you would 
correct me if I am wrong—is that if the steam generating equipment 
had been installed it would have taken care of Teheran’s requirement 
for a total of $3 million. 

Mr. Atexanper. That is correct, sir. 

Mr. Harpy. That is what I thought previously. Does that include 
the erection cost? 

Mr. Arexanner. Cif cost. 

Mr. Harpy. For the equipment uninstalled ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. Then there is this final proposal we are talking about, 
which contemplates $17 million for the Karadj Dam, which would 
also require another $114 million, bringing it up to a total of $1814 
million to meet the requirements of Teheran for power if you go to 
hydroelectric? 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. In all fairness, I think we would have to bear in mind 
that with the hydroelectric plant you would have during 7 months 
of the year a lot more capacity. You would have 30,000 during 7 
months of the year and 30,000 plus 12,500 if you used the steam; so 
you would have a total potential output of 42,500, except you would 
not be able to use it but 7 months a year, because you would not 
be able to firm it up during the other 5. 

Mr. Atexanper. That is right. 

4 Mr. Reece. But, as I understand it, this was a multiple-purpose 
am. 

Mr. Harpy. Yes. 
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Mr. Reece. For irrigation and to provide drinking water. 

Mr. ALExANpDeER. That is true. 

Mr. Rerce. It is my impression that most anywhere the construc- 
tion of hydroelectric power is more expensive than the construction 
of steam facilities for the same amount of firm power which would 
be created by a dam; but most anywhere a dam is constructed it is used 
at least to some degree for multiple purpose. 

Mr. Harpy. Not much if it is constructed by a private power com- 
pany. 

Mr. Avexanper. Sir, may I say one thing there on this private 
power ? 

In the old days everybody below a dam had certain riparian rights 
of waterflow, and if you interfered with that waterflow you had to 
so regulate the discharge from your dam that it kept up that flow in 
the same quantities at the same time that those people had been used 
te having it before you put the dam there, so you do have to take care 
of the people downstream. I think you will find that in your State 
laws and every place else. 

Mr. Harpy. Of course, they have such a vast system of dams in Mr. 
Reece’s territory that they don’t have such a problem. 

Mr. Reece. However, they disregarded riparian rights when the 
Government became a party to this thing. 

Mr. Harpy. It would make a good recreational area, too, Mr. Reece. 

Mr. Mountain. Mr. Alexander, you mentioned steam standby ca- 
pacity as being a necessary part of the hydroelectric project. Was 
there standby steam electric power capacity included in this project 
agreement ? 

Mr. ALExAnper. No, sir. 

Mr. Mountarn. In project agreement 73 there was no provision 
made for that? 

Mr. Atexanper. No mention of any steam electric standby. 

Mr. Mountatn. From some of the figures you have given us I think 
we need to have a little clarification. You stated that in response to 
Teheran’s bids, they have certain prices in; but I believe you said that 
was for three 12,500 units? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mountain. That would mean 37,500 kilowatts total ? 

Mr. Atexanper. Yes. Good power practice in the United States, 
or a well developed country, would say that if you had three 12,500- 
kilowatt units available you: could: only count two of them for your 
firm power capacity ; in other words, one unit out of service for repair 
and maintenance. 

In those countries they run them all until they break down. They 
have to. There is nothing else for them to do really. 

Mr. Mountarn. You mentioned this French concern working for 
the Iranian irrigation authority. Is this Iranian irrigation authority 
the power bongah? 

Mr. Atexanper. I have used the word “authority” so as not to have 
io explain to anyone. The closest thing you can get to a “bongah” is 
what we would call an authority, like the New York Port Authority, or 
one of these freeway authorities. 

Mr. Harpy. You are talking about irrigation bongah, then? 

Mr. ALEXANDER. Yes. 

Mr. Harpy. We have been used to the word “bongah.” 
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Then this arrangement with the French concern was with a sep- 
arate bongah, the irrigation bongah, for the design and construction 
of this dam ? 

Mr. Atexanper. That is correct. 

Mr. Mountain. This bongah had nothing to do directly with the 
Teheran Power Bongah? 

Mr. ALexanper. That is right. 

Mr. Mountain. It was the Teheran Power Bongah interested in the 
steam generation plants? 

Mr. ALEXANDER. Yes. 

Mr. Mountain. And the irrigation bongah was interested —— 

Mr. Auexanper. Primarily in irrigation. 

Mr. Mountain. But interested in the construction of the Karadj 
Dam ? 

Mr. Avexanper. That is right. 

Mr. Mountain. That interest in the Karadj Dam extended back 
before November of 1953? 

Mr. Auexanper. Yes. Actually the Karadj River has been studied 
since about 1925 by a succession of engineers—German, French, 
American, and Iranian. 

Probably in 1949, as a result of studies made by Overseas Con- 
sultants, Inc., and another American engineering firm, the Govern- 
ment of Iran, through its 7-year plan, and the irrigation bongah, 
requested a study of the Karadj Dam project from the French con- 
sulting firm I mentioned before. 

In 1950-51, construction of the Karadj Dam was initiated from 
Jranian financing by a French construction firm, I believe an affiliate 
of Coloniale. 

That construction firm imported equipment, drilled a diversion 
tunnel, made some investigations of foundation and geological con- 
ditions, and then their contract was suspended when the financial 
stringency came along with the nationalization of oil. 

Mr. Mountain. Sometime after 1951? 

Mr. ALexanperR. That is the point of nationalization, yes. 

Mr. Mountatn. Do you know when their work had been sus- 
pended ? 

Mr. ALexanper. Not for certain. I would imagine the end of 
1951. 

Mr. Mounrtarn. It had been suspended, in any event, when you 
arrived ? 

Mr. ArexAnper. Yes, it had. You could see the evidences of their 
work, and there was still French personnel in the country. 

Mr. Mountarn. In connection with their work, had they relocated 
any highways? 

Mr. ALExANDER. They had engineered the relocation, and they 
had done a little work on the approaches to the relocation. 

Mr. Mountatn. But this had been suspended for some period of 
time, at least to 1953 and perhaps earlier? 

Mr. ALexanper. No work was going on when I went to Karadj. I 
went up to the river in March of 1953. 

Mr. Mountatrn. Do you have any information as to how much had 
been expended by the irrigation bongah in connection with this 
contract ? 

Mr. Auexanper. I do not. 
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Mr. Mounrtarn. At this point I think it would be of interest to 
mention that the project agreement states in its second paragraph 
that the irrigation bongah has expended approximately 10 million 
rials on the project to date, and I believe if you took roughly a very 
conservative value of the rial at 50 rials to the dollar, it would be 
about $200,000 that they had spent, probably something less than 
$200,000. 

Mr. Atexanper. That is right. 

Mr. Harpy. Do we have project agreement No. 73 in the record 

Mr. Reece. Would that include the cost of the diversion tunnel, 
Mr. Mountain? It would seem to be a very small amount. 

Mr. ALEexanper. It was not too big a diversion tunnel, sir. It was 
not over 100 meters long, about 100 yards long, and you could walk 
through it with about a foot’s clearance over your head. 

Mr. Mountarn. We do not yet have project agreement No. 73 in 
the record, but we have it in our possession. It has been made avail- 
able to us by the agency. 

Mr. Harpy. In view of the references which have been made to it, 
I think we should include it in the record. 

(The documents referred to follow:) 


PROJECT AGREEMENT No. 73 


Under Program Agreement in Natural Resources Between the Seven-Year Plan 
Organization of Iran and the Ministry of Agriculture of Iran and the Irriga- 
tion Bongah and the loreign Operations Administration of the United States 
of America 


PROJECT AGREEMENT FOR CONSTRUCTION OF KARADJ DAM 


This operational agreement, hereinafter referred to as “Project Agreement,” 
entered into between Abol Ghassem Panahi, Managing Director of the Seven-Year 
Plan Organization of Iran (hereinafter referred to as the “Plan Organization’’) ; 
Abol Hassan Behnia, Managing Director of Irrigation Bongah; Ahmad Hossein 
Adl, Minister of Agriculture of Iran; and William E. Warne, Director of United 
States Operations Mission to Iran and designated representative of the Foreign 
Operations Administration of the United States of America (hereinafter referred 
to as the “Administration”), witnesses that: 

Considering that the construction of a multi-purpose dam in the viciinty of 
Tehran will provide adequate water and power for Tehran and its suburbs; that 
the Irrigation Bongah has initiated the construction of the diversion tunnel at 
Karaj which is now complete; that the Irrigation Bongah has expended approxi- 
mately Ris 10,000,000 on the project to date; that the project plan as prepared 
by Enterprise Metropolitaine et Coloniale, a French firm of consulting engineers, 
provides for a dam at Karaj to store some 150 million cubic meters of water to be 
used for irrigation of 9,000 hectares of land in the vicinity of Karaj and for the 
installed capacity of 30,000 kilowatts of waterpower for transmission to Tehran 
and also for supplying water to the Tehran pipeline; that construction of the 
project will provide excellent opportunities for the training of Iranians; that 
the project, upon completion, will constitute a technically and economically sound 
demonstration of a beneficial water-resource development undertaking; that the 
sum of $12,800,000 and approximately Rials 336,000,000 will be required to com- 
plete this project as planned; and that the project herein described is an appro- 
priate part of a program designed to further the economic development of Iran; 


Now, THEREFORE, THE PARTIES HERETO MUTUALLY AGREE THAT: 
ARTICLE I 


Pursuant to the Natural Resources’ Program Agreement, executed June 21, 
1952, between the Seven Year Plan Organization and the Technical Cooperation 
Administration, now known as the Foreign Operations Administration, . as 
amended and extended, a cooperative project relating to the construction ‘of the 
Karaj Dam is hereby initiated. This agreement and all activities carried out 
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pursuant to it shall be governed by the terms and conditions of the Program 
Agreement in Natural Resources, as amended and extended. 


ARTICLE II 


The Iran-American Joint Fund for Economic Development will contribute and 
make available the sum of $1,400,000, from special economie assistance funds, 
to assist in financing the purchase and transport to Iran of machinery, cement, 
contract services, and other equipment, materials, services and supplies, identi- 
fied and described by and in purchase authorities and other written memoranda 
executed by the Co-Directors of the Joint Fund for Economic Development. 


ARTICLE III 


All proposed contracts, including purchases involving use of funds provided by 
the Administration, shall be subject to the prior approval of the Administration. 


ARTICLE IV 


The program of construction will be in accordance with plans prepared by the 
Entreprise Metropolitane et Coloniale, Consulting Engineers, as approved by the 


Administration. 
ARTICLE V 


It is agreed and understood that the irrigation hongah will furnish funds, 
services, equipment, materials, and supplies toward the completion of this project 
to the extent available. It is estimated that the aggregate value of such con- 
tribution by the Irrigation Bongah will approximate R1s118,000,000 in the fiscal 
year 1954. 

ARTICLE VI 


It is expressly understood and agreed that the furnishing by the Iran-American 
Joint Fund for Economic Development of the sums stated in Article II above does 
not in any way obligate the Joint Fund or the United States of America to furnish 


any additional funds. 
ARTICLE VII 


The Administration technicians will collaborate with technicians of the Irriga- 
tion Bongah in the accomplishment of this project. It is understood and agreed 
that the Administration technicians shall have access to the project and all facil- 
ities, books and records of the project for the purpose of giving such advice and 
guidance as may be necessary to attain the objectives of-the project. The Irriga- 
tion Bongah agrees to furnish such accountings for funds received from the 
Administration as the Administration may require. 


ARTICLE VIII 


The Managing Director of Plan Organization and the Minister of Agriculture 
consent to the terms and provisions of this agreement and agree that the activities 
of the Irrigation Bongah herein contained shall be performed as undertaken. 


ARTICLE IX 


This agreement may be referred to as the “Project Agreement for Construction 
of Karadj Dam.” It shall enter into force on the date on which it is signed and 
shall remain in force until the funds herein provided shall have been expended. 

Done in duplicate, in the English and Persian languages, at Tehran, this 11th 
day of November, 1953. Both the English and the Persian texts are valid. 

For the Foreign Operations Administration: 

WILLIAM E. WARNE, 
Director of U. S. Operations Mission to Iran. 

For the Irrigation Bongah: 

A. H. BEHNIA, 
Managing Directo’. 

For the Seven Year Plan Organization of Iran: 

A. G. PANAHI, 
Managing Director. 

For the Ministry of Agriculture: 

Mr. ZALIECH, 
Deputy Minister of Agriculture. 
79239—56——_47 
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EMERGENCY Arp Progect AGREEMENT No. 17 


Between the Ministry of Roads of Iran and the Ministry of Finance of Iran 
and the Seven-Year Plan Organization of Iran and the Iran-American Joint 
Fund for Emergency and Special Economic Assistance 


EMERGENCY-AID PROJECT FOR KARADJ RIVER ACCESS HIGHWAY IMPROVEMENT 


This agreement, hereinafter referred to as “Emergency Aid Project No. 17,” 
entered into between Dr. Ali Amini, Minister of Finance of Iran; General Garzan, 
Minister of Roads of Iran; Abol Ghassem Panahy, Managing Director of the 
Seven-Year Plan Organization of Iran, and Co-Director of the Iran-American 
Joint Fund for Emergency and Special Economic Assistance; and William B. 
Warne, Co-Director of the Iran-American Joint Fund for Emergency and Special 
Economic Assistance (hereinafter referred to as the “Joint Fund”), witnesses 
that the parties hereto have agreed as follows: 


Article I 


Pursuant to the exchange of notes of November 1, 1953, between the United 
States Operations Mission to Iran, the Ministry of Finance of Iran, the Bank 
Melli Iran, and the Seven-Year Plan Organization, an Emergency Aid Project 
relating to Karaj River Access Highway Improvement is hereby undertaken by 
the parties hereto. This agreement and all activities carried out pursuant to it 
shall be governed by the terms and conditions of the aforesaid exchange of notes, 


Article II 


This Emergency Air Project provides for assistance to the Government of Iran 
to accomplish certain improvements in the Karaj-Chalus Highway required in 
connection with the proposed construction of Karaj River Dam and Upper Power 
Plant, the planned first phase of the Karaj River Basin Development Project. 


Article III 


The objectives of this project are: 

1. Widening, grading, rebuilding shoulders, improving sight distances, and 
similar works of the Karaj-Chalus Highway from kilometer 0 (at the city of 
Karaj) to approximately kilometer 23.5, the presently planned site of Karaj 
Dam. 

2. New construction of approximately eight kilometers of graveled highway 
from about kilometer 18 of the present Karaj-Chalus Highway to the proposed 
dam crest on the right bank of the Karaj River. This new highway section is 
planned as part of the highway relocation which will be required with the build- 
ing of the Karaj Dam. 

The work contemplated under this project also includes camp facilities for 
foreign and Iranian personnel, equipment, maintenance shops, and warehouses, 
all of which are to be established in anticipation of use in connection with the 
proposed construction of the Karaj River Dam and Upper Power Plant. 

It is planned to initiate construction immediately after execution of a suitable 
construction agreement with Morrison-Knudsen International Co., Inc., and to 
complete the work in about eight months. It is estimated that this project will 
provide employment for an average of about 500 workers for approximately eight 
months, 

Article 1V 


The necessary improvements in the Karaj-Chalus Highway from kilometer 0 
to kilometer 23.5 will be determined jointly by the Plan Organization and the 
designated representatives of the Co-Directors of the Joint Fund and the con- 
struction agent. This section of the highway will be the main hauling route in 
the construction of Karaj Dam and Upper Power Plant, and improvements are 
to be made as necessary in contemplation of this use and future traffic. 

Basic plans and specifications for line, grade, and permanent structures, such 
as tunnels and bridges, etc., will be provided for the eight kilometers of new 
access highway construction by Entreprises Metropolitaines et Coloniales in ac- 
cordance with the terms of their present contract with the Plan Organization. 
All detailed construction drawings required will be prepared and provided by the 
construction agent. 
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All plans, designs, specifications, and detailed construction drawings will be 
subject to the approval of the Co-Directors of the Joint Fund and designated 
representatives of the Plan Organization which will be responsible for obtaining 
necesSary concurrences from the Ministry of Roads. 


Article V 


Subject to the availability of funds allocated and deposited by the Ministry 
of Finance pursuant to the exchange of notes referred to in Article I of this 
agreement, the Joint Fund will provide the sum of Rls 83,700,006 for the following 
purposes : 


1. Construction Agent’s expenditure, costs and fee Ris 78, 700, 000 
2. Joint Fund technical services costs 5, 000, 000 


The above “Joint Fund technical services costs” item is required for the 
technical staff and related expenses necessary for supervision of the project 
and construction agent, including the purchase, operation, and maintenance of 
vehicles. 

Article VI 


This project further contemplates that the Joint Fund for Emergency and 
Special Economie Assistance and the Joint Fund for Economie Development will 
also make the following contributions : 

1. Joint Fund cement—1,500 tons, estimated at Rls 3,600,000. 

2. The use of construction equipment now being ordered and purchased by 
the Joint Fund for Economic Development under Project Funds Agreement 
No. 7 and Project Agreements No. 16 and No. 26. This equipment has a value 
of approximately $900,000 and it is estimated that the equipment will be deprevi- 
ated in use on the job at the rate of 2.2 percent per month. It is further estimated 
that the equipment will be utilized on the job for about three months, with a 
total depreciation approximating Rls 5,000,000. 

8. The use of equipment of the Joint Fund, having a value of $350,000 at a 
depreciation rate of 2.2 percent per month for three months. It is estimated 
that the use value of this equipment will thus approximate Rls 2,500,000. 


Article VII 


Plan Organization will provide, in carrying out this project, the following: 
1. All rights-of-way, sites, and rial costs in excess of the 
Rls 83,700,000 contributed by the Joint Fund and estimated 

Rls 41, 500, 000 
2. Contributions in kind for the engineering services of the 

Entreprises Metropolitaines et Coloniales, estimated at____ 2, 200, 000 


Ris 43, 700, 000 


Article VIII 


The Ministry of Finance undertakes to provide U. S. dollars to Morrison- 
Knudsen International Co., Inc., in exchange for equivalent rials provided to 
the Company by the Joint Fund for all necessary U. S. dollar costs involved in 
the contemplated contract with the Company, as approved by the Co-Directors 
of the Joint Fund or their designated representatives. 


Article IX 

It is mutually agreed that: 

1. A fixed-fee contract will be negotiated with the Morrison-Knudsen Inter- 
national Co., Inc., for the construction work, including the procurement of 
equipment, materials, and supplies not provided by the Joint Fund. This con- 
tract will be negotiated by the Plan Organization on behalf of the Government of 
Iran and will be subject to the approval of the Co-Directors of the Joint Fund 
for Emergency and Special Economic Assistance. The responsibilities and obli- 
gations assumed by the Co-Directors of this Joint Fund in the construction con- 
oe be limited to the provision of financing as provided in Articles V and 

above. 
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2. Supervision of the contract and the construction agent will be the responsi- 


bility of the Plan Organization and will be exercised through the Office of Emer- 
gency Aid Projects, utilizing a technical engineering staff established solely for 
this purpose, with the funds provided under this project for “Joint Fund tech- 
nical services costs.” This staff will include a liaison representative of the 
Ministry of Roads. 

3. Disbursements and accountings will be the responsibility of the Joint Fund 
for Emergency and Special Economic Assistance, and will be exercised through 
the Office of Consolidated Services. 

4. When a permanent Iranian agency is designated for administration of the 
Karaj River Basin Development Project, arrangements shall be made to have 
such agency assume primary responsibility for supervision of the construction 
agent as contemplated by this project, and the Iranian technical staff established 
pursuant to this project will be transferred to such agency together with, if 
necessary, any remaining funds available of the amount provided herein for 
“Joint Fund technical services costs.” 

5. All of the equipment referred to in Article VI of this agreement may be 
utilized subsequently in the construction of the first phase of the Karaj River 
Basin Development project or elsewhere in Iran as determined by the Co-Direc- 
tors of the Joint Fund for Economic Development. 


Article X 


The Ministers of Roads and Finance consent to the terms and provisions of 


this agreement and agree with the undertakings of the Plan Organization herein 
contained. 


Article XI 
This agreement may be referred to as “Emergency Aid Project No. 17 for 
Karaj River Access Highway Improvement.” It shall enter into force on the date 


on which it is signed and shall remain in force until the funds herein provided 
are expended. 

DONE IN DUPLICATE, in the English and Persian languages, at Tehran, this 17th 
day of Feb. 1954. Both the English and Persian texts are valid. 

For the Iran-American Joint Fund for Emergency and Special Economic 
Assistance: 


(Sgd.) Wuritam E. WARNE, 
Co-Director. 
(Sgd.) <A. G. PANABY, 
Co-Director and Managing Director of the Seven Year Plan Organization. 


For the Ministry of Roads: 

(Sgd.) <A. GARZAN, 
Minister of Roads. 

(Sgd.) Dr. AMINI, 
Minister of Finance. 

Mr. Mountarn. Yes, sir. 

At this point in time we have a project agreement with the Iranian 
Government by the FOA mission to support the development of the 
Karadj Dam. 

Mr. ALexANpveRr. Yes, sir; and $1.4 million mentioned in there, in 
that project agreement. 

Mr. Mountarn. What subsequently happened on this so far as 
getting the project underway ? 

Mr. ALExANDER. On the 28th of November 1953 the Morrison- 
Knudsen International (M—K1) obtained a fixed fee, cost plus, interim 
agreement for the construction of the Karadj Dam. 

Mr. Mounrarn. If I recall your dates correctly, this is about 2 
weeks after the signing of the project agreement? 

Mr. ALexanper. That is correct, sir, the 11th of November for the 
signing of the project agreement, the 28th of November for the interim 
agreement with Morrison-Knudsen. 
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Mr. Mountarn. Do you know whether there were other bidders for 
this particular contract ? 

Mr. ALExANDER. I am of the opinion there were no other bidders, 
that this was a fixed fee, cost plus, noncompetitive agreement. 

Mr. Mountarn. You say you are of that opinion? 

Mr. ALEXANDER. Only from hearsay talk. 

Mr. Mountain. But the records do not show? 

Mr. ALExANDER. The records I have do not show any competitive 
bidding. 

Mr. Harpy. I think for the purpose of clarifying the record here 
we should have a little clearer understanding of what your situation 
was at this time. Was this the period during which you were under- 
going hospitalization and convalescence ? 

Mr. Aexanber. That is right. I was in Germany. 

Mr. Harpy. You returned to the job, as I believe you testified, early 
in January ? 

Mr. Atexanper. The 4th of January I was in the office. 

Mr. Harpy. What was you specific job at that time? 

Mr. Avexanper. I was still, as far as I knew, Chief, Planning and 
Design, Power and Utilities. 

Mr. Harpy. So you had a responsibility for reviewing and study- 
ing the files on these things which had transpired during your absenc e? 

Mr. ALEXANDER. Sir, at 8 o’clock on the morning of the 4th I remem- 
ber I went into the office, and about 15 minutes later I was told “You be 
over at the Teheran team office at 10 o’clock because there is a meeting 
going on right now at 10 o’clock about the Teheran power situation.” 
I was in it that quick. 

Mr. Harpy. The thing I am trying to point out is this: 

A good bit of your testimony is based on a review of the files. 

Mr. ALexanveEr. That is correct. 

Mr. Harpy. I asked you what transpired during the period you 
were absent from your job. 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. I am trying to understand that the files you have been 
testifying about were files about matters which would normally come 
under your responsibility. 

Mr. Atexanper. That is correct, sir. 

Mr. Harpy. So that you did have a responsibility for studying these 
matters in order that you could know what had transpired during 
your absence. 

Mr. ALexanper. So I could pick up and go on; yes, sir. 

Mr. Reece. This contract with M-KI is ; dated November 28, 1953. 
When was the contract with the French Coloniale concern suspended ? 

Mr. ALExAnper. I would judge sometime at the end of 1951. I do 
not know for certain, but that would be my guess. 

Mr. Mounratn. Do you know whether there was any formal sus- 
pension of that French contract? 

Mr. ALExAnperR. There must have been a legal formal suspension 
of it, because there was no more money. 

Mr. Mountarn. You do not know? 

Mr. ALEXANDER. No, sir. 

Mr. Harpy. That contract was with the Iranian Bongah, the Irri- 
gation Bongah of Iran? 

Mr. ALEXANDER. Yes, sir. 
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Mr. Harpy. TCA was not involved in that contract; is that right? 

Mr. Atexanper. The French contract ? 

Mr. Harpy. Yes. 

Mr. Arexanper. No. We were not even there when it was signed. 

Mr. Harpy. And we had not by a subsequent project agreement 
entered into any responsibiilty with respect to it? 

Mr. ALexanper. Not until we got to the 11th of November, when 
we entered into this responsibility. 

Mr. Harpy. Off the record. 

(Discussion held off the record.) 

Mr. Reece. The purpose in my asking that question was to get 
the dates as to cancellation and suspension of the contract of the 
French concern and making the contact with M-KTI established, and 
from these dates I presume there is no connection between the two, no 
relationship between the two. 

Mr. Harpy. Between the Morrison-Knudsen contract and the 
French contract ? 

Mr. Reece. Between making of the contract and the suspension of 
the French contract. 

Mr. Harpy. You know of no relationship or connection ? 

Mr. Avexanner. I know of no actual connection. ! 

Mr. Harpy. I don’t see how they could have because they were not 
even related in time, were they ? 

Mr. Atexanper. No, they were not. 

Mr. Mountarn. You mentioned somewhat earlier, Mr. Alexander, 
the need for power for the Tchitsazi textile mill, and also for the Rey 
cement plant. 

Mr. ALEXANDER. Yes, sir. 

Mr. Mountain. Was work continued on the textile mill or other 
power for the textile mill in addition to the power project ? 

Mr. Avexanper. No, that had been withdrawn when the funds for 
the Rey cement plant were withdrawn. There was no provision for a 
power supply to the Tchitsazi textile mill in any of the projects. 

Mr. Harpy. Do we still have that $475,000 ? 

Mr. Avexanper. Yes, sir; that is still slipping around like a melon 
seed. 

Mr. Mounratn. Are we at the point where something was done 
with that $475,000 ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mountatn. Will you tell us what happened to it ? 

Mr. Avexanper. On the 13th of January, agreement No. 8 was 
signed diverting the $475,000 pledged to Iran on October 7, 1952, for 
the purchase of steam electric capacity to “purchase of heavy equip- 
ment for general use in Iran.” 

Mr. Harpy. How many times does this make that the $475,000 has 
been shifted ? 

Mr. Avexanper. This is the third time. 

Mr. Mounrarn. In addition to the Karadj Dam, did you have 
further studies made, or were you required to make further studies 
of the power problems in Teheran? 

Mr. ALexanper. As a result of these conferences held in the Teheran 
teain’s office, attended by management and engineering personnel from 
the Teheran Power Bongah, the 7-year plan, the United Nations, and 
FOA Iran, the first thing that I was requested to do was to make a 
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thorough study of the Rey cement plant, their powerplant, and what 
chances there were of that mill being able to supply the 600 tons of 
cement rated capacity of the mill; in addition, what chances there 
were of obtaining from the powerplant of the Rey cement supply 
to the Tchitsazi textile mill. 

I made that inspection in company with personnel from the 7-year 
plan, and the Rey cement plant, and I submitted a memorandum on 
the 4th of February. 

Mr. Harpy. I want to throw in a side issue here for just a moment. 
I am not at all certain that you can answer it or whether this would 
fall within the area that you are qualified to discuss. Do you know 
what year’s appropriations that $475,000 came from ? 

Mr. Atexanper. Yes, sir; that came from the 1952-53 fiscal year. 
I am not quite certain of that. 

Mr. Harpy. I notice it was transferred from the Rey cement plant 
from 1952. 

Mr. Arexanper. That would be 1952-53. 

Mr. Harpy. When did it get to the Rey cement plant? 

a ALEXANDER. It got to the Rey cement plant on the 28th of June, 
1952. 

Mr. Harpy. That would have been right at the tail end of fiscal 
1952, would it not ? 

Mr. ALExanpeRr. Yes, sir. 

Mr. Reece. Off the record. 

(Discussion held off the record.) 

Mr. Harpy. I wonder whether that $475,000 was hanging around 
loose? What was the total amount committed to Rey cement plant? 

Mr. ALrexanpver. $600,000. 

Mr. Harpy. That must have been $600,000 from fiscal 1952 that 
nobody found a home for so they gave it to Rey cement plant right 
fast. You got under the wire by a couple days. 

I don’t know how far we have gotten but we are at least to January 
13, 1954. 

Mr. Arexanpver. That is right, sir. 

Mr. Harpy. Which is 18 months later, and we reobligate that same 
$475,000 out of fiscal 1952 appropriations, apparently. 

Mr. AtexanpverR. That would be my best judgment; yes, sir. 

Mr. Harpy. I want to do a little exploring on this particular phase 
of the matter. I hope you will devote some discussion to this topic. 
How is it we are able to keep these appropriations from expiring by 
reassigning them to a multiplicty of agreements? 

On January 13, 1954, there was assigned $475,000 from fiscal 1952 
funds to a new project agreement, when I believe those funds would 
have expired, would they not, if they had not been obligated in June 
of 1952? 

Mr. Warne. They were reappropriated, Mr. Chairman. 

Mr. Harpy. But they had already been obligated. If they had been 
obligated they didn’t have to be appropriated. Is that right? 

Mr. Warne. That is true. 

Mr. Harpy. The assumption might be that they would have been 
reappropriated if they had not been obligated, but I think if we make 
any such assumption as that we are committing the Congress, at least 
we are speculating on what the fickle Congress will do, and it is pretty 
fickle at times. 
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I do want you to explore that matter a little later on. 

Mr. Warne. All right, sir. 

Mr. Mountain. Did you make some report earlier than February 
4 as to your discussion of the Teheran power shortage ? 

Mr. ALexanper. A joint report on the 18th of January reported 
to the Director the result of a series of meeting between Teheran power 
supply, the 7-year plan, United Nations, and FOA, Iran. 

{r. Mountain. You say the United Nations? 

Mr. Auexanper. There were three engineers supplied by the United 
Nations that were attached to the staff of the 7-year plan. These three 
engineers were power engineers. One was a hydraulic engineer, one 
was a transmission engineer and distribution engineer, and the third 
was a powerplant engineer. They augmented the staff of the 7-year 
plan paid for by the United Nations. 

Mr. Harpy. U.N. technical assistants? 

Mr. Avexanper. That is right. They worked through the 7-year 
plan. 

Mr. Mounra1n. Are we correct in understanding that on about the 
18th of January you made a report to the Mission Director which em- 
bodied the joint findings of this group of people? 

Mr. Avexanper. That is right ;a group of people. 

Mr. Mountain. What were those findings ? 

Mr. Avexanper. The first thing was that the Teheran Power Bon- 
gah and the city of Teheran requested of the FOA-Iran financial 
assistance in purchasing steam-electric generating capacity. They had 
to have it. 

Mr. Mountain. We are referring to the $475,000 item ? 

Mr. Atexanper. That is correct. At that time, by the way, on the 
18th of January, the United States Government, through FOA-Iran, 
was supplying all of the foreign exchange that Iran had to purchase 
things outside the country, and it was making up a great deal of its 
budget deficit. 

The Rey Cement was proposing the purchase of two 2,000-kilowatt 
diesel-electric units for its own supply, which, if nothing more was 
done in the Rey Cement, would not insure the output of the cement 
plant which was depended upon to supply the cement for the Karadj 
Dam project. 

That was the only source of cement in the country reasonably close 
to Karadj. 

Mr. Mounrarn. You say if they had done nothing else than pur- 
chase and install these two 2,000-kilowatt units, they would not meet 
the requirements ? 

Mr. Atexanper. That is right. 

Mr. Mountain. What other activities should they have undertaken ? 

Mr. ALexanper. At that time they should have rehabilitated all of 
the boilers they had, purchase a new boiler, and bring in from Sweden 
a technician to work over one of the turbines. They had one turbine 
with a 1,000-kilowatt rated capacity and they could get only 600 kilo- 
watts out of it. The blades were unbalanced, the bearings were gone, 
and they needed to bring somebody in to rehabilitate that turbine. 

Mr. Mounrarn. It was a problem then of rehabilitating the existing 
plant and adding? 

Mr. Atexanper. And adding these 4,000 kilowatts and 
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Mr. Mounrarn. If both of these steps had been taken, was it your 
judgment they then would be able to fulfill their requirements ? 

Mr. ALExaNnpEeR. They would from a power-supply point of view, 
and not from a cement production capacity standpoint because their 
machines were in bad shape, too, the old ones. 

Mr. Mountain. What was the status of the Tchitsazi textile mill 
with regard to power ? 

Mr. ALEXANDER. They were going along very fast. They had a lot 
of money to bring in equipment and had no power supply. 

Mr. Mountain. That was a finding of your people at this time ? 

Mr. Arexanper. That is right. 

Mr. Mountarn. What was the position of the mission as regards 
this situation ¢ 

Mr. ALexAnper. Well, the member of the FOA-Iran staff, Mr. 
Hamilton, who was in these meetings, stated the official position of 
FOA-Iran was that any available funds of FOA-Iran should be con- 
centrated on Karadj as power from Karadj could be provided as 
quickly as from new steam-electric capacity, and would be more eco- 
nomical and in greater supply. 

Mr. Mountarn. What was Mr. Hamilton’s position ? 

Mr. Arexanper. At that time Mr. Hamilton was acting chief 
engineer. 

Mr. Mounratn. Was he then your superior ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mountain. But he had other engineering functions besides 
those ? 

Mr. Atexanper. Acting Chief Engineer of the Engineering and 
Construction Division. 

Mr. Mountarn. Was this position reviewed by your group ? 

Mr. ALexANnper. It was. 

Mr. Mountain. And by your group I refer to the 7-year plan 
engineers, the United Nations engineers, and yourself. 

Mr. Auexanper. And the Teheran Power Bongah engineers who 
were there. 

Mr. Mountarn. What was their judgment ? 

Mr. Avexanper. Their judgment was that this position was 
untenable both as to time and output. 

Mr. Mountatn. How about cost ? 

Mr. Atexanver. It was our opinion that the overall cost over a 
25-year period of time, purchasing fuel in lieu of water, that it would 
cost no more to operate steam electric capacity than it would to have 
hydro power. The fact of the matter is that it would be about 10 
percent less for steam-electric power than for hydroelectric power. 

Mr. Mountrarn. I don’t believe in your earlier testimony you have 
mentioned how long it would take to install the steam electric gener- 
ating capacity. 

Mr. ALExanpDeR. Our best estimate was that we could have 1 unit in 
service in 24 months after the order was placed. We could have 3 
units in service in 30 months. 

When the International General Electric supplied their informal 
offer in August of 1953, there was some question as to the time of de- 
livery of equipment, and there was a cable which came in from the 
executive vice president in New York of the International General 
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Electric Co. in which he guaranteed 8 months delivery at the docks 
in New York of the first parts of the equipment, and all equipment, 
free on board New York, 14 months. 

Twelve thousand five hundred-kilowatt steam electric units are 
almost package units in this country. There is no design problem; 
there is no manufacturing problem. It is merely when you can get 
them off the assembly line, what the floor space is. 

Mr. Harpy. One thing I am not clear about is this: 

We started back on this original transfer of the $475,000 from the 
Rey cement plant to agreement No. 3 which initially proposed the 
acquisition of 25,000-kilowatt steam generating capacity for Teheran. 

{r. ALexanper. That isright. 

Mr. Harpy. As to the part of that responsibility in providing the 
25,000-kilowatt generating capacity for Teheran, would that have 
carried the requirements of the Rey cement plant? 

Mr. ALexanper. I believe it would, sir. 

Mr. Harpy. I want to be sure that I understand this. If the 25,000- 
kilowatt generating capacity had been made available to Teheran gen- 
erally, there would have been no need for special equipment for the 
Rev cement plant ? 

Mr. Atexanver. That is correct, sir. The fact of the matter is that 
in the memorandum of agreement of the 15th of January 1953, it is 
specifically stated, “Hold priority rights for industrial users, public 
as well as private, such as cement and textile mills.” 

At that time there was only 1 cement plant, which was the Rey ce- 
ment plant, and there was only 1 textile mill of any consequence, which 
— the Tchitsazi textile pe They might as well put the names in 
nere. 

Mr. Harpy. I am trying to understand what was happening to the 
Rey cement plant from June of 1952, when the original allocation of 
the $600,000 was made to them, part of which was for the development 
of electric generating capacity in order for them to operate. 

Did they continue to operate? Was their output seriously reduced 
for lack of power ? 

Mr. Atexanper. In that period of time they had one 100-ton mill, 
one 200-ton mill in operation from their own power supply, and they 
were installing a third mill of 300 tons capacity which would require 
this new power supply in order to operate. 

Mr. Harpy. Were they continuing to operate, then, on their original 
mill capacity without this later 300 tons ? 

Mr. Atexanper. That is correct. 

Mr. Harpy. Did they ever get the 300-ton one in operation, to your 
knowledge ? 

Mr. ALtexanper. No, sir; I do not know. 

Mr. Harpy. I am trying to see what the situation was in January of 
1954. Do you have any knowledge as to whether that was in operation 
in January of 1954? 

Mr. ALExANpDER. It was not in operation. It had not been fully 
completed, and furthermore they didn’t have the power to run it. 
That is the reason they were trying to buy these two 2,000-kilowatt 
diesels. 

Mr. Harpy. You are talking now about a 300-ton mill? 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. 300 tons every how often ? 
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Mr. ALEexanper, Every 24 hours. 

Mr, Harpy. 300 tons every 24 hours? 

Mr. Atexanper. A cement plant is rated in tons per 24 hours. 

Mr. Harpy. Does that run continuously ? 

Mr. ALexanper. Yes. You have to run the kilns, the burning cham- 
bers of a cement plant, continuously because when you shut it down 
ie aa the ceramic lining unless you are very careful in cooling 
it off. 

Once you start up the kiln you must run it continuously. 

Mr. Harpy. My memory is that it was in January of 1954 that 
we had some little involvement with 50,000 tons of cement. I don’t 
know how long it would have taken this 300-ton mill to produce those 
50,000 tons. 

Mr. Mounrtarn. It was 5,000 tons of cement, Mr. Chairman. 

Mr. Harpy. Thank you. 

However, 5,000 tons of cement was imported from Belgium. I 
believe, also, we had to have United States dollar exchange to buy 
this from Belgium. 

It could have been produced by that 300-ton mill in a matter of 
15 days if it had been in operation and we wouldn’t have had all 
this involvement with the Levant Express if we had had a little juice 
to operate the mill. 

Mr. Atexanver. And you wouldn’t have had that terrific struggle 
of getting that stuff up, either. 

Mr. Harpy. It would have been nearer and we would have elimi- 
nated many problems. Whether there is any relationship between the 
two I am not sure, 

Mr. Mountarn. Had FOA Tran taken any steps to check the engi- 
neering of the Karadj project ? 

Mr. ALEXANDER. They took steps almost immediately. There were 
personnel in Iran on detail from the Bureau of Reclamation, and as 
early as probably December of 1953 a Mr. Walter Bierce became, as 
I understand it, the liaison between FOA Iran and the Bureau of 
Reclamation. He went to the United States to talk over with the 
Bureau of Reclamation, both in Washington and in Denver, the de- 
signs and plans for the Karadj Dam. 

Mr. Mountain. These were the designs which had been prepared 
for the Irrigation Bongah by the French concern ? 

Mr. ALEXANDER. Yes. 

Mr. MounrTa1n. Mr. Bierce was a mission employee? 

Mr. Avexanper. Yes. Like many of those employees, they had 
served 25 years with the Bureau of Reclamation in the United States, 
and came over for a 2-year assignment in Iran. 

Mr. Mountain. Mr. Bierce acted as liaison officer for the mission 
with the Bureau of Reclamation to check the engineering ? 

Mr. ALExANvDER. He seems to have been Bureau of Reclamation and 
also represented the mission at FOA in Washington. He was in their 
office. 

Mr. Movuntarn. Do I understand that the Bureau of Reclamation 
checked the engineering of this project? 

Mr. ALEXANDER. Yes. 

Mr. Mounratrn. Did they report on their checks? 

Mr. Avexanper. The first reports that I saw from the Bureau of 
Reclamation came in about the 30th of January 1954, and they had 
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rechecked the design and the costs, and their first estimates of costs 
went from the $17 million of the November 1953 agreement to approx- 
imately $28 million without any increase in benefits. 

Mr. Reece. Did the earlier estimate include the transmission lines? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mounratn. Was there any explanation as to why this cost 
increase was needed ? 

Mr, Atexanper. No. They were based on the United States costs, 
and I presume that the Colonial estimates were based on European 
costs, which are about 20 percent less than our costs. 

Mr. Mountain. This would be only the differential in cost of equip- 
ment, then? 

Mr. Arexanper. Of the total job—reinforcing iron, all of the things 
you have to import plus local labor and materials. 

Mr. Mountain. Was there a change in design ? 

Mr. ALexanper. Not at that time. They still considered it would 
store 150 million cubic meters of water, would have a 30,000-kilowatt 
generating plant, and produce the same 85 million kilowatt-hours in 
the year. 

Mr. Mountain. Did the Bureau report suggest anything in the 
way of stronger arches? 

Mr. Atexanver. No. They reported nothing because the Bureau 
at that time did not have any real information as to the foundation 
or geological structure. 

Mr. Mounrarn. This was in January? 

Mr. Avexanper. This was approximately January. 

Mr. Mountain. What subsequently happened? You said they did 
not have complete information. 

Mr. ALExAnver. They did not have complete physical information 
as to the geological structure at the dam site. 

They requested that FOA Iran obtain core drills from any place 
they could, in the Near East, Iraq, Saudi Arabia, to get samples of 
what the foundation structure was so that they could design the dam 
to go on top of it. 

Mr. Harpy. I want to return to this for just a second. In the costs 
you gave us a moment ago indicating about a $28 million estimated 
cost for the Karadj Dam; did that include the costs of steam generators 
to firm up power ? 

Mr. ALEXANDER. No, sir. 

Mr. Harpy. What would that have cost—a million and a half 
dollars? 

Mr. ALexanper. Probably a million and a half. I estimated it 
at about $2.2 million for 12,500 as a single unit. 

Mr. Harpy. So in order to have had firm power you would have 
had a total cost of at least $30 million ? 

Mr. ALEXANDER. Yes, sir. 

Also, in the estimates of cost there was an omission of interest 
during construction contingencies, and a cost-plus basis. 

Mr. Harpy. That didn’t include the contractor’s fee? 

Mr. AtEexAnperR. I don’t believe it did completely, nor did it 
include interest during construction. 

In appropriated funds you don’t figure interest during construction. 
However, it is an economic cost which goes on whether it is on the 
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books or not. That is what it costs. There is no getting around 
that. 

Mr. Mounratn. Was this review of the Bureau of Reclamation 
based on the supply of cement being in Iran or was it based on the 
importation of cement? 

Mr. Arexanver. Based mostly on the supply of cement in Iran. 

Mr. Mountain. At some later point did the Bureau of Reclamation 
redesign this dam? 

Mr, ALEXANDER. They did, sir. 

Mr. Mountain. Can you tell us the details on that, please ? 

Mr. Atpxanpver. The suggestion was made that the height of the 
(lam be increased in order to increase the storage capacity, at approxi- 
mately the first of March. The Bureau of Reclamation came through 
with a design which would increase the storage capacity from 150 mil- 
lion cubic meters to 205 million cubic meters, increase the generating 
capacity from 30,000 to 33,000 kilowatts, and increase the annual kilo- 
watt-hours from 85 to 140 million with the same seasonal features of 
delivery. 

Mr. Reece. What were the heights of the proposed dams in both 
cases { 

Mr. ALexanoer. I would have to check the records, sir. 

Mr. Rerce. Can you approximate it ? 

Mr. Atexanper. I would have to read a memorandum to get it for 
you, sir. It is here somewhere. 

Mr. Mountain. I believe, Mr. Reece, the two figures were something 
like 1,750 and 1,765. 

Mr. Warne. Those figures relate to the elevation above sea level 
and not the height of the dam. 

Mr. Mountain. I stand corrected. These are in meters, 1,750 
meters was one and 1,765 meters, elevation of reservoir. 

Mr. Warne. But that is above sea level and not above the stream 
bed. 

Mr. Mountain. Structural height is given as 172 meters on the one 
and 186 meters on the other. 

Mr. Warne. That is right. Those are the figures. 

Mr. Mounrarn. Multiplied roughly by 3 feet it would give you the 
footage as to height, so it would be 522 feet for the one and 550 feet 
for the other, roughly % ? 

Mr. Warne. You are a little short because of the meter being longer 
than 3 feet. 

Mr. Mounrarn. Yes. There are 39 inches to a meter. 

Mr. Rerce. It is certainly a high dam. 

Mr. Mounrarn. Is it true, Mr. Alexander, that if constructed this 
would be one of the highest dams in the world ¢ 

Mr. Avexanper. As I understand it, it would be perhaps the highest 
dam in the world in actual elevation, and one of the highest dams ‘from 
the toe of the dam to the crest. 

Mr. Mountain. In view of these activities, what about your posi- 
tion as the power specialist for the mission? Were you concurring in 
these activities?) What action did you take, Mr. Alexander? 

Mr. Atexanper. I merely supplied the Director to the Teheran team 
my opinion as to what should be done in the supply of power to Tehe- 
ran. The situation was intolerable, all of our economic assistance was 
going to nothing, and the thing to do was to get power in there as 
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quickly as possible. In other words, in my opinion there was a 30 
months’ difference between the delivery of steam electric power and 
delivery of hydroelectric power. That 30 months was worth a great 
deal. 

Mr. Mountain. Did you record these judgments? 

Mr. Atexanper. I believe they are in a memorandum which I wrote 
of about 

Mr. Reece. In connection with your recommendation, did you con- 
sider the importance, if it was important, of the reclamation aspects 
and the potable-water aspects ? 

Mr. AtexAnper. I did tentatively. Theoretically that was not my 
business. However, I have had a great deal of experience in civil 
engineering in addition to electrical engineering. 

I have seen reclamation or irrigation projects in Central and South 
America and in Japan, and I talked at various times with the per- 
sonnel who were really skilled in that. 

It was my opinion that if it was necessary to conserve water you 
could get a much greater effect with a good deal less money by starting 
out with small water-retaining dams, conservation dams, and water 
spreading. 

Tran has an annual water resource of about 8 to 2 inches a year in the 
central plateau. Most of that is in the form of snow, and that snow 
melts in about 3 or 4 weeks. It rushes down these dry creekbeds, and 
about 60 percent of it winds up in salt marshes and salt plains and does 
no one any good. 

There is no growth on those hills at all, and judging from the con- 
versations I have had and what knowledge I had of it, the start is to 
be made up in the headwaters, and make that water soak into the 
ground and raise the water table first, and after you have something 
like that, then maybe 10 or 15 years from now you start into the 
large dams. 

But even with a large dam you still will waste an awful lot of that 
water, which they cannot afford to waste. 

Mr. Mounrarn. Mr. Alexander, can you tell us briefly the subse- 
quent activities in connection with this Karadj Dam, the role of the 
Bureau of Reclamation and the other engineering studies that were 
done in connection with that? 

Mr. Arexanpver. There was a further question, as T understand it, 
with the Bureau of Reclamation on the 3d of February of the re- 
design of the Karadj Dam project powerplant, addition of a second 
stage, and further supervision of engineering. 

Mr. Mountratn. We are still dealing with the irrigation matter, are 
we, at this point ? 

Mr. Arexanper. My dates are not quite certain, but at anproxi- 
mately the same time the Karadi River Development Authority was 
formed to take all of the Karadj Dam over, and any activities that 
went with it. 

That was to supplant the Iranian Irrigation Authority which was 
designated in agreement No. 73, as the responsible agency. 

Mr. Mountatn. Now we have the Karadj River Development 
Authority ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mountarn. That is the outfit that we are dealing with? 
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Mr. Avexanver. I presume we are now dealing with the Karadj 
River Development Authority from now on. 

Mr. Mountarn. And the Bureau of Reclamation is making certain 
studies in connection with the redesign of this project? 

Mr. ALExanper. Yes, sir. 

Mr. Mountratn. When were those completed ? 

Mr. ALexanper. I believe that they were completed about the Ist 
of March—the tentative design changes. 

Mr. Mounrar. Did the Bureau of Reclamation also submit an 
evaluation report on this job or on this project ? 

Mr. Auvexanper. They did, but they did not supply the evaluation 
report until May. 

Mr. Mountarn. Mr. Alexander, I hand to you this document and 
ask you if this is the Bureau of Reclamation’s May 4 report on the 
Karadj River project in Iran? 

Mr. ALEXANDER. Yes, sir; this is the one that I read in Teheran. 

Mr. Harpy. Without objection, we will incorporate it by reference 
in the record. 

(The Karadj River project, Iran, evaluation report, May 1954, is 
on file at the Bureau of Reclamation, Department of the Interior; 
library of the Department of the Interior; and the Library of Con- 
gress. ) 

Mr. Atexanper. It is dated May 17. 

Mr. Mountain. Substantially, does this report approve the Karadj 
River project ? 

Mr. ALExaNnper. Yes, sir; it does. 

Mr. Mountain. It advises that it was feasible from an engineering 
and from an economical standpoint ? 

Mr. ALEexanper. Yes, sir; you can build anything if you have time, 
money, materials, and men, 

Mr. Harpy. Does that report take into account a thorough geologi- 
cal study ? 

Mr. Atexanper. They had not finished it at that time, sir. They 
did not have the full geological study necessary to know what the 
underlying structure was. 

Mr. Harpy. Do you mean they issued a report and found the project 
was feasible before they determined whether or not the structure of 
the land would support that much dirt ? 

Mr. Anexanper. They were still trying to get down to 450 feet with 
core drills. 

Mr. Harpy. But nevertheless they issued a favorable report on the 
project ? 

Mr. Aexanper. They did it, I believe, by making sure by an over- 
design of the foundations. In other words, those foundations were to 
go down 120 feet. In addition they left in the reservoir capacity about 
50 million cubic meters of water which they did not consider they 
were going to use. In other words, that was dead storage, so that the 
silting and anything else that might happen would block the losses 
through seepage from the reservoir. 

Did I explain myself, sir ? 

Mr. Harpy. No, sir. 

Mr. ALexanper. I am sorry. 

Mr. Harpy. That is all right. 
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Mr. Mounarn. Did this evaluation report of the Bureau of Recla- 
mation get into the question of costs? 

Mr. ALEXANDER. Y es; they gave cost estimates. 

Mr. Mountartn. How did those costs compare with the costs that 
were figured back in January? When we were talking about it a while 
ago someone came up with an estimate of $28 million ? 

Mr. AuexaNper. Well, they had raised the estimated cost to approx- 
imately $32 million. 

Mr. Mountarn. Did that include a standby generator for firming up 
the power ? 

Mr. ALexanper. No, sir; it did not? 

Mr. Harpy. And you still have not gotten firm power ? 

Mr. ALEXLNDER. Yes, sir. 

Mr. Harpy. They just want to increase it by $2 million notwith- 
standing the fact that they have not completed the geological study 
to see whether or not they could support all that dam ? 

Mr. Avexanper. That was my understanding from reading the re- 
port, and from what I knew in Iran. 

Mr. Harpy. And that the base of the dam was not going to cost but 
$2 million extra ? 

Mr. Arexanper. Approximately that; yes, sir. 

Mr. Mountarn. Did FOA Iran take any steps to check the engineer- 
ing of this project other than calling upon the Bureau of Rec ‘lansation ! 

Mr. Arexanper. FOA Iran did not take any steps except through 
the Bureau of Reclamation. There were some steps taken otherwise 
to check it. 

Mr. Mountatn. Who took them? 

Mr. ALexANper. Well, back on approximately February 15, FOA, 
Washington, engaged three private consulting firms to report jointly 
on the economic and technical feasibility of the Karadj Dam project. 

Mr. Mountarn. Who were those consultant firms ? 

Mr. Atexanver. I believe they were Ebasco, Sanderson & Porter, 
and Mr. Bailey from the Detroit Edison Co., supplied through the 
good offices of Mr. Walter Cysler. 

Mr. Mountain. They were required to report on the economic and 
technical feasibility of this project ? 

Mr. ALExanpver. Yes, sir. 

Mr. Mountarn. Did they make a report ? 

Mr. Atexanper. Yes, sir; they did make a report, and I think that 
report is dated the 5th of March 1954. 

Mr. Mounvarn. Mr. Alexander, I will hand you this document en- 
titled “Three Reports in Respect to ) Karadj Project, Iran, dated June 
28, 1954, April 21, 1954, and March 5, 1954,” and ask you whether these 
are the reports m: ade by these consultants / 

Mr. Avexanper. The March 5 one is the one that I referred to. 

Mr. Mountarn. Did they, in connection with making this review, 
consult with you? 

Mr. Arexanper. No, sir; I was in Iran, and they were in 
Washington. 

Mr. Mountain. Then the nature of their review was a documentary 
study ? 

Mr. Atexanper. Yes, sir. Mr. Bierce supplied them with a great 
deal of information, plus other studies that they had available from 
other sources. 
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Mr. Mountain. What was the significance of three separate reports ? 
I note this is dated March 5, April 21, and June 28. Did each indi- 
vidual make his own report, or did they all three make three reports ! 

Mr. ALEXANDER. Looking : at this one, sir, the March 5 one on there is 
from the three private consultants; the report of the 21st of April is 
also from these three private consultants, and the June 28 report ap- 
pears to be from the same three gentlemen. 

Mr. Mountarn. Mr. Chairman, this is a relatively brief document, 
and I would ask permission to have it included in our record as an 
appendix. 

Mr. Harpy. Without objection, it is so ordered. 

(The document referred to, entitled “Three Reports in Respect of 
Karadj Project, Tran,” dated June 28, 1954, April 21, 1954, March 5, 

1954, by Alexander C. Clogher, W illiam J. Bailey, William D. Hen- 
derson, acting as a board of consulting engineers to For eign Opera- 
tions Administration, appears as appendix Vu , p. 1159.) 

Mr. Mountarn. Mr. Alexander, what was ‘the substance of their 
findings, or were you familiar with the substance of their findings? 

Mr. AvexaNper. I was familiar with only the 5th of March re- 
port. 

Mr. Harpy. March 5? 

Mr. Avexanper. And the substance of their report was to aban- 
don Karadj as a power supply for Teheran. 

Mr. Harpy. Now, let us see if I can get my dates straight. That 
report was dated March 5. Did I understand you to say that the 
evaluation report of the Bureau of Reclamation was in May? 

Mr. ALexanpver. The final evaluation; yes, sir. They made a tenta- 
tive evaluation around the 30th of January. 

Mr. Reece. Is this the March 5 report that we have here in the 
record ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Harpy. We just put it in the record. 

Mr. Reece. There are two other reports? 

Mr. Harpy. Yes, sir. 

Mr. Rerce. Were they subsequently made? 

Mr. Mounrarn. They are right here, as well. 

Mr. Reece. They are all there? 

Mr. Mounratn. Yes, sir. 

Mr. Alexander has testified that he was familiar with the findings 
of the March 5 report only. Is that correct, Mr. Alexander? 

Mr. ALexaNnver. That is correct. 

Mr. Reece. You are not familiar with the conclusions in the other 
two reports? 

Mr. Atexanper. No, sir; I am not, sir, except afterwards. 

Mr. Reece. Well, for our own information I would like to know 
what was the conclusion of the other two reports. 

Mr. Mounratn. With reference to the other two reports, Mr. 
Chairman, with your permission I will read briefly from them. 

Mr. Harpy. If it will not take long, go ahead. 

Mr. Mountarn. Actually in summary, Mr. Reece, they take a dim 
view of the Karadj project and say it would not be advisable, both 
for structural and economical reasons, to carry out certain aspects 
of this project. 
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Referring to their final report of June 28, Mr. Alexander, am I 
correct in this: that these subsequent reports were based on an evalua- 
tion of the Bureau of Reclamation’s report, as well ? 

Mr. ALexanper. I do not know, sir. 

Mr. Mountain. May I read this, Mr. Chairman ? 

Mr. Harpy. Go ahead. 

Mr. Mounrtarn. In a letter addressed to Mr. Glenn H. Craig, Di- 
rector, Office of Industrial Resources, Foreign Operations Adminis- 
tration, Washington, D. C., attention, Mr. Everett Eslick, Chief, 
Power Branch, the following is stated: 


DEAR Mr. Estick: Complying with the request in your letters to us dated 
June 16, 1954, we arranged to meet in New York on June 28 for the purpose of 
preparing our written comments on the Karadj River project, Iran, evaluation 
report by the United States Bureau of Reclamation, May 1954. 

This board submitted a report to FOA on this project on March 5, 1954, and a 
supplemental report on April 21, 1954. Both reports were adverse to any com- 
mitment on the part of FOA to furnish funds for starting the construction of 
this project now. 

No new basic data has been disclosed in the Bureau’s report and nothing has 
been developed or presented in that report to change the board’s original con- 
clusions regarding the project. It might be well to restate those conclusions 
regarding this project simply and clearly. 

1. Karadj Dam is not a wise venture for improving the economy of the Teheran 
area and the alleged benefits cannot be commensurate with the cost. 

2. There are other means by which greater total benefits can be secured 
sooner and more cheaply. 

In the board’s report on March 5, 1954, the project, including the necessary 
distribution facilities for water and for power and with the reservoir at eleva- 
tion 1,750 meters, was estimated to cost $65 million. The Bureau’s scheme, with 
the reservoir elevation of 1,765 meters, would cost at least $25 million more or a 
total of $90 million. 


Then they go on further and give a tabulation of certain things like 
cubic meters, and machinery, and so forth. 

Mr. Harpy. Do I understand from what you are reading that the 
project which was originally set up to cost $17 million, this group of 
private consultants estimates would cost $90 million ? 

Mr. Mountain. Yes, sir, if the elevation is 1,765 meters, as against 
1,750. 

Mr. Reece. A dam of that height here, I would say, would cost a 
great deal more than $90 million. 

Mr. Harpy. We would have a terrible time getting Congress to 
approve it, would we not? 

Mr. Reece. I am not sure about that. However, I was impressed 
with the fact that a dam of this height could be built for that amount, 
and that was one reason I was asking about the height of the dam; 
$17 million or even $30 million, based upon our experience here, on 
the surface appears to be unjustifiably low. 

Mr. Mountarn. Mr. Chairman, there are two.further paragraphs in 
this letter which I think should be read to complete the record: 

The Bureau’s report is impressive in its scope and manner of presentation. 
However, the numerous reservations contained throughout the text must be 
borne in mind when consideration is being given to the conclusions. In several 
instances the reservations actually nullify the apparently favorable conclusions. 
The board does not interpret the report of the Bureau as making a positive 


recommendation that'the project is worthy of authorization for the benefit of 
the economy of Lran. 
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Each member of the Board is sympathetic with the need for economic aid to 
Iran. However, they are convinced that the Karadj project is not a worthy 
one and that there are ether projects which could be undertaken instead. 

Respectfully yours, 
A. C. CLoGHER, Chairman, Ebasco Services, Inc. 
W. J. Batey, Detroit Edison Co, 
W. D. HENDERSON, Jackson & Moreland. 


Mr. Rercr. I wonder if these same engineers have made a study of 
the Aswan Dam? , 

Mr. Arexanper. Off the record. 

( Discussion off the record.) 

Mr. Mountatn. The Bureau of Reclamation made a further report, 
did it not, sir? 

Mr. Atexanper. It made what? 

Mr. Mounrarn. Made a further report on this project? 

Mr. Atexanver. That was the May report that you had. 

They made one about the 30th of January, the preliminary report, 
and then their final report. I would like to point out that in their 
30th of January report they used 3-percent interest, and a 50-year time 
period which is completely unrealistic for a country like Iran both 
as to interest rates and time. 

Mr. Mountatn. How much money had the United States through 
the mission committed to this Karadj Dam project? 

Fg AxexaNveR. Well, the figures that I have here show that by the 

7th of February 1954, they had committed $2,815.200 and had 
nea from the rial counterpart $910,000, for a total of $3,725,200. 

Mr. Moun7arn. At the time you left Iran were we still committed to 
that amount of money ? 

Mr. ALExanpeR. No, sir; that money had grown. In the next budget 
there was a $2.4 million allotment for Karadj and in addition FOA 
[ran had available approximately $500,000 from rial funds which were 
controlled by FOA Iran. 

Mr. Mountarn. That would add up to a total of about $6 million ? 

Mr. ALexanper. $6.6 million available. 

Mr. Mounratn. How much money had Iran put into the project 
at this time ? 

Mr. Atexanper. As far as I could determine at that time Iran had 
not supplied 1 rial from her own resources. 

Mr. Mounvarx. What work had been undertaken in the field? 

Mr. Arexanper. At that time, when I went up in June and again in 
July, there had been built two construction camps large enough to 
house all personnel necessary at full operations. The highway reloca- 
tion had = engineered and a great deal of rough work had been 
done on it. The equipment which I saw there included bulldozers 
from the Iranian Army which had been supplied to the Iranian Army 
by our military assistance program, and Morrison-Knudsen were pay- 
ing rental for those bulldozers used on the job. It was considered as 
on-the- job training for the drivers, and maintenance mechanics of 
those bulldozers. 

Mr. Moun'rarn. These construction camps constituted a Morrison- 
Knudsen enterprise ? 

Mr. Atexanper. Yes, sir; they were so labeled with big signs. 

Mr. Mounratn. Do you know whether any questions * were raised in 
Washington about the continuation of this pr ‘oject ? 
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Mr. Aexanper. I believe there were, but I do not know except by 

hearsay. 

Mr. Ditcneat The date you left Iran was when ? 

Mr. Auexanper. I departed from Teheran the first of September 
1954. 

(Additional information supplied by Mr. Alexander will be found 
in appendix VITI, p. 1168.) 

Mr. Mountain. I think we have one other question, Mr. Chairman, 
in connection with the Morrison-Knudsen contract : 

Where were they to get their equipment from? Were they to 
supply the equipment, or how was the machinery to be gotten? 

Mr. ALExANpeR. There were many proposals, but I only know for 
certain what was mentioned in a couple of memoranda. Morrison- 
Knudsen offered for the construction second-hand equipment which 
Morrison-Knudsen had in the United States and North Africa. 

Mr. Mountain. They were to supply equipment which they owned? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mounrarn. And on what sort of basis? 

Mr. ALExanver. Well, the talked first about leasing it to the project 
on a rental basis, and the equipment to be their own at the end of the 
construction. What actually came out of that, I do not know. 

Mr. Mountain. Do you have any documentary evidence on that 
point? 

Mr. Aexanper. Yes; I have a memorandum here which says 
that 

Mr. Mountarn. From whom, and to whom ? 

Mr. ALexanper. It is from Mr. Walter B. Bierce. 

Mr. Mountain. To whom? 

Mr. Atexanver. To Mr, W. E. Warne, Director, OMI. 

Mr. Mountatn. What is the date of it? 

Mr. ALexanper. The date of this is a little difficult to determine. 
I think it is January 30, 1954. 

Mr. Mountatn. Does the memorandum set forth this proposed 
transaction for handling the equipment ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Mountain. Can you tell us the substance of it? 

Mr. AtexAnper. The vice president of the Morrison-Knudsen Co. 
has stated to Mr. Bierce that he has equipment on hand that we could 
use, and we can rent it on a lump-sum basis for the duration of the 
project. 

Mr. Mountain. We can rent it from the Morrison-Knudsen Co. ? 

Mr. Avexanper. That is right, sir. 

Mr. Mountain. And they will supply on a fixed-fee cost-plus basis 
this equipment, and, in addition, their supplying of it would be quite 
independent of their contract to do the work? 

Mr. ALExANpeErR. Yes, but the lump-sum fee for the rental of this 
particular equipment would be charged against the construction cost. 
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Mr. Harpy. Without objection, the memorandum from Mr. Bierce 
to Mr. Warne will be placed in the record at this point. 

Mr. Mounrarn. Yes, sir. 

(The document referred to follows :) 


35341 
To: W.S. Warne, Director, OMI. 
From: Walter B. Bierce. 
Subject: Report on activities, Denver, Colorado. 


After being on annual leave beginning January 12, 1954 due to lack of funds 
to commence work on Karadj Project, I arrived in the Denver Office January 27, 
1954. A meeting with J. J. Hammond, L. G. Puls, F. E. Wilhelm, and F. D. 
Kirn was arranged to discuss the Karadj Dam. A brief general discussion was 
held on the Karadj Project, and the group was very helpful in answering quitte 
a number of questions that I raised with them. I then had a brief discussion 
with Mr. T. M. Hollearin of the estimate section about 1954 American costs and 
their relationship to our information on meager Iranian costs. 

After these two discussions an estimate was developed for Karadj Dam. The 
estimate was completed on February 1, 1954, and teletype was sent to FOA/W 
on February 2, 1954 asking them to advise you of the new estimate. 

The work here is being held up due to non-authorization of funds by FOA/W 
to the Bureau. In my talk with Mr. Cliffe of the Bureau’s Washington Office on 
January 29, 1954, he advised me that it would be quite a few days before the 
agreement and funds would be authorized by FOA/W. 

On February 1, 1954, Mr. Woody Williams of the M-K Company talked to me 
about the equipment needed for the Karadj Dam and Power Plant. His pro- 
posed construction plan is much more feasible than the one offered by Barry 
and Koerner. His plan should be about $1,000,000 cheaper than the original 
proposal. He will forward to us for study a detail lay-out of the proposed major 
construction equipment and prices. He has equipment on hand (we should in- 
spect it before purchase) that we could use, and we can rent it on a lump sum 
basis for the duration of the project. It would remain their equipment, and 
they would dispose of it after the job has been completed. This major equipment 
would consist of but not be limited to the following. 

1. Gravel screening plant. 
2. Batching plant. 
3. Conveyors—1,600 linear feet, 36 inches wide. 
4. Cableway—2 8 cubic yard plus 3 guts, 3 slack lines, carriages, cables, 
tail tower, etc. 
I will discuss this with FOA/W upon my arrival there if we are going ahead 
with the construction of the project. 

Will you inquire of the Plan Organization as to the availability of a core drill 
that will cut a minimum core of 214” in diameter. This will be the first piece 
of equipment that will be needed to explore the dam foundation. The maximum 
depth hole will be about 450 feet. 

Attached is a copy of (1) economics that were used in working out the feasi- 
bility and benefit-cost ratio for the Karadj Project, (2) method used in determin- 
ing cost of project, and (3) copy of teletype to FOA/W. 

If Reclamation is going to design the Karadj Project, it will be necessary that 
I remain here for three or four weeks after we receive authorization to proceed 
to assist in establishing the location of the major items to be constructed in the 
dam, assist in review of Hydrology, etc. After these have been set-up and the 
design criteria established they will be forwarded or brought by me for discussion 
and approval by GOI and OMI. 

Can you put the pressure on FOA/W to authorize funds for this work? 
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Advise me of any comments and/or suggestions that you. may have, and we 
will give them full consideration in working up the Karadj Project. 


JANUARY 30, 1954. 


KARADJ PROJECT 


First Stage 


Annual costs operation and management, dam, powerplant, and 
transmission line: 
Staff cost, powerplant 
Maintenance 


R=2, 040, 000 
1, 000, 000 
240, 000 

3, 500,000 
720, 000 


R=7, 500, 000 


Earnings per annum: 
Power, 85,000,000 kilowatts at 0.6 
Water supply, 105,000,000 cubicmeters at 0.5....__________ 


Irrigation: 


DOCESE Lae 40 years 


Water used 189,000,000 at 0.25—472,500 


Total income 
Conversion factor 


Net income 
Total cost of plant stage No. 1 
Benefit-cost ratio 
Payment per year to retire capital costs in 50 years with 3 
percent interest on debt 
Factor = 0.0388655 & investment 
Net balance per year 


Second stage 


Annual costs operation and maintenance. powerplant, and 
transmission line: 
Staff cost powerplant 
Maintenance 


Conversion factor 
Annual charges in dollars 
Earnings per annum: 


62.5 
$120, 000 


52, 500, 000 


675, 000 
472, 500 


=104, 547, 500 


62. 5 

$1, 672, 600 
120, 000 

1, 552, 600 
1.4 tol 

$1, 088, 000 


$464, 600 


2, 040, 000 
1, 000, 000 
240, 000 
3, 500, 000 
720, 000 


62.5 


$120, 000 


Power, 160,000,000 kilowatts at 0.6__._-_---_-____________ R = 96, 000, 000 


Conversion factor 


(CERI ne Gi nnn eek 


Less operation and maintenance______.___.._____________ 


PO I is ciicicceacnduinimicisin tiivinialabdiiak eile aie nia 


62. 5 


_. $1,539, 000 


120, 000 


1, 419, 000 


———— 
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Second Stage—Continued 


Total cost of plant stage No. 2 $20, 800, 000 
Benefit-cost ratio L.7 tol 
Payment per year required to retire capital cost in 50 years 
with 3 percent interest on the debt 808, 400 
Net balance per year 610, 600 
Transmission line 300, 000 
Substation 400, 000 
Engineering, administration and general expenses 2, 600, 000 


Total stage 2 20, 800, 000 
Project total 48, 800, 000 
Benefit-cost ratio: 


Annual payment required to retire capital cost in 50 years with 3 percent in- 
terest on the debt: 

$1, 088, 000 

808, 400 


It will be necessary to secure additional foundation information before structure 
design and firm estimates can be made. 

Will need 90 days for field work at site. Reclamation would need 4 months 
for design preparation before excavation can begin on dam. This would delay 
completion date for the construction Karadj Dam about 2 months. GOI can 
continue with the present road construction programed under present agreement 
or as amended. GOI should clear up status of French if Reclamation is going 
to do the work on Karadj. 

Advise me through FOA/W procedure to follow.” 

FOA/W—Upon receipt of Warne’s instructions advise me also any instructions 
you may have. 

Bureau of Reclamation will do no work on project until funds are authorized. 

Blind to: Commissioner, Att: 220 S. H. Poe, Walter Bierce (2). 


(Signed) Watrter B. Brerce. 


Total for project 


Gross annual earnings: 
1 


_ 


Net annual earnings 2, 971, 600 
Total cost of project 48, 800, 000 
Repayment period 50 years 
Benefit-cost ratio 1.5 tol 

$1, 075, 200 
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[Teletype] 
Denver, Colorado 
Walter Bierce: rmb 6576 
FOREIGN OPERATIONS ADMINISTRATION, 
Room 903-M, Maiatico Building, 
806 Connecticut Avenue, NW., Washington, D. C. 
(Atten: Devereux Parle.) 
Reference: Karadj Project. 


Please cable Warne OMI as follows: 

“In redesigning the dam, powerplants, and tunnel for earthquake disturbance 
in accordance with Bureau standards the preliminary estimate project cost taken 
from curves is as follows: 


Stage 1: 

Arch Dam $18, 900, 000 
Powerplant (30,000 kw) 2, 700, 000 
Switchyard 400, 000 
I III on oo cdatr datce Secale ces lide eran dae ns eke ics  acglnn aoa a 350, 000 
Substation 550, 000 

700, 000 
Engineering, administration, and general expenses , 400, 000 


Total stage 1 000, 000 

Stage 2: 
Tunnel (lined) ‘i 3, 000, 000 
Tunnel penstock 700, 000 
Powerplant (45,000 kw) 3, 300, 000 
Switchyard 500, 000 


FEBRUARY 14, 1954. 
Subject : Karadj Dam Project: 
His Excellency A. PANAHI, 
Managing Director of Plan Organization, 
Tehran. 

EXcELLENCY: When the Interim Agreement dated 28 November 1953 for the 
construction of the Karadj Dam was executed, it was assumed that funds for 
the project would be made available immediately. Accordingly the Agent pro- 
ceeded with the work of planning the details of the construction plant and with 
actual construction work using locally available equipment and materials. It 
was also assumed that the negotiations for the final Agreement for the Karadj 
Dam project would take place in accordance with the intent of the Interim Agree- 
ment. 

Now that negotiations for the final agreement between the parties to the In- 
terim Agreement have been indefinitely delayed by the review of the project 
presently being made by the Foreign Operations Mission in Teheran and in the 
United States, it is assumed by the Agent that negotiations for the final Agree- 
ment for the Karadj Dam Project will be continued when the Foreign Operations 
Mission has clearly expressed their intent. 

Attention of Your Excellency is further called to the fact that it is now being 
proposed to improve and construct access roads to the damsite, including a por- 
tion of the relocation of the Karadj River Road mentioned in Article II, para- 
graph B of the forementioned Interim Agreement, under a separate agreement 
with the codirectors of the Iran-United States Joint Fund for Emergency and 
Special Economic Assistance. The Agent is agreeable to such separate Agree- 
ment, with the understanding that the Interim Agreement dated 28 November 
1953 for the Karadj Dam Project remains valid and in force. 

We believe it is appropriate to clarify the above two matters, in order to avoid 
possible misunderstandings or misinterpretations. Kindly give these matters 
your kind consideration and advise the Agent as to your concurrence with the 
assumptions contained herein. 

Very truly yours. 


MORRISON-KNUDSON INTERNATIONAL Co., INC., 
J. R. Barry, Vice President. 


Mr. Harpy. Is that all for the present ? 
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Mr. Mountain. The rest of the questions, I believe, Mr. Chairman, 
would be best directed to Mr. Warne, because they refer to matters 
which happened after Mr. Alexander terminated his stay in Iran. 


Mr. Harpy. Suppose we adjourn at this time and come back at 
2 o’clock. 


Mr. Reece. That would be fine. 


(Thereupon, at 12:30 p. m., the subcommittee recessed, to reconvene 
at 2 p. m., of the same day.) 


AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reece and myself, con- 
stituting a quorum. I believe the record should also show that Mr. 
Reece and I were also present through the entire testimony this morn- 
ing. 

We are glad to have Mr. Warne back. 

I believe, Mr. Warne, one of the things that we want to pursue this 
afternoon is the matter of this Karadj Dam project which we had 
under discussion this morning, and I wondered if, in the light of the 
testimony this morning, there was any specific statement that you 
wanted to make before we get into specific questions. 


TESTIMONY OF WILLIAM E. WARNE, ECONOMIC COORDINATOR 
FOR KOREA, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Warne. I think perhaps—and please feel free to interrupt me 
if you think I am wandering off your present assignment, or if you 


would like elaboration on it—I believe, though, I can help the com- 
mittee some by touching on a few points that were brought up this 
morning in connection with the Karadj Dam. 

The construction of the Karadj Dam was actually underway when 
l arrived in Teheran in 1951 as country director. A French contractor 
had just finished the diversion tunnel to carry the flow of the Karadj 
River around the site. Because Iran and the plan organization no 
longer had foreign exchange, or sufficient local currency, the contrac- 
tor told me he was quittting and going home. 

The job was already virtually shut down. The contractor went over 
the plans for the dam with me and Engineer A. H. Radjy of the plan 
organization. 

The dam would serve three major purposes. It would regulate and 
provide needed storage for the Teheran waterpiping project then un- 
der construction, and which would draw its supply from an aqueduct 
which tapped the Karadj River below the dam site. 

It would generate electric power to supplement Teheran’s supply; 
and it would, through storage, provide a supply for expansion of the 
fine agricultural area, irrigate lands below the town of Karadj in the 
Shahriar District in the amount of 22,000 to 25,000 acres. 

The main Karadj-Chalus Highway, the road over which the bridge 
of victory was operated during World War II, carrying materiel from 
the Persian Gulf to the Caspian Sea and Stalingrad, ran right through 
the dam site and through the reservoir area for a good many miles. 
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No project was considered more important by the Iranians than the 
Karadj Dam and no effect of the nationalization of oil pained them 
more than the shutting down of this project. 

If the project could have been completed on the schedule first 
adopted, the problem of power in Teheran would have been to a large 
degree mitigated. 

Mr. Reece. What was that schedule? 

Mr. Warne. The original schedule would have seen the dam done in 
about 1954, but they didn’t get it underway. 

Now, the attitude of the Iranian Government toward the Karadj 
Dam project might be of interest. In the fall of 1954, when the Karad) 
Dam Authority, which had been created to construct this pees came 
to Washington to present a plan to the Export-Import Bank for the 
borrowing of some foreign exchange in connection with the project, 
they presented a report. And, I want to read a couple of paragraphs 
out of this report. 


The Karadj Dam— 
this is what it says— 


The Karadj Dam has been accorded high priority by the Empire of Iran in the 
program for economic development of its natural resources. The project is con- 
sidered an essential undertaking to provide and assure adequate water supply for 
the city and metropolitan area of Teheran, to provide electric power for this 
area, and to provide a firm irrigation water supply. In so doing, it will con- 
tribute to other benefits. 


And, in the summary conclusions, the first conclusion is: 


1. Development of the Karadj River water resources through storage is 
essential to the economy of the city of Teheran and to the Karadj River Basin. 

Mr. Harpy. What is this you were reading from ? 

Mr. Warne. This is a report that the Karadj Dam Authority pre- 
sented in the fall of 1954 in connection with a suggestion that the 
Export-Import Bank might include the Karadj Dam among its items 
on which it would loan money. 

Mr. Harpy. Was that strictly an Iranian agency, or was that a 
combination ? 

Mr. Warne. The Karadj Dam Authority is an Iranian agency; yes, 
sir; set up legally in Iran. 

Mr. Harpy. What I was thinking about, Was the Karadj Dam Au- 
thority operating under a project agreement ? 

_ Mr. Warne. No; we had a project agreement originally with the 
Seven-Year Plan Organization which has been identified, I think, for 
the committee before; the Ministry of Agriculture, under which the 
Irrigation Bongah was an agency; and the Irrigation Bongah. 

Now, the Karadj Dam Authority, by law, took the place of the Irri- 
gation Bongah and the Ministry of Agriculture in this agreement. 
In other words, the Karadj Dam Authority was substituted for the 
Irrigation Bongah as the owner of the project. 

Mr. Harpy. The thing that I am trying to be sure I understand is, 
in some of these Iranian governmental activities, there was a coopera- 
tive arrangement in which some United States personnel participated. 

Mr. Warne. That’s right, but that is not the case of the Karadj 
Dam Authority. 
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_ Mr. Harpy. So, in the Karadj Dam Authority, it was strictly Iran- 
— had no United States Government participation at all; is that 
right? 

Mr. Warne. Excepting only some of our engineers were advisers 
within the Karadj Dam Authority. They did not have any control 
over the Karadj Dam Authority. It was not a joint fund. It did 
not have the joint characteristics of a joint fund. 

Mr. Harpy. Well, I was not thinking so much about the fund at 
the moment because in connection with this report, they were seeking 
an Export-Import Bank loan, as I understand it. 

Mr. Warne. That’s right. They were seeking, not directly to the 
Karadj Dam Authority, but to the Government of Iran, an Export- 
Import Bank loan 

Mr. Harpy. Well, specifically, what I want to know is whether or 
not, in the preparation of their presentation to the Export-Import 
Bank, the Karadj Dam Authority was guided by, or influenced by, or 
had its collaborations participated in by United States personnel 
or by U. N. technicians. 

Mr. Warne. Well, the U. N. technicians were there and associated 
with the plan organization; and we had technicians, though I think 
our principal technician on the Karadj Dam was not in Iran at that 
time, but was rather in the United States then, Mr. Walter Bierce, 
and they did utilize some of the materials in reports that had been 
prepared through our efforts; yes. 

Mr. Harpy. This specific 

Mr. Warne. But this was the report of the Karadj Dam Authority. 

Mr. Harpy. For what purpose was it used ? 

Mr. Warne. It was used by the representative of Iran who came 
here in the fall of 1954 to discuss with our agencies, that is, the United 
States agencies in Washington, the general proposition of loans for 
economic development purposes in Iran, and this was one of the re- 
ports that he had with him. 

a Harpy. Was that actually presented to the Export-Import 
Bank? 

Mr. Warne. I am sure it was, though I wasn’t present when it was, 
if it was, but I understood from the men who brought it over that it 
was; and I believe the Export-Import Bank confirmed that to me, 
too. 

Mr. Harpy. The Karadj Dam Authority was not requesting a loan 
directly, as I take it? 

Mr. Warne. No; it was requesting the participation of this project 
in a general loan that would be made to Iran. 

Mr. Harpy. Well, that is the key to the whole thing that is bother- 
ing me. Did Iranian officials actually ever include in a loan applica- 
tion to the Export-Import Bank any specific request for funds for 
the Karadj Dam? 

Mr. Warne. I am sure that this report right here was presented to 
the Export-Import Bank, and they did discuss it. I have discussed 
the matter with the Export-Import Bank myself afterward. 

Mr. Harpy. Were there separate loan applications for specific proj- 
ects under this application to Export-Import Bank? 

Mr. Warne. The Export-Import Bank discussion was—I didn’t 
participate in those discussions and when I am telling you this I 
may be telling you something that isn’t absolutely accurate—but my 
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understanding of it is this, that they discussed with the Export-Im- 
port Bank a sum, and in support of that sum presented several spe- 
cific projects, including the foreign-exchange requirement on the 
Karadj Dam, including the need for diesel locomotives for the State 
Railroad of Lran, and other projects of that sort. 

Mr. Harpy. Well, I think that is an item that we need to clear up, 
Mr. Mountain. I think maybe you better check with Export-Import 
Bank on that particular aspect. I had gotten the impression some- 
where that actually the Karadj Dam had never been included in a 
specific application for funds to the Export-Import Bank. 

(Information from the Export-Import Bank follows:) 


ExPorRtT-IMPORT BANK OF WASHINGTON, 
Washington, D. C., July 18, 1956. 
Hon. Porter Harpy, Jr., 
House of Representatives. 


DeAR Mr. Harpy: In response to your inquiry of July 11 requesting informa- 
tion concerning the possibility of financing the construction of the Karadj Dam 
in Iran, it is a pleasure to provide you with the following information in the 
order requested in your letter: 

1. The Government of Iran filed a formal application with the Export-Import 
Bank on September 14, 1954, for a loan of $18 million to assist in the construc- 
tion of the Karadj Dam. The application was in the form of a letter and 
did not contain a complete set of construction plans. It was accompanied by 
a request for financing of various other projects totaling $35 million. 

2. On November 4, 1954, the Board of Directors of the bank authorized an 
earmark of $53 million in favor of the Imperial Government of Iran for eco- 
nomic development projects, including the Karadj Dam, when the necessary 
justifications and required technical data became available. 

3. The Export-Import Bank was not furnished a set of construction plans 
sufficiently detailed for the bank to determine the feasibility of making the loan. 

4. The Export-Import Bank would not make a committment without either 
a formal application or a complete set of construction plans. 

5. The Export-Import Bank was furnished with a document entitled “Three 
Reports in Respect of Karadj Project Iran, dated June 28, 1954, April 21, 1954, 
March 5, 1954, by Alexander C. Clogher, William J. Baley, William D. Hender- 
son, Acting as a Board of Consulting Engineers to Foreign Operations Admin- 
istration.” These reports were considered by the bank’s staff along with other 
technical reports on the project. 

I trust that you will find the above answers satisfactory and that you will 
get in touch with us for any further information which you wish. 

Sincerely yours, 
SAMUEL C. WaueH, President. 

Mr. Warne. Well now, later on the Karadj Dam was not, I think, 
pressed by the Iranian Government as a participant in the $30 million 
loan that was negotiated on the 3ist day of March 1955, but that 
does not mean that it was not included in the list that was presented 
to the Export-Import Bank in the fall of 1954 because it was. 

Mr. Harpy. Well, that is the thing that I think we need to be clear 
on. You ought to be able to get some documentation on that. 

Mr. Mountarn. Mr. Chairman, I think perhaps I can clarify this a 
little bit just in terms of the normal routine that Export-Import loans 
go through. 

Isn’t the first step a discussion of the total sums with perhaps illus- 
trative projects whose feasibility or practicability are not passed upon 
at the time that an overall funding is being discussed; then when a 
specific project is being applied for under the total sum that may have 
been authorized, the review of its feasibility and so on is then made? 

Mr. Warne. That’s quite true. As a matter of fact 





754 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Reece. Mr. Chairman, that was just the question I was going 
to raise, Mr. Mountain, if that was not the ordinary procedure, 

Mr. Mounta1n. It is, sir; so far as we know. 

Mr. Warne. I was here myself in October of 1954 and the Export- 
Import Bank asked me to come over and they had this report and we 
discussed it over there. 

Mr. Mounrtatn. But their discussion of it doesn’t in any sense, in 
their normal routine, represent an approval of a given project 

Mr. Warne. No; but it is my understanding that they did include 
this as eligible for consideration under the law. 

Mr. Mountain. Subject to further check? 

Mr. Warne. That’s right. 

Mr. Reece. If I may, as I understood the reading of the opening 
paragraph of the report of the Karadj Authority, it represents itself 
as representing the views of the Iranian Government. 

Mr. Warne. It certainly was the spokesman of the Iranian Govern- 
ment for the dam, and still is. 

Mr. Harpy. Iamsorry I interrupted you. 

Mr. Warne. Let me touch on a few more points that figured in the 
testimony this morning. 

The Project Agreement 73, which committed us for $1,400,000 was, 
I believe, inadvertently represented as an agreement under which we 
were going to participate in the construction of Karadj Dam. 

Well, that isn’t the fact. Article II, which states the purposes of 
the project agreement says: 

The Iran-American Joint Fund for Economic Development wil! contribute and 
make available the sum of $1,400,000 from special economic assistance funds, to 
assist in financing the purchase and transport to Iran of machinery, cement, 
contract services, and other equipment, materials, services, and supplies, identi- 
fied and described by and in purchase authorities and other written memoran- 
dums executed by the Codirectors of the Joint Fund for Economic Development. 


And article VI says: 


It is expressly understood and agreed that the furnishing by the Iran- 
American Joint Fund for Economic Development of the sum stated in article II 
above does not in any way obligate the joint fund or the United States of 
America to furnish any additional funds. 


Mr. Harpy. What is that you were reading? 

Mr. Warne. That’s from Project Agreement No. 73. 

Mr. Harpy. That was article VI. 

Mr. Warne. DidI say IV? Well, my reading of roman numerals, 
you see, is inverted. I meant VI. 

Now, for the sake of clarification, that is the only obligation that 
was ever undertaken on the dam itself, and it was largely for the 
purpose of getting some of. the engineering studies made and the 
preliminaries out of the way and helping Iran in working out its 
problem of financing the dam. 

It wasn’t in any sense an undertaking to finance the dam. 

As a matter of fact, of the $1,400,000, on March 31, 1956—these 
figures have been supplied to me by the Controller of our agency, 
ICA—$674,923 were subobligated and of that amount $546,595 were 
expended. And, at that time, of the original $1,400,000, a total of 
$725,000, plus 27 or 77—I can’t read this figure—were unsubobli- 
gated and have now been reprogramed out of the project. 
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So, instead of having committed something like $7 million that I 
heard bandied about here this morning, actually the commitment 
turned out to be a total of $674,000. 

Mr. Harpy. Well, I am trying to get myself oriented, too, in con- 
nection with Project. Agreement 73. That agreement did contem- 
plate a study to determine what additional costs would be involved, 
without specifically providing for the funding of them, didn’t they ¢ 

Mr. Warne. That’s right, that was among the purposes of the 
agreement. 

Mr. Harpy. With respect to the $6.6 million that was mentioned 
this morning, I didn’t recall that it was involved in the Project 
Agreement 73. Was it, or am I wrong? 

Mr. Mounrarn. No, sir. 

Mr. Warne. It wasn’t involved in anything that I know of. 

Mr. Harpy. I believe the testimony this morning had to do with 
the setting up of an economic fund of some kind for various require- 
ments, industrial development or something. Wasn’t that what it 
was? 

Mr. Mountain. Emergency Agreement No. 17, Mr. Chairman. 

Mr. Harpy. Where was Emergency Agreement No. 17? 

Mr. Mounrarn. It was on page 6. 

Mr. Warne. I am unable to explain the figure that was used this 
morning. I don’t think anybody else can. 

Mr. Mountain. Mr. Chairman, if it will help at this point, the 
General Accounting Office audit on page 96 shows Project Agreement 
73, construction of Karadj Dam, and it notes: 

Including former project No. 26—obligations, $1,650,000. 

A note to this entry says: 

Total obligations for this project were $2,815,184, including funds of $1,165,184 
from the following other projects: Control of insect pests, highway improvement, 
industry projects Nos. 95, 96; emergency aid, impact project No. 17. 

Mr. Warne. Well, now, they have included the road project in that, 
and the road project, while it’s related to the dam, is not related to 
project 73. 

Mr. Mountarn. Were there additional funds put into this project 
in 1955 ¢ 

Mr. Warne. I don’t know of any that have been put into it. 

Mr. Mounrta1n. Didn’t your congressional presentation in fiscal 
1955 have an item of $2.4 million for the Karadj Dam Authority ? 

Mr. Warne. I didn’t make the congressional presentation in 1955, 
but I know some of our earlier planning did include an amount, but 
after the oil agreement was made the Iran Government undertook to 
finance the dam through its regular methods, and there was no addi- 
tional project on the Karadj Dam that I know of. 

Mr. Mountain. But there were some funds 

Mr. Warne. If $2,400,000 is being used in that term “commitment,” 
I think it is grossly erroneously used. There was no commitment what- 
soever above and beyond—for the dam itself, above and beyond the 
project 73, that I know of. 

Mr. Mountarn. How about the transfers from those four projects 

Mr. Warne. Yes; those went into the road project and, as I say, 
they were related to the dam, but not related to project 73. 
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Mr. Mountarn. They were not stipulated in project 73, but—— 

Mr. Warne. They were not related to project 73. 

Mr. Mountain. They were not related ¢ 

Mr. Warne. No. 

Mr. Harvy. I am having a little trouble understanding project 73. 
The only thing that is specifically spelled out in terms of dollars is 
$1,400,000. Now, the project also has a provision that says the pro- 
gram of construction shall be in accordance with the plans prepared 
by the Enterprises Metropolitanies et Coloniale as approved by the 
administration. 

Now, where is the difference in the cost to come in? I mean, if 
$1.4 was all we were going to put in it, and it is certainly true that 
article VI specifically provides that no definite commitment for addi- 
tional funds would be made—and I presume that is a standard agree- 
ment in all agreements; isn’t it? 

Mr. Warne. It certainly is a standard section in an agreement 
where the inference might otherwise be obtained that additional com- 
mitments were being made. 

If the first project agreement obviously was a whole, a unit, that 
might not be included in it, but in any project where the inference 
might otherwise be drawn that the United States might be further 
inv volved, it was the standard provision. 

Mr. Harpy. Well, wouldn’t it more or less be usual that our finane- 
ing age a particular agreement would be increased from time to 
time ? 

Mr. Warne. Under some agreements, yes. I mean, there isn’t any 
standard formula for that, Mr. Chairman. This one specifically set up 
an amount. I assure you that it was never the intent of myself, or the 
agency, to finance this dam for the Iranians out of our funds. It was 
our intent to assist Iran in perfecting its plans for the dam, and if 
practicable, in finding a way in which she could construct it. 

Now, we started immediately to review the plans of Metropolitanies 
through the Bureau of Reclamation and other agencies, and did work 
out to our satisfaction the fact that the dam was a feasible under- 
taking. And, I think the studies may have had some influence later 
in the kind of reception that the Export-Import Bank gave, and I 
think it will have an influence, too, in other financing agencies that 
may later be involved in it. 

Mr. Harpy. Well, I get worried about here we look at a specific 
project agreement and actually I don’t know whether in the testimony 
this morning, whether that agreement was stated to have contained in 
it $7 million or $17 million, but I do recall that we had testimony 
that the lowest estimated cost of the project was $17 million and the 
highest by these consulting engineers was about $90 million, as I 
—— it. 

I just wonder this: The agreement No. 73 was a vehicle by which 
we proposed to assist the Iranian Government to proceed with the 
construction of the Karadj Dam, and I am having a little difficulty 
understanding how, considering all the testimony we have had about 
their shortage of foreign exchange, how with $1,400,000 we were 
going to make it possible for them to construct a dam that would cost 
somewhere between $17 million and $90 million ? 
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Mr. Warne. Well, among problems that faced them was a sound 
engineering appraisal of the dam, and that is what we endeavored to 
get with this $1,400,000. 

Now, that, I really believe, was a major contribution to the Iranian 
Government in connection with its later actions with regard to this 
clam. 

You have heard a lot of talk about what the costs of this dam 
might be and so forth, but I think there is some confusion involved 
in it, too, in that the $17 million figure that was used I don’t believe 
was represented to be the total cost of the dam, but rather the foreign- 
exchange requirement. 

Mr. Harpy. I think that is right. 

Mr. Warne. Well, there is a considerable difference. 

And, the $90 million figure that was used was used by people who 
had never been in Iran. 

Mr. Reece. Also, if I may interject, I think that figure referred to 
the estimated cost after the height of the dam had been increased, 
which might very materially affect: it. 

Mr. Warne. On August 12, 1955, the Harza E ngineering Co., con- 
sulting engineers of Chicago, Ill., made a report to Mr. Clark Gregory, 
the Director of USOM of Iran, which appraised the Karadj Dam and 
the a reports that had been made. 

And, after this report was made by Harza, Harza has been employed 
by the plan organization in Lran actually to design the dam according 
to information that I have received. 

Now, Harza says in that letter 

We have demonstrated, however, that the project is economically feasible 
throughout the range of reservoir levels which have been considered by other 
agencies, 

Now, Harza also gives a summary of total capital costs of the project 
in millions of Iranian rials with the equivalent dollar values shown 
in parentheses, at the exchange rate of 75 rials to the dollar, and they 
listed 3 designs and 3 elevations. 

The EMC arch, that being the French design, for elevation 1,750, 
was estimated by Harza to cost 2,775 million rials, equivalent to $37 
million. 

For elevation 1,755, which is the one that the Harza Co. thinks might 
be most appropriate, 2 925 million rials, equivalent to $39 million. 

For elevation 1,765, which is the Bureau of Reclamation’s proposal 
for the high dam, 3,300 million rials, equivalent to $44 million. 

Now, the United States Bureau of Reclamation arch design in each 
of the 3 heights would be 3,300 million rials, or a total of $44 million ; 
3,525 million rials, or a total of $47 million; 415 million rials, or a 
total of $54 million. 

The Heco rockfill—Heco standing for Harza Engineering Co.—they 
do not urge the construction of a roc ckfill dam in'the report necessar ily, 
but suggest that it can be considered along with the other two in coming 
up with a final design. 

They estimate it would cost, at the 3 elevations, 3 billion rials, 
or $40 million; 3,225 million rials, or $43 million; 3,600 million rials, 
or $48 million. 

I believe we have narrowed the range somewhat of cost estimates. 

Mr. Harvy. There is just one thing that I want to ask you about 
these estimates, though. You have been usi ing an exchange rate of 75 
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to the dollar and, as I recall it, in the discussion that we had this 
morning an exchange rate of 50 was used. 

Mr. Warne. Well, that was used by Mr. Mountain in going back 
beyond 1951 in estimating the costs in dollars of some of the earlier 
work. It might be appropriate to list it for 50 going back several 
years before 1952, but the exchange rate is about 75 at the present time 
and has been for a year or more. 

Mr. Harpy. Well, I would be surprised if we don’t find that the 
most advantageous rate from the Iranian standpoint has been used in 
presentation to the Appropriations Committee. 

I don’t know. We get those exchange rates bandied around so 
loosely that I don’t know what to believe. 

Mr. Warne. I can’t comment very well on that, Mr. Chairman. 

Mr. Harpy. If, from a comparative standpoint, an exchange rate 
of 50 instead of 75 were used, would that increase or decrease the dol- 
lar equivalent ? 

Mr. Warne. Well, it depends on whether you are spending dollars 
or rials. Part of these are dollars and part rials. 

Mr. Harpy. What you were giving there were rials and converting 
to dollars? 

Mr. Warne. No, I was giving relative costs. 

Mr. Reece. But those are not your figures, they are the engineering 
figurse ? 

Mr. Warne. These are the engineer’s figures. 

Mr. Harpy. I understand. 

Mr. Warne. Mr. Chairman, in order to get the total in rials, 
sometimes you have to transmute dollars into rials, because part of 
these costs have to be spent in dollars. So, you would have to go back 
and get the breakdown, how many dollars and how many rials before 
you could do that. 

Mr. Harpy. I am merely trying to see if we are using the same 
yardstick all the way through so that we have a realistic comparison, 
that is all. 

Mr. Warne. Let me say, the yardstick that was used here of 75 rials 
is that which has prevailed for about a year and a half and it is pres- 
ently the official rate in Iran. 

Now, let me point out what some of these ranges amount to. For 
the low dam, so-called, it is still a high dam, but the lowest of the 
three elevations, the difference between the EMC arch and the United 
States Bureau of Reclamation arch would be $7 million. And that 
is accounted for, according to the Harza report, by the more con- 
servative approach toward the foundation of the Bureau of Recla- 
mation. 

In the high dam, the one of the Bureau of Reclamation, the Harza 
report considered the difference would be $10 million between EMC, 
the French design, and the United States Bureau of Reclamation pro- 
my design; with the Heco rockfill, about falling halfway between 
them. 

Now, the Harza Co. said in its conclusions: 

The Karadj Dam project will satisfy a great human need. A potable water 
supply is essential to the health, growth, and advancement of a metropolitan area. 
Potable water is dependent upon an assured supply of good quality and an 


adequate distribution system. Steps are now being taken by the Teheran water 
supply, with the consulting service of Sir Alexander Gibbs & Partners, to pro- 
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vide an adequate distribution system. Karadj Dam is needed urgently to give 
the assured supply. 
This is finding 2: 


Although additional exploratory work will be required before any design can 
be finalized, we can predict that the site will be suitable for the construction of 
a high dam. The final choice will lie between several suitable types. As a pre- 
requisite to our unqualified endorsement of the foundation of the high arch 
dam, we would require additional drilling to define further the characteristics of 
the geologic formations and particularly the attitude, extent, and soundness of 
shear zones. 


Finding No. 4: 

We have made an alternate design and appraisal estimate for rockfill-type 
dam. These were prepared solely for the purpose of checking independently the 
magnitude of capital investment. 

Mr. Harpy. Who was this report made by, Mr. Warne? 

Mr. Warne. This was made by the Harza Engineering Co. 

Mr. Harpy. Who brought them into the picture? 

Mr. Warne. Mr. Gregory brought them into the picture. 

Mr. Harpy. Do you know what use, if any, was made by anybody in 
authority of the reports made by these three consultants that were 
brought in previously ? 

Mr. Warne. I can’t answer you. 

Their report was, I believe, that we should not finance the dam: 
that is, that ICA should not do it, and we never intended to finance it, 
and therefore, we didn’t finance it. 

Mr. Harpy. Maybe you are not the right one to answer that one, 
if Mr. Gregory selected this individual to make a separate one. | 
think we are in a situation similar to a man who goes to a doctor and 
is told he will not live long because he has an incurable disease. The 
man then goes to another doctor who disagrees with the diagnosis of 
the first doctor. The man then continues to go to doctors until he 
gets the answer he wants. 

Mr. Reece. That leads up to the question I was about to propound 
to Mr. Alexander this morning and then I inferred from what he said 
that he was not familiar with these reports, and therefore, not the 
proper person to whom to propound it. 

And, I don’t know if Mr. Warne is, but I was interested in the basi- 
on which they determined the unfeasibility of the project, whether 
they had done the core drilling and other exploratory work to see if it 
was not feasible from an engineering standpoint, or whether it was 
not feasible from an economic standpoint ? 

Mr. Warner. Who is “they”? 

Mr. Reece. Ebasco & Associates. 

Mr. Warne. They didn’t do any work. There was no work done in 
connection with that report except to review the files in Washington. 

Mr. Reece. If that is the case, I think that ought to be-——— 

Mr. Warne. And the report found 

Mr. Reece. If that is the case, then I think those three reports ought 
to be put in that perspective in the record. 

Now, when they were first read, since they are engineering firms of 
standing, Ebasco being one of the better service engineering organiza- 
tions, that they made a study, engineeringwise, of the project, and I 
got the impression that they came up with the conclusion that the 
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project was not feasible from an engineering standpoint. And, T 
think that a those reports entirely in a different light. 

Mr. Warne. I dont’ think that any one of the consultants involved 
there would sign a statement that this isn’t feasible from an engineer. 
mg standpoint. . 

Mr. Reece. There are two things about these figures that interest me 
and it has nothing to do with the merits of the project. One is the 
cost. 

All the costs, except the $90 million that ae evolved here, 
seem to me to be v ery low for that kind of a project. 

The other is the construction time of 60 months; that is, 5 years, 
seems to me to be a very long time for a project when related to the 
time that is required to build a hydroelectric project in this country, 
when we built projects of a comparable, although not of the same 
requirements, in a period of 2 years. 

Mr. Warne. Well, Mr. Reece, the original estimates of cost that 
were given to me when I went out there first were a part of the reasons 
why Iw anted this engineering checked. I discovered several things 
in the various reports that were made. 

One is that is was going to cost more than the French originally had 
indicated. 

In large measure that was due, however, to general inflation in Iran, 
or in part it was due to that cause; and another one is that actually 
the costs are a great deal less in Iran than we could expect them to be 
in our country, providing you can get the materials locally. 

Mr. Rexce. That brings up another point with reference to these 
estimates that appears significant to me. If the value of the dollar 
or the rial had changed a very great deal from the time the French 
concern made its estimate and from the time these different estimates 
were made. 

Mr. Warne. It changed very materially. The rial went from an 
official rate of 32 to an actual Commercial use rate of 132 in a period 
of about 3 years, and has gone back down to 75, where it’s more or less 
stabilized at the present time. 

Mr. Reece. That alone would very nearly account for the difference 
between the Harza’s estimate of the cost and what the French concern 
estimate was. 

Mr. Harpy. If I might refer to the reports that we put in the record 
this morning from the consulting engineers. These engineers, as I 
read their communication, were not directed to perform any independ- 
ent engineering work. They were directed to evaluate all of the data 
that had been thus far assembled and to consider the feasibility on the 

basis of that data. 

In their first report they list a number of specific points. They say 
that— 


As proposed, the project is incomplete. 


And they seem to make a considerable point of discussing the inade- 
quacy of engineering data necessary to make a favorable finding. 

Their second report is in response to a specific request from FOA to 
supplement their original report by a further review. There again 
they base their findings on an evaluation of the information which has 
been gathered by others. 
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But, still, you must bear in mind that apparently this is not yet 
based on a study of the Bureau of Reclamation proposal. 

Now, when they come back in June, they are specifically instructed 
by FOA to evaluate this big document prepared by the Bureau of 
Reclamation and to base their recommendations on that. At least 
that is the way I read the letter. 

And, it is not based on any independent. engineering survey but 
it is based on an evaluation of the engineering “which has been per- 
formed by others. 

So, that is the service that these consultants were rendering. 

And, likewise, the Harza report to which Mr. Warne has just been 
referring, was prepared at the request, apparently, of Mr. Gregory, 
and it specifically states: 

Due to limitations in time, our report has been based largely on the detailed 
investigations made by others. 

So, the thing about it that seems to me to have some significance, 
maybe it does not, but they have a section on previous engineering. 
Maybe, since these consultants did not do any engineering, “they saw 
fit to ignore the fact that three firms of well- known consultants had 
been brought into the picture to evaluate all of the data heretofore 

gathered, but Mr. Harza’s report ignores that entirely. 

So, it seems to me like we are getting into a situation here where 
just because the particular engineers you had did not come up with 
the answer you wanted, you cot another one. 

Mr. Reece. How is Mr. Harza’s name spelled ? 

Mr. Warne. H-a-r-z-a. 

Mr. Reece. Well, Mr. Harza, I assume, considers that he is of equal 
standing to the men who participated in the study for Ebasco & 
Associates. 

Mr. Harpy. And he may be. 

Mr. Reece. That is, I assume he so considers, and therefore able to 
make an evaluation of his own, which would have the standing 
which his reputation might impute to it, and therefore I would har dly 
expect another engineering concern that had the same standing to 
rely on the analysis, since no original explorations were made of the 
other firm. 

But, as I recall, one thing that was specified in either Mr. Warne’s 
statement or the agreement : that he signed, was with the understand- 
ing that some of the money to be used to determine the feasibility of 
the roject. 

The question of procedure comes up in my mind, just generally 
speaking, that is. As I recall, if a dam is contemplated in the United 
States, the Appropriations Committee makes an appropriation, and 
the final studies are made out of the money that is provided for the 
dam to determine if it is feasible. And, if it is found, for one 
engineering reason or another, that it is not ’ feasible, then that money 
is marked off and no more money is appropriated. 

Of course, this being so far away ft ‘om what we might refer to as 
established engineering concerns, it makes it a little more difficult 
to get at, but I would like to ask this question: As of this date has 
there been detailed explorations made, core drillings and so forth, to 
determine whether the dam is feasible? 
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Mr. Warne. Mr. Reece, the Harza report says that a high dam can 
be built at the site. 

Everyone who has investigated it so far has asked that some more 
drilling, core drilling, be done. That core drilling, as I understand 
it, is presently under way. As a matter of fact, it was started just 
as soon as we could get a drill out there, much earlier than this, under 
the recommendation of the Bureau of Reclamation. 

Now, that core drilling is not needed to determine—it’s gone far 
enough already to determine that a high dam can be built there. 
What’s needed now is to determine how deep the foundation has to be. 
And that will, we believe, actually reduce the ultimate cost of the dam. 

I think some other observations that Harza makes are of interest, 
in view of the testimony that was made this morning. 

Mr. Harpy. Before we get to that, I want to make this one observa- 
tion for the benefit of Mr. Reece: His point may be very well taken 
and there may be no significance at all to this observation, but there 
is a section in the Harza report on previous engineering, and, to me, 
it seems pertinent. He starts off discussing the engineering that has 
been done by others and even evaluations by others on this project, 
and he starts off with the 1950 engineering work of this French concern. 

Then he discusses another report of that same concern in July 1955. 

Then he discusses another report of that same concern—it is a com- 
bination of the 1950 and 1955—and gives recognition to the extensive 
experience, and so forth, of Mr. Caquot, who is apparently an engineer 
of this French concern. 

Then it refers to the Bureau of Reclamation evaluation report of 
May 1954. Then it refers to another Bureau of Reelamation report 
of January 1955. 

Then it refers to a report of the International Engineering Co., 
prepared in May of 1954, which, incidentally, is simply an evaluation, 
apparently, as I understand it. 

Then it refers to Morrison-Knudsen’s report on certain aspects of 
engineering, electrical installations particularly. 

n addition to that, he refers to the Alexander Gibbs report. He 
has referred, apparently, to everybody that was involved in this thing 
except these three consultants. He has significantly left them out. 

Maybe it has no significance, but to me it leaves some doubts. 

Mr. Warne. [f it has some significance, I can’t explain it. 

Mr. Harpy. They are the han it seems to me, that he seems 
to disagree with. 

Mr. Reece. Mr. Chairman, in reference to the French concern, it 
would appear that it spent more of its own money than any other 
organization that was interested in this proposed dam. 

How much exploration work did it do? 

Mr. Harpy. I don’t know. I have not taken any opportunity to 

“evaluate this business. 

Mr. Warne. I can tell you that the exploration work done there 
did not satisfy the Bureau of Reclamation and they propounded 
in their very first report a pattern of additional geologic and core 
drilling explorations that would be needed, and those were under- 
— and the results of them were available to later appraisers in the 

e 

The Harza Co. was in the field. It was not an office engineering 
job done in Washington, but was a job done out there. 
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game re: 














UNITED STATES AID OPERATIONS IN IRAN 763 


Mr. Reece. Does anyone know, and I presume Mr. Gregory would, 
the status of the project so far as the Iranian Government is con- 
cerned at this time? Are they prepared to actually go ahead with it, 
providing funds can be made available? 

Mr. Warne. I had a letter from one of my friends in Iran, a high 
Government official there, who told me that an agreement had been 
reached by which the Plan Organization would finance the Karadj 
Dam through the Karadj Dam Authority, and that a contract had been 
written with the Harza Engineering Co. to do the engineering design 
that is proposed in this report to which we have been referring, and 
that negotiations are presently underway for a construction contract 
for the dam with a competent engineering firm, which name I could 
give you. I think it ought to be off the record, however. 

Mr. Reece. [f it is off the record, it might be of interest. 

Off the record. 

(Discussion off the record.) 

Mr. Harpy. One of the things that bothers me about this whole 
discussion is, for fiscal 1955 a budget estimate was sent in that called 
for an additional $2,400,000 for this Karadj Dam under project agree- 
ment No. 73. 

Now, I have a little difficulty following all the discussion that we 
have had. The agreement originally had $1,400,000 in it, but we 
asked for an additional amount of $2,240,000 or $2,420,000, I have 
forgotten which the figure is, in fiscal 1955; and it certainly seems 
to me that, notwithstanding the specification in the agreement that 
we are not committed to anything further, which I think is a per- 
fectly reasonable thing to put in an agreement, it seems rather obvious 
that there must have been some understanding that we were planning 
to help them finance the rest of it. Otherwise, I don’t know why we 
would have in fiscal 1955 asked for $2,400,000 more. 

Do you see the thing that bothers me, Mr. Warne? 

Mr. Warne. Well, am I being beaten for something we didn’t do? 

Mr. Harpy. It isn’t a question of beating at all, and I very much 
dislike for you to put that interpretation on this. Iam merely trying 
to find out what did happen. Certainly nobody is being critical as of 
this moment. 

Mr. Warne. Mr. Chairman, let me tell you what did happen, as near 
as 1 can now remember, and reconstruct it. 

We had not intended to finance thisdam. The situation in Iran was 
extremely difficult in the summer of 1953. Now, there was a lot of 
testimony this morning about what happened with regard to the 
Teheren steam electric project during that summer. The fact is that 
the Government ceased to exist for a period during the summer and all 
plans were extremely tentative. 

In the spring of 1953, at the time the budget estimate was being made 
up, in the early spring of 1953—— 

Mr. Harpy. I dislike very much to interrupt you again at this point, 
- you cast an aspersion here a moment ago that I don’t appreciate at 
all. 

Nobody is trying to harass you, and I have tried to give you every 
opportunity to clear up any misunderstanding that exists here. 

I have pointed out to you that I am not entirely clear on some of 
the facts that we have had before us, and I have tried to be just as 
reasonable as I know how to be. 
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Agreement No. 73 was signed, according to my information, on the 
11th day of November 1953. You have made some point of trying to 
indicate that that agreement did not contemplate that we would 
put any more money into that thing than the $1,400,000 which the 
agreement specifically provided. 

And yet, for fiscal 1955, you come in with a request for $2,420,000 
more, and that was submitted in March of 1954. 

Now, the ink had hardly gotten dry on your agreement No. 73 when 
you were considering this $2,400,000 more, and I just don’t under- 
stand the kind of testimony and I don’t understand your casting in- 
ferences that we are trying to trap you or something of that kind. 

T have tried to lay it right on the table so there could be no question 
about what the committee is trying todo. Weare trying to develop all 
of the facts if we can, and I want to be just as reasonable as I can be. 

Mr. Warne. Well, Mr. Chairman, there was no additional agree- 
ment to put money into this project. The $2,400,000 was. I assume, 
a part of a budget estimate that was made up in March or April! of 
1953. 

Mr. Harpy. I have the sheet before me. It is dated March.of 1954, 
if you would like to see it. 

Mr. Warne. March 1954. As a matter of fact, it must have come 
out of the field almost before the ink was dry, if it did come out of the 
field-—— 

Mr. Harpy. That is just exactly my point. 

Mr. Warne. On this particular project. 

It was not my intention then, or understanding, that we were going 
to finance this dam. 

Now, it didn’t work out that we did finance the dam. The staff 
thought we ought to be in position to do more work in connection with 
the dam than we could get done with the $1,400,000. 

Mr. Harpy. As a matter of fact, the $2.4 was knocked out in your 
aerate office; was it not? 

Mr. Warne. The $2.4—— 

Mr. Harpy. Which was requested in March of 1954. 

Mr. Warne. I don’t know whether it was knocked out in the Wash- 
ington office or not, because we never made a project proposal with 
regard to it. 

Mr. Harpy. Well, I don’t want to mislead you, and I don’t know 
what all of the facts are. If I did, I would put them in the record 
instead of asking you questions. But I do have some hazy basis to 
believe that you were called to Washington for some discussions on 
that particular point. 

Mr. Warne. No, sir 

Mr. Harpy. Before this was submitted to Congress. 

Mr. Warne. No, sir. I was called to Washington on the level of the 
1955 fiscal year program. 

Mr. Harpy. That is a part of it. 

Mr. Warne. And at the time I came up here, which was in Septem- 
ber 1954, the Trattian Government had a representative here who was 
presenting at that moment to the Export-Import Bank a request for 
the financing of that project. 

It was obvious that an oil agreement was about to be reached in 
Tran. The hope was that Iran could resume the financing of her 
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own program over there, and one of the first things she wanted to do 
at that time was to qualify the Karadj Dam before the Export-Import 
Bank. 4% 

Now, I don’t know the object of the question. I wasn’t instructed 
not to put in a project for Karadj Dam in 1955. We did not put one 
in because it wasn’t necessary. It seemed that the project was going 
to be financed, as we had hoped it could be, by the Iranians themselves, 
and as it turned out, that is exactly what is happening with it. 

Mr. Harpy. I think that maybe we ought to try to get this thing 
in proper perspective. I want to go back to your original testimony 
in connection with agreement No. 73. 

You made quite a point, I thought, in the beginning, of trying to 
point out that the only money that was involved in that project, or 
was ever contemplated in that project, was that $1,400,000. That was 
the impression you gave, whether you said it in just those words or 
not. That, of course, was not necessarily in conflict with the testimony 
we had this morning, but it was certainly in conflict with the general 
idea that was conveyed. 

Now, the thing that I was trying to find out was what actually the 
mission had in mind with respect to agreement No. 73 as to whether 
or not there was either understood, implied or directly stated, notwith- 
standing section 6 in the agreement, that we probably would put up 
some more money and we would ask for some money, wondering, in 
the light of the figures shown in the budget estimates submitted to 
Washington just a few months after the agreement was signed, 
whether 

Mr. Warne. Mr. Chairman, our plan was at that time to employ 
the Bureau of Reclamation on a contract to design and supervise 
the construction of the dam, but not to construct it—nor to finance it. 

Mr. Harpy. Just let me ask you this one question. The $1,400,000 
originally set up in the agreement was intended to be paid to the 
Bureau of Reclamation; is that right? 

Mr. Warne. The $1,400,000 was intended to be used in the perfection 
of the engineering and in the preliminary work on the project. 

Mr. Harpy. What did you expect to use the $2,425,000 for that was 
asked for in the budget for fiscal year 1955? 

Mr. Warne. [ anticipated at that time actually making an agree- 
ment with the Bureau of Reclamation to design and supervise the con- 
struction of the dam. The design of that dam has not been completed 
vet. As a matter of fact, that contract has just recently been let to 
the Harza Engineering Co. 

Mr. Harpy. Do you know what was paid to the Bureau of Reclama- 
tion for what they did on this dam? 

Mr. Warne. I can find out. 

Mr. Harpy. Let’s take a recess for about 5 minutes. 

(A short recess was taken.) 

Mr. Harpy. Let the committee come to order. 

Mr. Mountain, will you go ahead, please? 

Mr. Mountatn. Mr. Warne, there are just 1 or 2 points that I would 
like to clarify. 

Did you state that it was your intention to have the Bureau of 
Reclamation do the construction work on this dam? 
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Mr. Warne. No, sir; I said it was my intention in the spring of 
1954 to have the Bureau of Reclamation be the supervising engineer on 
the dam. In other words, to make the design and to supervise the con- 
struction. Now, there is quite.a difference Ceteen constructing a dam 
and being the engineer on it. That was my hope in the spring of 1954. 

Mr. Mountain. And this $2.4 million which is shown as included 
under the submission for fiscal year 1955 for Karadj Dam and power, 
project 73, was not to reimburse the Bureau of Reclamation ? 

_ Mr. Warne. I think it was to reimburse the Bureau of Reclama- 
tion. 

Mr. Mountain. Do you have any idea what the figures were? 

Mr. Warne. I can’t tell you now what those figures were, but 
the cost during the detailed design on a job like this is considerable. 
As a matter of fact, I suspect that the function that I had in mind for 
the Bureau of Reclamation at that time, if the dam had been carried 
out under those plans, would indeed have amounted to more than 
that. 

Mr. Mounrarn. Maybe it will help refresh your memory if I point 
out that the breakdown that I have here shows that of this $2,400,000, 
approximately $2.1 million was for supplies and equipment, and there 
was a service contract in the amount om $950,000. 

Mr. Harpy. Mr. Warne can’t testify from memory unless he has a 
copy of that. 

Mr. Warne. I don’t have a copy of that and I don’t know whether 
that reflects the field thinking at that time. I can tell you that it was 
my intention to see if we could get the Bureau of Reclamation to un- 
dertake that responsibility in connection with this project. 

Mr. Harpy. I wonder, Mr. Warne, whether we could find, as long 
as we have gone into this particular point, the basis on which this 
$2,420,000 that was contained in the budget request was worked up? 

Mr. Warne. Well, I haven’t got it at hand. 

Mr. Harpy. Maybe Mr. Gregory can get it for us. 

Mr. Warne. I understand that Mr. Byrne has made an effort to find 
that document, unsuccessfully, in the last several days. 

(The information requested follows :) 
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Mr. Harpy. As Mr. Mountain points out, the breakdown in the 
budget estimate shows $2,170,000 for supplies and equipment, which 
would not appear to indicate that the major amount would go into a 
contract for engineering services. 

Mr. Warne. Well, you asked the nature—you asked about a con- 
ference that I held here in Washington in the fall of 1954 on this 

roject. That conference was in our Washington office of ICA, and 
it did relate to the proposal that the Bureau of Reclamation do this 
job. I found a great reluctance on the part of the people who were 
doing the reviewing on the technical side here to undertake that kind 
of a contract with the Bureau of Reclamation. 

The idea was dropped by me, and we never prosecuted a project, 
and we did not make a project proposal, beyond the project proposal 73 
which was then in force. 

Mr. Reece. If I may interject, had you made a contract with the 
Bureau of Reclamation to render the service, their fee for that service 
oon not have all been paid necessarily in 1 year, would it; or would 
it have? 

Mr. Warne. Well, the major design job would have been done in a 
year. The actual supervision of construction would have extended 
over the life of the construction period. 

Mr. Harpy. What you mean is it might have been included in a 
subsequent request ? 

Mr. Reece. Yes; it might not all have been included in the initial 
budget request. 


Mr. Harpy. So what you are thinking is the $250,000 included in 


there might have been sort of an initial payment. 

Mr. Reece. Yes. 

Mr. Warne. It would have been my expectation that the fee in the 
Bureau that year would have been a good deal higher than $250,000. 
don’t recall the financing in mind. 

Mr. Reece. Off the record just a minute. 

( Discussion off the record.) 
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Mr. Harpy. Well, presumably, the Bureau of Reclamation had al- 
ready been paid for this very lengthy study which probably would 
have come out of the 1954 appropriation. 

Mr. Warne. It would have come out of project 73; did come out of 
project 73. 

Mr. Harpy. That was $1,140,000. 

Mr. Warne. That is right. 

Mr. Harpy. So a substantial initial payment had been made on this. 
The question still hanging, though, and one I would like to get some 
information on if we can, 1s what was the $2,100,000 requested for 1955 
intended to buy in the way of materials and supplies? Maybe Mr. 
Byrne can find that for us. 

Mr. Byrne. I'll see if I can find that information. 

Mr. Warne. Mr. Chairman, | think it is pertinent to say that re- 
gardless of what the plan might have been when that budget submis- 
sion was made, the fact is that that plan was not followed; we did 
drop the plan to have the Bureau of Reclamation do the detailed en- 
gineering design of the dam, and that we didn’t prosecute the project 
that was in mind there. 

Mr. Harpy. Would you say, then, on the basis of that, Mr. Warne, 
that the effort expended | by the Bureau of Reclamation which was paid 
for out of project agreement No, 73 funds, was wasted ? 

Mr. Warne. No, sir. They weren’t wasted because it was the 
Bureau of Reclamation’s report which was paid for out of project 73 
that has been the basis of all that has additionally been done here. 

Mr. Mountain. I believe, Mr. Warne, that you have described the 
substantive nature of project No. 73 as chiefly constructing, consult- 
ing, and engineering cl: asses. With reference to the det: ils you read 
from article II of that agreement, which cover assistance in financing 
the purchase and transport to [ran of machinery, cement, contract 
services, and other equipment, material, services, and supplies; aren’t 
they more in the nature of construction ? 

Mr. Warne. No, sir. The contract services relate to the type of 
engineering consultation that we had in mind. The equipment was at 
that time planned to be core drills and compressing machines, and that 
kind of thing needed to conduct the exploratory work 

Mr. Mountain. How about the machinery and cement items? 

Mr. Warne. I don’t know what that cement included. 

Mr. Mounrarn. Was any of this financing to pay the Morrison- 
Knudsen Co. their fee ? 

Mr. Warne. At the time we did that project agreement, the Mor- 
rison-Knudsen Co. didn’t have a contract, I think. 

Mr. Mountain. They had one 2 weeks later. 

Mr. Warne. Not with us. 

Mr. Mountain. To whom were we going to pay this $1 million 
under the agreement? To the Karadj Dam Author ity ? 

Mr. Warne. We may have and did satisfy a part of our obligation 
there in our rel: ationship with the Bureau of Reclamation. 

Mr. Mounratn. The Bureau of Reclamation contract was not much 
over $30,000. 
Mr. Warne. 


The first one was about $70,000. 
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Mr. Mountatn. Was the second one more than that, the one which 
was actually consummated ? 

Mr. Warne. I don’t know. 

Mr. Harpy. Did any of this money go into the joint fund? 

Mr. Warne. It all went into the joint fund, and actually went out 
to the project. 

Mr. Seamaaaien. The joint fund had a contract—— 

Mr. Warne. It was held for the joint fund’s credit until March 31, 
1956, when $725,077 of it was withdrawn. 

Mr. Mountain. That the joint fund had the contract with Mor- 
rison-Knudsen ? 

Mr. Warne. No, sir. The contract with Morrison-Knudsen was 
made by the Plan Organization. 

Mr. Mountarn. ere did the irrigation project come into it? 

Mr. Warne. The Irrigation Bongah was what you would call in the 
United States the owner of the project. 

Mr. Mountarn. They were a subordinate agency under the Ministry 
of Agriculture? 

Mr. Warne. That is right—at that time. 

Mr. Mountarn. So there were three : the International Plan Organi- 
zation, the Irrigation Bongah, and the Ministry of Agriculture, three 
different levels of the same contract organization ? 

Mr. Warne. That is right. 

Mr. Mounrarn. And our funds were paid into a joint fund? 

Mr. Warne. That is right. It wasn’t actually paid into a joint 
fund. It was held for the credit of the joint fund. Let me explain 
how that operated. 

We did not make these funds available to the joint fund, but on 
their expenditure in connection with the joint project, the joint fund 
took them up as a fulfillment of the obligation to the joint fund. In 
other words, we retained the dollars in the United States. In the 
mt we spent them, they were taken up on the books of the joint 

und. 

Mr. Mountarn. Do you know if any of these dollars were spent 
to pay Morrison-Knudsen Co. ? 

Mr. Warne. I think eventually some of them were spent for that 
purpose; yes. 

Mr. Mountarn. Eventually? Any particular time? 

Mr. Warner. I don’t recall what that time was. 

Mr. Harpy. How would they have been paid, or rather, how would 
they have been used to pay Morrison-Knudsen if the Morrison-Knud- 
sen Co. didn’t have a contract? 

Mr. Warne. They didn’t have a contract with us. 

Mr. Harpy. Would these funds have been available for distribu- 
tion through the Plan Organization to liquidate the contract they 
had with Morrison-Knudsen ? 

Mr. Warne. Well, eventually some of these funds were actually used, 
as I now recall it, in payment to the Morrison-Knudsen Co.; yes. 

Mr. Harpy. Well, was that still done, notwithstanding the fact that 
Morrison-Knudsen had no contract with the plan—well, no. 

Mr. Warne. They had a contract with the Plan Organization. 


Mr. Harpy. How did they get into this project? 
Mr. Warne. They got in on the project through the Plan Organi- 
zation and its contract with them. 
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Mr. Harpy. Then do I understand that the Plan Organization or 
the Ministry of Agriculture or the Irrigation Bongah—any one of 
them—could have gone around and substituted contracts and obli- 
gated the funds from the joint fund? 

Mr. Warne. No, sir. 

Mr. Harpy. Isn’t that about what happened here in the case of —— 

Mr. Warne. No. I don’t think so. The Plan Organization had 
a contract with the Morrison-Knudsen Co., under which Morrison- 
Knudsen was doing work for the Plan Organization in connection 
with the project. It is my recollection now that the Morrison-Knud- 
sen dollar fee was eventually paid in part as a part of this project 
agreement. I can’t tell you now the manner in which that was ac- 
complished, but I think the record can be produced on it. 

Mr. Mountain. Were any rial payments made to the Morrison- 
Knudsen Co. as a result of United States financing? 

Mr. Warne. I don’t think so. You mean local currency ? 

Mr. Mountain. Yes, sir. Did the joint fund pay Morrison-Knud- 
sen any of their local costs in rials? 

Mr. Warne. I can’t be certain of that, but I don’t think so. 

Mr. Mounrarn. I would like to ask if Mr. Byrne could determine 
that one point through a search of the records. 

Mr. Byrne. I would be glad to. 
(The information requested follows: ) 


INTERNATIONAL COOPERATION ADMINISTRATION 


From: Tehran. Control: 9591. 
No. : Toica 280, September 18. Rec’d: September 18, 1956, 7:32 AM. 
Ieato 375. 


Reference to OCS records discloses a total of 83,700,000 rials paid from joint 
fund for emergency and special economic assistance project 17 to Morrison 
Knudsen Co. 

Reference to records of Masterjoint Fund, successor to OCS, discloses following 
sums paid to Karaj Dam Authority out of joint fund for industrial development 
| reject 73: 

Rials 18, 480, 000 
9, 750, 000 
7, 875, 000 


36, 105, 000 


These latter rials were received from Karaj Dam Authority in exchange for 
$455,000. 
GREGORY. 


UNITED STATES GENERAL ACCOUNTING OFFICE, 
Civi_L ACCOUNTING AND AUDITING DIVISION, 
Washington, D. C., August 8, 1956. 
Mr. WALTON Woops, 
Staff Investigator, International Operations Subcommittee, 
Committee on Government Operations, House of Representatives. 


Dear Mr. Woops: In your letter dated July 18, 1956, you requested certain 
purchase information concerning procurement handled by the General Services 
Administration for the Karadj Dam in Iran. 

The total value of purchase authorizations furnished to you by ICA was 
$1,674,000. We determined that this amount should have been $1,494,400 as 
of June 39, 1955. It appears that the ICA figure was overstated in error by 
$100,000 and also included procurement of certain minerals purchased overseas 
($80,000). 
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Following is a reconciliation of the purchase authorizations examined by us 
with the relevant data presented in our audit report on pages 45-48: 


Procurement handled by GBAde oo ol le et i cs $1, 494, 404 

Payments to the Karadj Dam Authority for Morrison-Knudsen 
CED CI at bce racianai deinen ela deinen nisin itis niga etait 455, 000 
PQ Or Fg iis eee eden nnienis me peecantteie 80, 000 
Services of Bureau of Reclamation and consulting fee__._..__._____-- 39, 600 
ORC OCRed hk oh hh te dh ki 406 
a iis8s taicitinanibenmapelede-cnghl ih taabincterhanaegeenttedeniabmrcomn 2, 069, 410 


The detail data requested by you are shown for each purchase authorization 
listed in your letter on the attached schedules. We are also enclosing a sum- 
mary of the total amounts by PAs as shown per ICA records at June 30, 1955 
($1,494,404), and as presently shown in the files of GSA ($1,365,891). The re- 
duction is due presumably to amendments of PAs during the interim period. It 
is not practicable to check out these changes without the benefit of the mission’s 
records. 

Sincerely yours, 
GEORGE H. STAPLES, 
Assistant Director. 


Details of spare parts procured by Morrison-Knudsen for the Karadj Dam project 








‘Tranmnicuer Gna receiver pares... a ee a ee Se $ 501. 64 
Boyles diamond Grill parteoc 5252. S26 ae tt SU a 37, 450. 19 
Engineering and office supplies.___.._...--..--..-+-.----u--~--+---.. 1, 945. 00 
P and M Page Bimco excavator, Darts llas--en te newer —seesewewns* 8, 665. 10 
C$OMmONRGES Fan eeraoE mee) WRN on ence ne ccc une e spo 35, 428. 12 
po EN EEL lia tee eS ae SE LE ae Se ee eRe 3, 787. 78 
OCaterpitinr tractor Gina @recer Paris... oo. nak en cine 6, 263. 04 
Shop equipment, saws, lathes, threader parts____________---_-_------- 6, 517. 72 
Gardner-Denver, miscellaneous equipment___________--___-__-_---- 8, 310. 98 
Cable air fittings and miscellaneous parts_..._.._____-.._-___-__---- 6, 676. 80 

PUNO eee ect aed hie opr eke oad ee. Bue be JO 115, 636. 37 


Notr.—The above parts apply to equipment procured by Morrison-Knudsen International, 
also equipment financed by the USOM to Iran. 


INTERNATIONAL COOPERATION ADMINISTRATION 


Date sent: October 6, 1956 

Date received: October 12, 1956. 
From: USOM/Iran, Tehran. 
Subject: Hardy Subcommittee. 
teference: ICATO 269 TOICA 260. 
1. Accounting for $455,000 

a. Karaj Dam Authority (KDA) still holds $20,000 of $455,000 paid by USOM 

from project 73 to KDA during period September 1954 to April 1955. Balance 
of $435,000 has been disbursed to MKI which reports expenditure as follows: 


a ga cre coche st gna Oe in shies ne gts $4, 908. 75 
Commmniennene...0o ae hei seen ie ee oth ede en 2, 127. 82 
PSORUIRD SOG cnc iA ia kt whine cin stieebiuie thee cule (2/086, & 
NE sR i asi danas haaettic driniinehsaitintnargsgnents irene egies ote eg aa’ * & 200. Oo 
I tite eteciiatin ancien ee citi rece tiedhiane annie nie 8, 664. T7 
CORITaCtor Ss Tee... Sac, ok Lee Ue Fl ee ee 40, 200. 00 
PYG ee en ie th SPO SES SS ee, ee eee ee 36, 037. 14 
Canadian dollar exchiinge... i052 eludh ike Lest ede bs aibchad 467. 64 
Gemeral ceweernnes 05 ea ce ee, a i i isk bios 2, 144. 23 
ree Se oe OO ee Js Sete tel, ee 212, 377. 00 
Wigreapempenn to Ee SE a a A lie, i nhs 127, 892. 87 

THU sin. sees wn ih cn i a a ached tacit bn ti sin ocd 435, 000. 00 
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Amount held by KDA $20, 000. 00 


Total ; 455, 000. 00 


b. The $127,892.87 equipment stated above as purchased from $435,000 was 
bought new, is owned by GOI, and is in custody of MKI. Description, serial 
no., origin, purchase price, and present location of this equipment are shown in 
Exhibit A. 


29. Contract and related costs financed by USOM 
a. Contract and related costs of Karaj Dam project which have been financed 
by USOM are, as of August 31, 1956: 


Reserved Obligated Expended 


Project ok: ae --- - ---- - - - $680, 000 $670, 876 $607, 229 
Transfers from other projects. - - - on 794, 427 787, 263 733, 484 
Emergency aid : ‘oa > 396, 000 396, 000 


Ot eo a shea keene siaacs ; siete 1, 870, 427 1, 854, 139 | 


Above summary includes $455,000 dollar costs of MKI financed out of project 
No. 73, but does not include Ris 83,700,000 provided for MKI local costs by the 
Jran-American Joint Fund for Emergency and Special Economic Assistance 
under Emergency Aid Project Agreement No. 17.. Nor does it include Rls 
36,105,000 provided by GOI as equivalent of our $455,000 contribution. 

b. The $1,585,089 expended from USOM funds thru August 31, 1956, was used 
for: 
Equipment SORO. OBE 
Ocean Freight ; Saeed Seatttiat 
Inland Freight ail 16, 464 
GSA and Other Charges_____._-_-_-- sspeninlode a ee 56, 3.5 
ME? Douar Ooasts______..—.. sa ‘ Se 455, OU 


68,273 


as 1, DS5, OSS 


c. Above equipment was bought new, and is owned by GOI Exhibit B 
attached is inventory of equipment in custody of MKI at Karaj Dam site a 
counting for $936,760 of $989,036. In addition, we have a 35-page detailed in 
ventory of $27,306 in miscellaneous equipment stored at MJF Tehran com- 
pound. This inventory not enclosed but is available upon your request. Balance 
of $24,970 not accounted for by these inventory lists is in transit, is expended, or 
is otherwise still to be reconciled with $989,036 Equipment total. 


8. Nature and amount of MKI contracts 

Two agreements have been signed between GOI agencies and MKI for Karaj 
Dam projects: 

a. Interim Agreement for Karaj River Development Project—This Interim 
Agreement for construction of the Karaj Dam, including Intake Works, Upper 
Power House, Switchyard and Transmission line to Tehran, was signed No- 
vember 28, 1953. It states intent of the contracting parties to negotiate : 
“Target Estimate Incentive Fee” type of contract, and to commence negotiations 
for such final contract within thirty days after effective date of the Interi1 
Agreement. To date, the final contract has not been signed. 

The Interim Agreement does not state estimated cost of Karaj Dam project. 
However, it does provide for a revolving fund of $2,000,000 and Rls 30,000,000 
to cover initial costs, including an interim fee of $12,000 and Rls 360,000 per 
month to MKI. Interim fee amounts paid to MKI are to be credited to MKI 
base fee determined in final contract. 

b. Contract for Construction of Maraj River Access Highway Improvement 
Project.—This contract for improvement and relocation of sections of the Karaj- 
Chalus highway, as required for the planned construction of the Karaj River 
Dam and Upper Power Plant, was signed March 17, 1954. It requires GOI to 
provide funds for, reimburse, or pay MKI for all proper costs and expenditures 
(estimated at Ris 101,445,000) in connection with any phase of the werk. It 


79239—56——50 
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also prescribes a fixed fee for MKI of Rls 2,700,000 plus a sufficient additional 


amount of rials equivalent to $51,000. 
4. The data in this airgram supplied by MKI, as well as information taken from 


USOM/Iran records, is presented subject to audit. 
GREGORY. 


Exurisir A.—EHquipment purchased by Morrison-Kundsen from $435,000 



































dollar advances di 
Description Serial No. Country of origin Purchase | Location Vv 
price H 
occivinismlrhilssiaetniht $$ |__| — | — P 
PTL-46A transmitter............-... 1273 | United States of America...| $352. 00 | Jobsite. a 
Wie i LESS ain secs tects ot 1274 |__... MBit Antenne wsooes 352. 00 | Teheran. R 
PRL-1I1A receiver... bostmaneeee 4055 |--..- Ph hated ~ tke bende 148.00 | Jobsite. 
NO tinal nicer identi ke 4056 |-..-- a a | 148.00 | Teheran. 
PTL-46X transmitter....--.---__---- RS ise sane ne 436.00 | Jobsite. G 
2 REECE ET 1255 |-..-. "SHEE CASE RLN CONG RIE 436.00 | Do. N 
PRL-uX MONE oo. oo nncnabinesee PE ead ch caticcndunnceselieele 140.00 | Do. Bl 
UooS.. sean plbenel NN Rai aichascecesccssonsener 140.00 | Do. Sn 
Mobile IES IER, on cae re RS AS Se ilieiiplinnainnah og ; 36.00 | Do. Ar 
Do a ee a Br | RR SG | Oe 35.00 | Do. 5 
ON epitchcsnancnnckumicanal 5011029 | Canada___-----------___-- _| 3,920.00 Do. 
Ere: a ; 231777 |----- 2 Magee atid prey ey te 625. 60 Do. Sil 
I ince mhacnch acne a Si i cteiweanannodtensnes 625. 00 Do. ; Pr 
Engineering transit... -.--.-.---- -.-.| P-5085CS “nied States of America... 725. 80 Do. Pi 
Extension leg tripod......-.....-.-. 5180-8 |... RD deh cS otplaenin eck os 53.67 | Do. Ri 
Plane table tripod.__-._..-- heel Nn a ona cen cae 71.72 | Do. Ro 
Plone table board... ...-...-......-..] RE Ta OP ncctwes. ckuwel ces 17. 10 Do. : Pi 
Cover case for board... ..------- a ee aL... oe issn 7. 98 Do. Ba 
Ditto duplicator. .......--.-...------ “= RES a eae 775.00 | Do. Sar 
Calculator-Monroe, with case... __-- Geer “peli! ro 314, 64 | Teheran. Dis 
Te aot ouncecee Gpranes’ |) Onmade. «. 2. boo6 000520252 1, 460.00 | Jobsite. 
Ergineering transit.._._............-- 61378 | United States of America_- 563. 25 Do. 5 
Bist, > 6 oie Sa -2 er son~-s0-00 ED fon hie << dan enwenazednan 53.67 | Do. i Th 
TOUMNOOM. |. . - onc occaecnaseec We ne Nc crenentsenh 73.67 | Do. ; 
Motor, head vibrator_- nee anes hs RBs coc Scwseusecescuuevs 373. 00 Do. i 
hs cnet  necutadss Lane 860184 2 leleretoedenta paras. | 373. 00 Do. 
I i aii ists sticnnwenkienanpemine anew Solara MOR, os tepcamrwaaenwenses 115, 636. 37 Do. 
i ek SSB si A cette bale ais heaaeedevanentecadsnuaceee 127, 892. 87 | } Tru 
a pe EE PRS, «Cael iar 7 anon Wenig A ' Spa: 
Tra 
Ss 
Exuisit B The 
. : Spal 
Equipment financed by USOM/Iran . Cres 
Spal 
The following equipment is of United States origin and is in custody of é - 
Morrison-Knudsen at Karadj Dam office and jobite. yin 
rt Com 
Ct ts Hi Spar 
Quantity Serial No. Cost 5 Fold 
; Gene 
MOG TACT ny ee Spar 
PROJECT AGREEMENT 4944 Auto 
é Spar 
Wt NN eno oe ia adn no cas Fh ecaul RoR. Soo unc an cae $696. 36 True 
T ron forklift, Lamson, Mobilift...-...--.--- B ctidves ds OE aaah 5 pais ucsinsinne denen 2, 670. 00 Spare 
Air tuggers, single drum, Ingersoll-Rand... - -- | a oe 7. reg 25118-25117, | 5, 970. 00 
, 25113. 
Chipping hammer, Ingersoll-Rand_-.--------- -- Dasdispatvie 145924, 145932, 145906, 145936, 660. 00 
145926, 145900. 
Dwi cbael CGN se i a is ssn hivc nose eee ee | SEs < pdr os baer yocencccn- 495. 00 3 
Drill steel shank grinder. -_.....--...-.--.-.-- eae ST MR isp wo ncees sb esl 230. 00 Line 
Air Line oilers, Ingersoll-Rand... ------------ SLA. ses bet. bbLoe Si um ee cle 636. 00 Wage 
Sand pump, air-driven Ingersoll-Rand- - ------ Raid tassa 35726, 35727, 35728 and 4, 020. 00 . 
29, 35730, 36883, 36884/85- Spare 
35886, 88. Pavin 
Air Drill: Spare 
Ingersoll-Rand, 33J - ---------------------- Riles 288069, 288067_........------- 650. 00 ows 
I IS Sid. seis akttins - dose bina ae Bs SEUEE Iss mec accecnccs- 740. 00 Spare 
Ingersoll-Rand, R 44..-.....--- Su onbeeeet Bese eete eae SEE 223 “rabScbeasththa 495. 00 xtra 
Steel sharpener with attachments.-.-------- .- SRS | Lot-10402. ipblpe ke 4, $40. 80 * co 
PUNCHED PUNE ia Sass ste onic secckse EP. ere | 189624, 189629, 189633, 189631 1, 071. 28 Poot 
Impact wrenches: Tuclic 
RIO, 65.- de nocnectpnconscasenens Bn cam nena t WN oo GS 401. 70 3 
Picco nk Seog setapendgcces pusgdase Boel seas ud 126752, 126689. ......----.---- 825. 90 
Oil Furnace, auto dietetics Licey eect a BB cate S. ccpited so ngayent 1, 223. 05 
Heavy-duty drill: 
47-1-inah, BIO-WO.... ..<22 nee ap nnncecaqens- | Mites gaeienn se 3272754, 3272753.......--.---- 189. 00 
45-3/4-inch, 220-volt.....-.--.------------- Bilder. | 2956436, 2056432.............. 168. 00 
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Equipment financed by USOM/Iran—Continued 


The following equipment is of United States origin and is in custody of 
Morrison-Knudsen at Karadj Dam office and jobsite. 


PROJECT AGREEMENT 4944—Continued 


Valve refacer, No. 282... --.-.------ 
Heavy-duty saw, 8-inch_ _- 

Portable grinder, 6-volt . 

Heavy-duty Vibre center kit._........-- 
Skil saws, No. 127. CoRR GES arnt ain 
Ratchet lever hoist: | 


3-foot lift, 57-inch capacity, 3 ton __| 


6-foot lift, 53-inch; 6 tons 
Gear and wheel puller, set. 
Nashall steel anvil 
Blower forge, Champion No. 440, Model 400_ 
Smith flame gun weed burner 
Are welder, M. G. B., 317-S_- 


Silent hoist Kurri, MCD crane--_-----..---- : 


Precision lathe, No. Cl /179/H 

Pipe and belt threading machine 
Right-hand National Course belt dies 
Rotary die head Oster pipe machine 

Pipe master stationary pipe machine eas 
Bandsaw W/SHP. Oliver motor, 36-inch. 
Saw, skill radial woodcutting - ----- 


Disk sander, | ee eer ee atten | 


Threading machine, 14-inch 
Total value 
PROJECT AGREEMENT 4942 


Truck, tractor, Diamond T, diesel 

Spare parts for above 

Trailer, Rodger, 60-ton_- 

Spare parts for above - 

Truck, duplex. Te 

Spare parts for above 

Crawler, tractor, diesel with bulldozer 
Spare parts for above 

Truck, pickup, Dodge ssh sc 
Spare parts for above... .-_..........-.---- 
Winch, Braden 

Compressor, air rotary, a Rand_ 
Spare parts for above 

Folding scraper, 48-inch __ 

Generator, portable, diesel - 

Spare parts for above 

Automobile, 4-door sedan, Ford___-- 
Spare parts for above : 
Trucks, pickup body, jeep__...--.----- 
Spare parts for above 


eee Wes 5 ols cc sh ‘ 
PROJECT AGREEMENT 1463 


Line oilers, auto M-L012- _- 
Wagon drill, Gardner, Denver_. 


Spare parts for above 
Paving breakers, Gardner, Denver. 
Spare parts for above. el 
Power, shovel, P. and H.. 
Spare parts for above 
xtra equipment for drifter __- 
Air compresser, jraereell- Rand 
Spare parts for above..............---- 
Euclid pump truck___..............-.- i 


Total value 


Serial No. 











i: | 600A R-5447-600-A R-5448 


ae ated . 50 


141784, 141806, 141805_- ..---_| 159. 12 


| 3213470, 31213445... - - = 140. 00 


satauare ; 116. 90 
A-15735, A-15727, A-15736 561. 00 


468. 47 

450. 58 

250. 92 

110. 00 

270. 00 

210. 00 

12C W-3154, 12C W-3155, | 6, 588. 00 
12CW-3158, 12CW-3159 

12C W-3156, 12C W-3157. 


| 12911 4, 655. 00 
CLI179H (Cat. No.).------ 3, 230. 77 
6628 -| 


425. 00 
156. 00 
3, 040. 00 
460. 50 
2, 460. 80 
705. 50 
579. 70 


‘A-294255, A-294249, 
A-294245, A-294253. 


2, 720. 00 


Mod. MS12-18B 5402107. - 





Mod. L012. 


a 187901 D280 $-826-187804- 4, 980. 00 


749. 55 
469. 00 
124. 78 

49, 335. 00 
6, 899. 91 
9, 605. 00 
23, 970. 00 
9, 849. 77 


iF | 17055, 17056, 17057, 16613 _- 92, 060. 00 


198, 376. 01 
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Equipment financed by USOM/Iran—Continued 





The following equipment is of United States origin and is in custody of 
Morrison-Kundsen at Karadj Dam office and jobsite. 


| 





| Quantity Serial No. Cost 
saat i ee age a alntanain ae bi 
PROJECT ACREEMENT 1480 
Speed grader, M402. __........-.-.------ Sols | 402-1075 $9, 404. 00 B 
Spare parts for above __ _- | 1 lot : c 733. 68 
Spare parts wagon drills_ - ...do . u 798. 71 
Jackhammers ; 15 186972, 187664, 187659, 187613, | 4, 200. 00 f 
168653, 185215, | 186973, | oO 
| 186974, 187665, 187661, | fs 
| 185208, 168655, 185213, | 3 
| 186975, 185211. ; th 
Spare parts for above __- | 1 lot 22 1, 686. 14 t] 
Truck, Diamond T, dump | 4 ..| 7201520-7201523 (inel.)_- $2, 320. 00 1 
PROJECT AGREEMENT 1481 re) 
Truck, International, lubrication service 1 Mod. L. 8. 1 7510 9, 213. 00 t 
Spare parts for above---_-.-- onsale 1 lot 924. 50 el 
Shovel, P. and H. diesel -- 1 Mod, 955A 17030. 76, 331. 00 ) 
Spare parts_- 1 lot | 5, 486. 57 : ; 
Tractor, crawler type, diesel_ 2 : 6120 and 6122 | 39, 394. 00 a qui 
Spare parts for above- 1 lot i 1, 914. 57 i 4 
Air compressors, Ingersoll-Rand - 2 | 600A r-4625_ _- 23, 970. 00 : the 
Spare parts for above... 1 lot 2, 653. 35 ha tio 
PROJECT AGREEMENT 40430 4 I 
Spare parts shovel, North West do- Moi. 80D 9, 973. 52 ! $2,; 
Total value 219, 003. 04 tha 
= It o 
PROJECT AGREEMENT 1499 1 
Rocker shovel, crawler 1 1040482 14, 370. 00 4 fina 
Spare parts for above -- 1 lot 2, 155. 00 a ; 
Drifter, 150-pound _- 8 1008-1009-1010—L011-1012- 8, 575. 60 \ \ 
. 1013-1020-1022. Fy ti 
Drill, wagon mounted _-- 10 1145-1142-1140-1134-1141- 28, 270. 00 107 
1139—1138-1144-1137-1182. 7, 
PROJECT AGREEMENT 1499 we | 
was 
Spare parts for above --- 1 lot 3, 000. 40 ‘ d | 
Hoist, double drum, gas engine _- 1 Mod, JX D-1740385 3, 195. 00 adv 
Spare parts for above 1 lot 479. OO ; 
Tractor, crawler type, diesel _- 1 13A 2692S P - - 24, 637. 50 field 
Spare parts for above - 1 lot 3, 692. 50 ther 
Trucks, rear dump, d liesel (Euclid) . 5 18033, 17801, 18032, 17799, | 107, 250. 00 N 
i8031. 7 
Spare parts for above / 1 lot 9, 310. 00 
Power shove, dragline, 244 cubic yards 1 955A /17929 73, 444. 93 ; up t 
Power shovel, dragline, 34 cubie vards_ - 1 255A/17930 19, 809. 00 3 hop 
Trucks, Dodge, 2-ton stake __ 4 82620244, 82629289, 82629237, 7, 060. 00 : 
82629239. app 
Spare parts for above 1 lot 1,110. 00 p Er 
Tractor, crawler, diesel (project agreement | 2 ‘TD £6303-T D E6304 40, 096. 00 4 
1494), they 
Spare parts for above 2 lots . 4, 009. 60 ] 
Motor grader, diesel_ 1 4 DG-116749__- 10, 536. 00 ( idn 
Total value 355, 991. 53 Ww oul 
oo Ne 
Grand total 936, 759. 78 
Oo ine: saa. Trainee Ube MERKLE EE PbS Sos ak Tip ae t plan 
exter 
Mr. Mounratn. It is correct, is it not, Mr. Warne, that there was a M 
$2.4 million item in the 1955 budget as we have mentioned earlier ? abou 
Mr. Warne. You have a document up there that shows there was Expe 
such an item in a presentation. I am not familiar with that. these 
Mr. Mountatrn. It was a presentation that was prepared, however, Mr 
at the time you were mission director ¢ them. 
Mr. Warne. Oh, yes. Mr 
peopl 
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Mr. Mounrarn. Is it correct that there was a discussion of this 
Karadj Dam project in September of 1954, this very same year, in 
Washington, in which you participated ? 

Mr. Warne. Yes, sir; not one, but many. 

Mr. Mountarn. Was there any discussion at that time of the feasi- 
bility of the project, without regard to who was doing the financing ¢ 

Mr. Warne. There was a discussion by me with the Export-Import 
Bank on that score; yes. 

Mr. Mountain. What was the nature of the discussion? Were they 
for it? 

Mr. Warne. They had requests from the Government of Iran over 
there, and they wanted to know what I knew about the feasibility of 
the project. I showed them, I believe, the Bureau of Reclamation’s 
reports that were available at that time. 

Mr. Mounrarn. You had no discussion with the FOA headquar- 
ters about this? 

Mr. Warne. I can’t say. I had many discussions with FOA head- 
quarters. It seemed to me most of them revolved around and about 
the question of whether we were going to use the Bureau of Reclama- 
tion to do the engineering. 

Mr. Mounrarn. The reason I want to get this stated, we have the 
$2,400,000 appearing around March of that year. Subsequent to 
that, it no longer appears. We want to know what happened to cut 
it out. 

Was it a matter of feasibility, or simply a matter of United States 
financing ? 

Mr. Warne. The Iranian Government was, it believed, in a posi- 
tion to finance the project on its own. My recommendation was that 
we use the Bureau of Reclamation to do the engineering design. That 
was not approved. The Export-Import Bank took the project under 
advisement, and at the time it proposed to send a team out to the 
field to look it over. It is my recollection that they actually went out 
there, but it was a month or two after I had left Iran. 

Now, the thinking that I had done on it was, I think, fairly clear 
up to that time. The situation kept changing; did change. I was 
hopeful when I left over there the Export-Import Bank team would 
approve the project and the Iranians could get going on it. 

T can’t testify on this with any certainty, but it is my impression 
they did approve it, but the Iran Government’s feeling was that it 
didn’t want to proceed because to use the Export-Import Bank money 
would compel them to put American machinery in the dam. 

Now, since that time, the Iran Government has worked out its own 
plan for the financing of the dam, and has not used the line of credit 
extended under the Export-Import Bank terms. 

Mr. Mounratn. At the time when you made your recommendation 
about the Bureau of Reclamation to FOA, Washington, and to the 
Export-Import Bank, did you have in your possession the report of 
these three consultants to which we have referred ? 

Mr. Warne. Well, we certainly discussed a report, at least one of 
them, in Washington at that time. 

Mr. Mounratn. Did you discuss it with the Export-Import Bank 
people? 

Mr. Warne. I don’t think so. I don’t know. 
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Mr. Mounratn. Can you tell us whom you talked with in the Export. 
Import Bank on this problem ? 

Mr. Warne. The general who was then Director, Edgerton; a 
couple of engineers over there. 

Mr. Mountain. Was there a Mr. Kimball? 

Mr. Warne. I believe there was a Mr. Kimball. I am not sure of 
the names of the engineers over there. 

Mr. Mounrarn. It is your testimony there was general approval 
subject to the later check on their part ? 

Mr. Warne. I don’t say there was general approval subject to later 
check. I say it was my impression Toe were favorably disposed to 
it if it could be demonstrated to their satisfaction what it was as 
represented, and they were interested enough to send a team out there 
to look at it. My understanding is that they did go out and look at it. 

My further understanding—this is hearsay—is that they did include 
it among the projects they would be willing to finance with a loan. 

Now, part of that happened after I left, and I am not the best 
witness on it. 

Mr. Mountain. At the time you left, had the Tchitsazi cotton mill 
or the Rey cement plan gotten the power they needed ? 

Mr. Warne. No, sir; and nobody else had gotten the power they 
needed in Teheran. I would like to discuss that a little, if you would 
like to have me do it. 

Mr. Mountarn. Go ahead. 

Mr. Warne. Obviously, the need in Teheran for more power was a 
pressing thing. If you can imagine a city of a million and more with 
suburban areas of several scores of thousands in addition, with only 
16,500 kilowatts installed capacity in 1952, and in 1953 of only 17,500 
kilowatts of installed capacity, you can see what the problem was. 

That installed capacity is in central service units. As the descrip- 
tion was given to you by Mr. Alexander this morning, anybody who 
needed power for any purpose would have to get his own generator no 
santtatliatb uneconomic it might be for that purpose. 

Our original plan for the Rey cement plant, which was then being 
expanded from a rated capacity of 300 tons of cement per day to a 
total of 600 tons per day, was to assist with the provision of a power- 
plant, to be installed at the Rey cement plant to increase the capacity 
of — one they already had, and to provide power for the Tchitsazi 
mill. 

In 1952, when that project was entered, the municipal power agency 
of Teheran had a plan to expand its capacity. At that time, the Rey 
cement plant was feeding power into the municipal system part of 
the day, and was actually getting a little power back from the munici- 
pal system other parts of the day. 

The Power Bongah of the city of Teheran wanted to increase its 
plant and argued very strongly that the powerplant that was expected 
to be put in at Rey would be far better used if it were put in at the 
central station of the municipality. We agreed with them on that 
and did, in a certain ngpemennioe was cited this morning, agree to 
shift those funds in such a way as to permit that powerplant to go into 
the central service station, rather than into the Rey cement plant. 

Now, the Government of Iran fell before that project could be car- 
ried out. As a matter of fact, the availability of funds on the part of 
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Iran to do her share in a project of that sort almost vanished com- 
pletely in the latter part of the summer of 1952, and rendered the whole 
plan inoperative, really. i 

In 1953, when the Government fell, the new group that came in 
wanted a different program, a different plan. I don’t know how many 
discussions I had on this general subject with Iranian officials all the 
way from the Prime Minister down, but it ran into scores, and it 
extended over almost the entire period of my service out there. _ 

A plan was drawn up by the municipality for 3 generating units— 
or 2, originally—at 12,500 kilowatts, I believe. They were going to 
finance them themselves, or the major part of them. 

They found that impossible after they had gotten some bids in. 
They couldn’t move forward or backward or sidewise. 

As a result, when a new group came in, this project hadn’t moved 
a bit off its previous base. However, General Zahedi felt that two 
12,500 kilowatts were not nearly adequate for his need, and that the 
Karadj Dam couldn’t be completed in time and, even if it were, he 
had experts who told him they could use all the power from Karadj 
Dam and at least 50,000 kilowatts of steam electric power almost imme- 
diately if they had it available. Some of these plans were somewhat 
onventhisee: in my view. 

For example, the Teheran City power transmission grid was not 
equipped to carry anything like loads of that order or character. 
Repeatedly, advice was given that work should be begun simulta- 
neously on strengthening the power system of the city with work begun 
on the increase of the kilowatt capacity. It is not unusual in these 
circumstances to find that the host government has ideas of its own. 

As a matter of fact, they generally do. My advice was not always 
accepted in connection with problems, programs, and projects of this 
sort and kind. 

We had determined that we would not finance the increase in power 
in the city of Teheran, that we couldn’t do it, whether it be hydro or 
steam. There real problems involved in any great upsurge in the 
omen of steam power in the city of Teheran at that time, not only 
related to the transmission grid which would be involved also in the 
introduction of hydropower, but the problem of transportation of 
fuel oil in large quantities from Khoramshahr over a railroad which 
at that time had already exceeded its capacity, necessitating planning 
on quite a large scale of increasing the transportation facilities to get 

the necessary fuel oil into Teheran. That has been resolved, or it is 
in the process of being resolved now, in a way that at that time I would 
not have considered possible because of the lack of funds in the 
Government. 

They are now putting a pipeline in from the coast where the oil is 
to Teheran, which will resolve that problem and perhaps make feasible 
the installation of a large quantity of thermal power in Teheran. 

They still have the question of cooling water and some other things 
that are not altogether clear to me how they are going to be resolved. 

In any event, mind you, the discussion that was precipitated away 
back there in June of 1952 has gone on unabated until this time, with 
the result that I had a letter from one of my friends, who is over 
there for Sanders and Porter, telling me that they have just in the 


_— month awarded the contract for the first of the generating units 
there, 
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Now, let me point out that as careful as we might be in the planning 
of a matter as complex as the improvement of the power supply in the 
city of Teheran, or that part of it that relates to an individual project 
such as the Tchitsazi mill or the Rey cement plant, it ofttimes gets 
involved in much larger issues over which we do not have control, and 
we did not have control, and over which we could not exert control. 
As a consequence, Mr. Chairman, it is in all likelihood that the 
Tchitsazi mill will be ready to operate before there is a ready power 
supply available for it. 

I think that is too bad, but it is just like all the rest of the industries 
around Teheran; it will have to operate in off periods and wait until 
it can get the power for full operations. 

Mr. Harpy. Project 73 proposed, as I recall it, the installation of 
some steam-generating units for Teheran. Is that right? 

Mr. Warne. The project agreement on the—I wonder if we are 
getting these things confused in nomenclature. 

Mr. Harpy. Maybe weare. I don’t know. 

Mr. Warne. The project agreement on the Rey cement plant in- 
volved some power at this plant. Project Funds Agreement—rather 
than Project Agreement No. 3—transferred some funds over, as I ex- 
plained a moment ago, because of the feeling that everyone would be 
served better if these new generators went into the central station 
rather than the Rey cement plant. 

Mr. Harpy. The thing I was trying to understand is whether or not 
that transfer was worked out by agreement with the Iranian officials ? 

Mr. Warne. Yes, sir. 

Mr. Harpy. So that the transfer of the $475,000—was that the 
correct amount ? 

Mr. Warne. I believe that was right. 

Mr. Harpy. From the Rey cement plant to a project for a central 
station utility for Teheran was done under an agreement which was 
entered into by Iranian officials? 

Mr. Warne. Yes. They joined with me in the agreement. 

Mr. Harpy. But they didn’t go forward with that proposal ? 

Mr. Warne. No, sir, Mr. Chairman; they did not. 

Now, the reasons for that—when was Project Funds Agreement No. 
Ssigned? It was October 7, 1952, when it was signed. 

The situation, as I explained, in 1952, was getting pretty tight. 
They weren’t able to do what they had expected todo. They couldn’t 
actually decide, as it turned out, on the size of the units they wanted to 
get. 

Mr. Harpy. So they were executing agreements without really hav- 
ing made up their minds as to what they did want to do. 

Mr. Warne. I don’t think that is exactly fair, Mr. Chairman. 

Mr. Harpy. I don’t know. I am just inquiring. 

Mr. Warne. In a situation where the Government is teetering, as 
was the situation in Iran at that time, the one who entered the agree- 
ment might have thought he could carry it out and later found that he 
couldn’t, for reasons over which he had something less than full con- 
trol. There was a difference of opinion between the Teheran Munici- 
pal Power Bongah and the plan organization which kept bobbing up, 
and which has plagued this thing down to the present time. 

— and then one of them was in the ascendancy, and now and then 
another. 





ce) 


— a 


anc 
cem 
elec 


whs 
cem 


trib 
pose 
gott 





UNITED STATES AID OPERATIONS IN IRAN 781 


Mr. Harpy. Can you tell us what pangened. to this Funds Agree- 
ment No.3? Project Funds Agreement No. : 

Mr. Warne. It was actually abandoned in a summer of 1953. 

Mr. Harpy. What happened to the agreement under which $600,000 
was originally put up for the Rey cement plant? 

Mr. Warne. A portion of that was used, and the $475,000 was 
transferred to the Project Funds Agreement. 

Mr. Harpy. What was the remainder of that used for? Was that 
used for the cement mill ? 

Mr. Warne. Yes; for the mill, as I remember it. 

Mr. Harpy. So that was used for the cement mill. You heard 
testimony this morning to the effect that that mill was installed but 
wasn’t able to operate because it didn’t get the power. 

Mr. Warne. I don’t think it is true that the mill was installed. 
The mill was in the process of being installed; yes. The meeting to 
which Mr. Alexander referred this morning had to do with efforts 
made in the spring of 1954 to make sure that a capacity of cement suffi- 
cient for the Karadj Dam might be rendered available by the time the 
Karadj Dam was actually under construction. 

Mr. Harpy. I am thinking now in terms of the time. The $600,000 
was made available in June of 1952. 

Mr. Warne. Yes. 

Mr. Harpy. The $475,000 was withdrawn in October of 1952. 

Mr. Warne. No, in October of 1952 it was transferred to be used on 
the identical project. The only difference was that the location of the 
generator was moved from the Rey cement mill to the central station 
in Teheran. 

Mr. Harpy. I understand. So that they were going to get their 
electric power from the central station, rather than from their own 
generating facilities. 

Mr. Warne. And there would be certain efficiencies rendered frora 
the central service station by having their capacities there. 

Mr. Harpy. I understand. This $125,000 apparently was for 
cement mill. 

Mr. Warne. That would be a very small part of the cost of the 
cement mill. I can’t tell you specifically the items on which that 
$125,000 was spent. But you don’t buy a cement mill for that price. 

Mr. Harpy. The thing I am trying to get at is that was the portion 
of the project that the $125,000 was expended for. 

Mr. Warne. The $125,000 was actu: ully used at the mill; yes. 

Mr. Harpy. Am I correct in assuming that they actually did buy 
a mill? 

Mr. Warne. They did buy a mill; yes. 

Mr. Harpy. Now, is it correct, then, that in January of 1954, a year 
and a half, approximately, after this $600,000 was allotted to the Rey 
cement plant, the cement mill was installed, but there was still no 
electricity to operate it? 

Mr. Warne. That is where my recollection doesn’t exactly jibe with 
what Mr. Alexander said this morning. I don’t believe that that 
cement mill had been installed in January of 1954. 

Mr. Harpy. Well, they had had a year and a half and $125,000 con- 
tribution, plus, presumably, some of their own money they were sup- 
posed to put into it. But it is your recollection that they still hadn’t 
gotten the mill installed ? 
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Mr. Warne. That is right. They had also had quite a lot of diffi- 
culty in Iran. 

Mr. Harpy. So then we go ahead with this $475,000 and we set up a 
new project, or a new project funds agreement, for transfer of these 
funds to another point of expenditure—that is about what it amounts 
to. It was supposed to be used for the same purpose. 

Then we find those funds, according to testimony this morning, pro- 
posed to be used as a down payment on two 12,500-kilowatt steam- 
electric units. That is the main point of Project Funds Agreement 
No. 3, presumably. 

Do you know whether or not that is correct ? 

Mr. Warne. I know that Project Funds Agreement No. 3 contem- 
plated the installation of this equipment at the central service station. 
I think I said a minute ago that the agencies of Iran had great diffi- 
culty in resolving the question of how they were going to increase the 
power supply in the centralization, and I don’t think there was any 
decision made on that. Asa matter of fact, I don’t think the decision 
was made on it until about a month ago. 

Mr. Harpy. This gets back to the $7.7 million that we were talking 
about earlier this evening. 

Do you recall the establishment of any emergency impact fund for 
industrial development ? 

Mr. Warne. Well, Mr. Chairman, I am not sure I know to what that 
testimony referred. We did not establish any such fund in the spring 
or early summer of 1953. Now, there might have been discussion at 
that time of a potential impact program, and it is certain that Prime 
Minister Mossadegh, who was then Prime Minister, did desire that 
kind of a program. But there was never any such program as that 
instituted or planned at that time, tomy knowledge. 

I don’t say that the Engineering Division might not have run off 
some calculations on such a plan. All I do say is that we were never 
committed to it at that time. 

Mr. Harpy. One of the things on this $7.7 million—and maybe it is 
not a proper figure at all; I don't know; I am trying to sort of get 
this thing cleared, if I can—emergency aid project No. 17, referred 
to in the GAO report 

Mr. Warne. The emergency aid program did not come until a good 
many months after that and there had been a change of government in 
Iran in the meantime. 

Mr. Harpy. The GAO report said it was executed in February 1954. 

Mr. Warne. But the time he was talking about this morning was 
June of 1953, and that it grew out of a request from Prime Minister 
Mossadegh. Well, gentlemen, I don’t recall that. That is what the 
testimony was. 

Mr. Harpy. That seems to have been in the previous year. That is 
correct. And the project agreement No. 17, referred to by GAO—I 
don’t know what this would add up to, but that, according to the GAO 
report, was executed in February of 1954. 

r. Warne. That did add up to somewhere in the vicinity of $7 
million, by the time we were done with it. 

Mr. Harpy. Do you know whether this same $475,000 was trans- 
ferred to that project ? 
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Mr. Warne. The $475,000 was not transferred to that fund, but it 
was used in connection with the purchase of machinery that found its 
first use in an emergency aid project. 

Mr. Harpy. That was referred to in testimony this morning, too, I 
believe, in connection with project agreement No. 8. 

Mr. Warne. That is right. 

Mr. Harpy. So that the $475,000, which was originally allocated to 
the Rey cement plant finally, in January 1954, gets into agreement 
No. 8 and is available for the use of heavy equipment for general use? 

Mr. Warne. That is right. 

Mr. Harpy. Do you know if it was ever expended for that purpose ? 

Mr. Warne. My understanding is that it was; yes, sir; and that the 
machinery was used. 

Mr. Harpy. I raised the question this morning in connection with 
the allocation of these funds. Following the $475,000 has been a little 
bit intriguing, because that amount—I believe it was stated this morp- 
ing—came out of fiscal year 1952 appropriation. 

Mr. Warne. Yes; that was originally in 1952 fiscal year. 

Mr. Harpy. They were originally allocated on June 28, 1952, 2 days 
before the end of the fiscal year. 

Mr. Warne. That is correct. The project agreement was signed on 
June 28. 

Mr. Harpy. And they were allocated for the use of the Rey cement 
plant and specifically to be used in the providing of electrical. generat- 
ing equipment to operate the cement plant. 

We find that after a series of transfers, they finally get into a home 
on January of 1954 for the purchases of heavy equipment for general 


use in Iran, which is pretty different from what they were originally 
allocated for, obligated for. We still don’t know when they were 
spent. 

I just wondered whether ree wanted to make any comment about 


that procedure, as a general thing, rather than as a specific in this 
case. It seems to me that this kind of a system defeats the very pur- 
pose for which we normally have congressional action and provide 
for the expiration of certain appropriations at the end of a fiscal 
year. 

' Mr. Warne. Mr. Chairman, I can assure you that these matters 
were not done without consideration. 

Mr. Harpy. I don’t doubt that at all. 

Mr. Warne. The unexpended balances of the 1952 fiscal year were 
reappropriated. 

Mr. itaupr. But this was obligated already. 

Mr. Warne. That is right, but I think if 1t were later unobligated, 
it would have been later available for reuse, and I am sure that that 
is the manner in which the reuse was made. 

Now, the first time that money was transferred, it was not, in my 
judgment, transferred except to move the site of the powerplant and 
put it into a central station. At that time, it was not intended, if 
indeed it ever was so intended, that it be used as a downpayment on 
two 12,500-kilowatt generators, but it was intended to be used in the 
purchase of diesel equipment. 

Now, the planning for power for Teheran underwent great and 
grievous changes in those months. The Government had different 
people in charge from time to time. There were even different gov- 
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ernments. There was a period when there wasn’t any government. 
Planning was a little difficult to carry through and to carry out. 

We declined to be drawn into a situation where we were, in effect, 
underwriting an expansion, a tripling of the central service power, in 
the city of Teheran, as we might have been had we used the $475,000 
as a downpayment on these large generators. 

Now, as a consequence, the moneys were not used in connection with 
the power project, but were used by the same joint fund in connection 
with the construction equipment item. 

I think I understand what is troubling you, and I am not actually 
prepared to state to you one way or the other, excepting that we did 
use these funds in what we believe to have been an intelligent manner. 

Mr. Harpy. That I don’t question for a second. The whole thing 
that bothers me is the kind of system we are developing under the 
program, under this program. “gi bothered by what happens fre- 
quently with domestic agencies. When they get right up to the close 
of a fiscal year and they helter-skelter obligate funds so they won’t 
lose their appropriation. We see that happen, and sometimes we 
have seen considerable abuse of public funds in that manner. 

Now, it may be that you got—— 

Mr. Warne. I am not defending any such plan of operation as that. 

Mr. Harpy. It may be that you got full value for every dollar ex- 
pended in this manner. But my point in this is that Congress didn’t 
know how it was expended when it made the appropriation, and I don’t 
believe Congress ought to make any appropriation without knowing 
what the money is going to be used for. 

Of course, in all our foreign-aid activities, we have granted wider 
latitude. I think we have to grant wider latitude. But it does seem 
to me that when we have reason to believe that. the funds have been 
set up for a particular purpose, and then we follow them on through 
and find that they weren’t used for that purpose at all, and I expect 
that would be true in a lot of situations—it leads me to think that 
the Congress is losing its control of appropriations. 

Mr. Warne. Mr. Chairman, I know your point of view on that, 
and I am not here arguing against it. Let me state only this in con- 
nection with it. I don’t, as an operator in the field—and that is what 
I have been for lo, these many years—I don’t approve of a situation 
in which we find ourselves under the gun in the closing months of 
a fiscal year, either. It does not make for an orderly program and 
I don’t approve of it. I would rather proceed in other ways. I 
did describe to you in an earlier session, however, what we went 
through in 1952. The fact that I came back to Washington—we had 
these plans ready. If they had been approved earlier, we would have 
had this particular project agreement signed up in the early part 
of May, or the latter part of April, instead of June 28, as it turned out. 

But nevertheless, [would rather have a more orderly procedure. 

But let me say, too, that-I don’t believe you could operate this kind 
of a program that we have been engaged in here, especially the kind 
that we had in Iran, without allowing some flexibility to the field. 

Mr. Harpy. I have supported these programs ever since they were 
started. I will have to confess that what I have found out in this 
investigation of the Iranian one leaves me in considerable doubt as to 
whether I was right at all. 
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Mr. Warne. I can assure you you were right, sir. It is a program 
in which you and I neeed have no worries on that score. 

Mr. Mountain. With regard to the project agreements in fiscal year 
1952, isn’t it a fact that in 8 program fields, and 1 which fell outside 
a program field, the initiating of an agricultural census, all 29 proj- 
ects for fiscal year 1952 were signed within the month of June 1952 

Mr. Warne. Yes. I think I explained that earlier. 

In 1952, we believed that the program agreements were the com- 
mitting documents. In other words, we had not anticipated using 
the project agreements in so formal a manner. 

Mr. Mounratn. So the funds were already committed under the 
program agreements ¢ 

Mr. Warne. That is right, and that commitment was more gener- 
alized, you see, than the project agreement. If you follow that reason- 
ing, you will see that the manner in which these funds eventually were 
used fell clearly within the plan of our 1952 program. 

In other words, it is only when you have got them down to specific 
projects, which were not committing documents, that we got down 
to the point where a shift from a particular plan of action at the 
Rey cement plant to a specific plan of action in the importation of 
heavy equipment ceased to be consonant with our original plan. As 

ong as we were working under the industry program agreement, those 
two things were both covered by it. 

Mr. Mowunrarn. On the basis of what you have just said there would 
be no reason for haste in signing up a project agreement. 

Mr. Warne. In that case? 

Mr. Mountatn. In the case of 1952, where you said the program 

agreement was committed. 

Mr. Warne. There would be two reasons for it, as I explained to 
you. One was that as I explained when I came here, in April 1952, 
[ was told—this is about the conversation. I don’t mean at this 
late date to transfer these words directly, but I was told: “Bill, you 
know our lawyers have been looking over these program agreements, 
and we are not sure that that is a committing document. We think 
mavbe you had getter get the project agreement signed up, too, 
before the end of the fiscal year.” 

I was horrified because all of our planning up to that time had 
been along the other line. I was told: “You had better get back out 
to Iran and get these project agreements completed.” I went through 
the process of justifying the individual plans we had in mind on 
the industry program. I did go back to Iran and we did complete 
the project agreements in that month. We held the Joint Commission 
almost in constant session throughout the month. 

Now, I said there was a second reason for it. As we approached the 
end of the period, it became clear that we were not going to have a 
Government facility with which to work much longer. In other 
words, the Government was about to collapse. The first Mossadegh 
government actually came to an end on the 3d day of July 1952. We 
didn’t have a reestablished government and a reestablished group with 
which to work until approximately the 10th of August of that year. 
The fact that these project agreements had been completed enabled 
us to go ahead in an orderly way during that period and IT anticipated 
the need of them. 
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Mr. Mountarn. Mr. Warne, in some of your earlier testimony of a 
few moments ago, I think you mentioned some considerable differences 
of opinion with the Iranian Government as to whether the Karadj 
Dam project ought to go forward or whether a steam plant—— 

Mr. Warne. I don’t think there was ever any doubt as to whether 
the Karadj Dam should go forward in the Iranian Government. 
The problem: as how much steam should be installed in Teheran. 
That problem is the one that has occupied them from that day until 
just about a month ago, as I understand it. 

Mr. Mountain. You also stated, however, that the transmission 
system was such that a steam powerplant or a central steam power 
could not be usefully used until these things caught up with it—the 
oil supply by pipeline or increased transportation and so on, were all 
limiting factors of a steam plant. Is that right? 

Mr. Warne. The transmission system would not carry the added 
load that would be placed upon it even by the installation of two 
12,500-kilowatt generators. The problem was to bring about a situa- 
tion in which a realistic view of that would be taken by the respon- 
sible Iranian officials. 

Mr. Mounratn. So, is it your testimony that even if the steam 
plant had gone forward that they still couldn’t have uséd it because 
of the transmission lines? 

Mr. Warne. They could have, if they had started right then also 
in working on the transmission lines; yes. But that was not the plan 
at the time. 

Mr. Mountain. Has the transmission line been worked on while the 
Karadj Dam was under discussion ? 

Mr. Warne. Yes; the transmission line has been worked on. That 
work is not completed as of this date, so that even if the generating 
capacity, by some magic, could have been completed before this month, 
it would not be wholly useful at this time. 

Mr. Mountat1n. Would it be a fair inference to draw from the 
picture you have presented, with the Karadj Dam still not con- 
structed some 5 years or so after its initial concept, that we were a 
little premature in committing as much money as we did to this 
project since there were so many things in the way of its usefulness? 

Mr. Warne. I'll let you draw your own inferences. I infer from 
that that you think it was. I disagree with you. You mention infer- 
ences and would it be fair. 

Mr. Mountain. I want to know whether you would draw that 
inference. 

Mr. Warne. No, sir; I wouldn’t draw that inference and I don’t 
think it is fair of you to draw it. 

Let’s look at our situation over there. Our biggest problem in 
Iran was to get a realistic approach to the problem of planning. 

Mr. Chairman is smiling at me because I lost my temper. 

Mr. Harpy. I don’t know whether Mr. Mountain made any infer- 
ence or not. Unless I make a flat statement, you can’t take that as an 
inference because you are going to be awfully misled if you do. 

Frequently, what we put out in the way of a question doesn’t indi- 
cate our point of view at all. At least, that is certainly true of me, 
and I feel sure it is frequently true of our friend, Mr. Reece. 

Mr. Reece. I am going to inject this, if I may. Personally, by 
way of inquiry, although the Karadj Dam project had been decided 
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upon, which would require a period of 40 to 60 months for it to be 
completed, so as to make hydroelectric power available, then it would 
be anticipated that a certain amount of steam power would have to 
be generated to firm up the hydroelectric power in order to get the 
maximum use of the dam. Would there have been any conflict had 
the Iranian Government been in a position to do so, to have constructed 
the steam facilities during the period that the hydroelectric dam was 
under construction and, therefore, get the benefit of the power from 
the steam plants earlier? 

Mr. Warne. Mr. Reece, my staff members and I, acting on their 
advice, suggested to the Iranian Government that it do its planning 
on the basis of 25,000 kilowatts of steam, at the same time going for- 
ward with this Karadj Dam and postponing consideration of addi- 
tional steam until some experience had been had with the load growth 
to make sure whether or not an additional 25,000 was needed when 
Karadj Dam came in. 

I started to say a minute ago that one of our great problems was to 
get across the idea of advance planning. Rushing in the summer of 
1953 to the calling for bids for three 12,500-kilowatt generators with- 
out any advance planning on it did more to stultify the program for 
the development of sufficient power supply for the city of Teheran 
than anything else that has happened. It hasn’t been straightened 
out until just now. 

There is a reluctance on the part of those who have a great urge 
to rush forward and meet their future to spend any time on planning, 
and you can determine the degree of that reluctance almost propor- 
tionately to the degree of underdevelopment of the area. 

Mr. Reece. But I don’t think that the lack of advance planning is 
confined solely to Iran. 

Now, we have gone ahead in this country, if you will pardon the 
reference again, in the TVA and built up numerous hydroelectric dams. 
Then we found after these dams were constructed that they gave 
inadequate power and there has been a rush for some 4 or 5 years now 
to build steam plants to firm up the power. 

Mr. Harpy. We have had a terrible time getting the Republicans to 
go along with those steam plants. 

Mr. Reece. But with proper advance planning, I think a certain 
amount of steam plants should have been constructed in the very be- 
ginning, anticipating what would have been the steam requirements 
to firm up the power. That was the basis of my earlier question that 
there was no conflict between the two, and, although the Iranian Gov- 
ernment was discussing with the FOA the Karadj Dam, there was no 
reason why there could not have been a discussion at the same time 
about building some of the steam units in advance if all the considera- 
tions had been favorable for such. 

Mr. Warne. That is precisely what was done. Mr. Mountain’s 
question was whether I would draw the inference as to whether we 
were ahead of ourselves in project 73 or whether it would have been 
better to wait. 

Mr. Harpy. Let’s get that question read back so we will know what 
we are talking about. 

(The question was read back by the reporter.) 

(Off-record discussion. ) 
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Mr. Warne. Let me answer Mr. Mountain’s question. 

I have given you some discourse in three of these additional com- 
ments about the planning in Iran and the difficulty of getting plan- 
ning understood and undertaken. I don’t think that 5 years is too 
long to spend on planning the biggest dam that Iran is apt to build in 
the century. But, beyond that, this 5-year period has not been one of 
the continuous activity, in that there has been a great deal of disrup- 
tion growing out of—I think we had four different governments and 
part of the time no government. The fact that a constant need has 
been kept before them for the need of planning, in my judgment, is 
one of the most useful things that we could impart. 

Might I say two more things about the Karadj project, before we 
close? The Harza report said in its findings that the ratio of annual 
benefits to annual costs, applied as an index of economic feasibility, 
is approximately equal to one throughout the range of reservoir levels 
investigated. It must be kept in mind that this is based on an ex- 
tremely conservative approach. It is conceivable that in careful 
management this revenue-cost ratio can be increased considerably and 
make the project more attractive financially. 

In finding 10, the report says: 

The economic advantage of hydroelectric power versus equivalent thermal- 
electric power does not prevent a clearcut advantage to either. 

Mr. Harpy. If we haven’t put the Harza report into the record, I 
want todo it. If it is long, we will do it by reference, because I think 
it is important that we have it in there along with the record. 

Mr. Reece. It would seem so to me. 

(The report referred to appears on p. 1179, appendix LX.) 

Mr. Harpy. Mr. Mountain, we are going to have to bring this hear- 
ing to a close today, and I would hope we would dispose of this matter 
this afternoon. 

Mr. Mountatn. Mr. Warne, one statement which appeared on page 
347 of the House Foreign Affairs Committee hearings on the Mutual 
Security Act of 1956 in a submission by Mr. Hollister, is as follows: 

The Shah, the Zahedi government, and the present government have never 
deviated from the expressed intention to construct the Karadj Dam. 

I believe that is more or less in line with the testimony you have 
given here today. 

Mr. Warne. You can go back three governments farther than that 
and say the same thing. 

Mr. Mountarn. Is it true, Mr. Warne, that this Karadj Dam project 
has for many years been a sort of touchstone project in the minds of 
the Iranian people and their politicians? 

Mr. Warne. Yes; that istrue. The Karadj project has been closest, 
I think, to the hearts of the Iranians for—oh, at least, 10 years, and 
probably 20 years. ; 

Mr. Reece. It seems that, universally, there is something romantic 
in talk about a dam. 

Mr. Warne. This dam site is a beautiful dam site. Any engineer 
would want to build a dam there the moment he saw it. It is a narrow 
declivity, doesn’t take much concrete, so that encourages people to 

look at it. 





fa 
an 


ut 


un 
son 
res 
wa 
] 
Ka 
a te 
j 
WO! 
kep 
pur 
Tra 
cull 
dest 
bea 
N 
thes 
it @ 
avol 
M 
first 
the 1 
offic; 
M 
wou 
Mr. 
ship 
Or 
lieve 
item 
diseu 
com 
ment 
Kara 
No 
no fu 
budg: 
millic 
tures, 
item 
situat 












' 
mae 


—s 
Te 


UNITED STATES AID OPERATIONS IN IRAN 789 


This project is only about 40 miles from Teheran, maybe a little 
farther than that, but it is a project that everybody sees and talks about 
and has always contemplated. 

Mr. Mountarn. Do you know how much money Iran had contrib- 
uted tothe Karadj Dam project up to the time you left ? 

Mr. Warne. No; I can’t tell you that. 

Mr. Mountain. "Do you know how much they were committed to 
under project agreements they had with us? 

Mr. Warne. They were committed to carrying out the project. 

Mr. Mounrarn. But no cash contributions? 

Mr. Warne. We didn’t have a joint fund there to the extent of 
something they were supposed to put money into. We did not accept 

responsibility for building the project. Therefore, the responsibility 
was theirs. 

Mr. Mountatrn. Isn’t it true that our interest and assistance to the 
Karadj Dam project were based on the importance of this project as 
a touchstone of progress without regard to its economic feasibility? 

Mr. Warne. No. That certainly was an influence in it. In other 
words, it was the No. 1 project in Iran and, therefore, it was constantly 
kept before everybody. But, also, the project and its three central 
purposes were essential to other activities that were in progress in 
Tran; namely, the Teheran water supply, the need for additional agri- 
cultural areas to help support the great city of Teheran, itself; in a 
desert land that means irrigation and a power supply, and also, it isa 
beautiful dam site. 

Mr. Harpy. From the standpoint of the attitude of the people, from 
the standpoint of Iranian political and just sentimental considerations, 
it couldn’t be avoided—at least, some consideration of it couldn’t be 
avoided by us, whether or not it was economically feasible; is that it? 

Mr. Warne. I agree with you on that. I think I told you about my 
first conversation with Dr. Mossadegh here in Washington. One of 
the things he mentioned was Karadj Dam. There was hardly a high 
official of the Government that didn’t mention the Karadj Dam to me. 

Mr. Reece. If I may before the conclusion—there is one thing I 
would like to get clarified. It grows out of my conversation with you, 
Mr. Chairman. I had my mind diverted and I didn’t get the relation- 
ship between two questions that arose here. 

One was the agreement in which a commitment of $1.4 million I be- 
lieve, was made for the Kar: adj Dam project. Later on, there was an 
item in the budget proposal of $2.2 million, I believe. When you were 
discussing the agreement, you stated, I do recall, that that was the only 
commitment that we had—or at least as I rec all, you made the state- 
ment that was the only commitment you had in connection with the 
Karadj Dam. 

Now, I don’t recall whether you inferred whether there would be 
no further expenditures. Now, the budget item, the proposal in the 
budget of an amount of $2.2 million or some amount higher than $1.4 
million that was in agreement, would indicate that further expendi- 
tures, at least if not in mind at that time, did arise when the budget 
item was being prepared. I, personally, wanted you to clarify that 
situation. 
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Mr. Warne. I can explain my thinking on it, Mr. Congressman, as 
I did, I believe. That is, that I was convinced that it would be ad- 
vantageous to the project and to Iran and to our relationships with 
Iran if the Bureau of Reclamation would undertake the job of com- 
pleting the engineering and the general engineering supervision of this 

»roject. 

; N. ow, that didn’t come about and, therefore, the necessity for going 
beyond the $1.4 million—as a matter of fact, the necessity for using 
only half of the $1.4 million grew out of that fact. I was convinced 
that the Karadj Dam was going to be built. I still am so convinced. 
In the days when we started our consideration of this, the oil agreement 
was still in the future and whether and when and how it could be done 
was a matter of speculation. 

As it has turned out, the plan that I had in mind in 1954 has not been 
followed. That plan was that the Export-Import Bank would be used 
to cover the foreign-exchange costs of the power machinery and such 
other equipment in the dam as required for an exchange cost, and the 
Iranian Government would put up the local currency in the construc- 
tion of the dam. It is my understanding now that they no longer 
intend to use the possibility opened for a loan from the Export-Import 
Bank but plan to finance the dam from their oil revenues exclusively. 

Mr. Harpy. Do I understand that they intended to do that while we 
are still providing budget aid? 

Mr. Wasex. I can’t answer that, Mr. Chairman, I don’t know what 
the arrangements are on that. This has developed since I have left 
over there. I have been gone now 14 months or more. 

Mr. Reece. For one, I am not prepared to believe that the Export- 
Import Bank acted wisely in not encouraging the development of the 
project in view of all of the circumstances that prevailed at the time, 
and that had it encouraged the project, the investment would have 
turned out to have been sound and certainly would have been advan- 
tageous from many other angles. 

Mr. Warne. Mr. Reece, I don’t know of my own knowledge that the 
Export-Import Bank did discourage the project. 

Mr. Mountain. There was no application that we know of that has 
been made to the Export-Import Bank for this project. If necessary, 
we can have testimony from people from the bank, Mr. Reece, but our 
information is that there has never been an application to the Export- 
Import Bank for a loan. 

Mr. Reece. Evidently, it was not encouraged. 

Mr. Mountain. A statement made by Mr. Hollister in the House 
Foreign Affairs hearing that I read from a moment ago, on the Mutual 
Security Act of 1956, reads as follows: 

In May 1955, the Export-Import Bank sent a team to Iran for the purpose of 
reviewing the project. Immediately prior to the arrival of the Export-Import 
Bank team, the plan organization, acting by its managing director, Mr. Ebtehaj, 
questioned the preliminary studies prepared by the Bureau of Reclamation and 
the French engineering concern. The Seven-Year Plan Organization refused to 
provide local currency for the construction of the dam prior to the completion 
of further engineering studies. The plan organization has engaged the Harza 
Engineering Co. to engineer the project and the plan organization is also nego- 
tiating a construction contract with Morrison-Knudsen. The plan organization 
proposed to let international bids for necessary foreign supplies, equipment and 
services; and, to the extent American suppliers are successful, Export-Import 


Bank loans will be used. In those cases where American suppliers are not 
successful, the plan organization proposes the use of its own funds. 
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Since initiative approval of financing by the Export-Import Bank in October 
1955, the United States operations mission to Iran has withdrawn from further 
participation in the project. The equipment purchased by ICA, or its predecessor 
agencies, is now held by the codirectors of the joint fund for industrial develop- 
ment. Negotiations are presently taking place with the Iranian Government as 
to the future of this equipment. Operations by the Morrison-Knudsen Interna- 
tional Co. have been reduced to a minimum pending completion of the Harza 
engineering studies. It is considered probable that the project will continue and 
be completed without further mutual security financing. 


Mr. Mounrarn. This is from a submission by Mr. Hollister dated 
April 23. 

Mr. Warne. I don’t think the Export-Import Bank pulled that. 
They sent a team out there but the atmosphere in Iran changed at that 
time. Whereas they had been most enthusiastic about undertaking it 
with an Export-Import Bank loan in September and October of 1954, 
by May of 1955 another plan had been devised locally and they pre- 
ferred it. But it was my understanding that the Export-Import 
Bank was prepared to finance the project. 

Mr. Rerce. Off the record. 

(Discussion off the record.) 

Mr. Harpy. I think this is a good time to adjourn. 

I understand, Mr. Warne, that you will not be able to be with us 
the first thing in the morning. 

— Warne. I can be here at 11 in the morning, or shortly there- 
after. 
j ae We stand adjourned to reconvene at 10 a. m. tomorrow, 
une 26. 

(Whereupon, at 5 p. m. the hearing was recessed to reconvene at 

10 a. m. June 26, 1956.) 
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TUESDAY, JUNE 26, 1956 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 


The subcommittee met at 10:25 a. m., in room 304, Old House 
Office Building, Hon. Porter Hardy, Jr. (chairman of the subcom- 
mittee) presiding. 

Present: Representatives Hardy and B. Carroll Reece. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reece and myself con- 
stituting a quorum. I want to make a brief statement before we 
open this session this morning. 

When we opened this series of hearings in May, it was our an- 
nounced purpose to examine the aid program in Iran, as it is repre- 
sentative of the principles employed in the broad field of foreign 
aid. We have heard testimony from representatives of the General 
Accounting Office, who conducted the audit on which these hearings 
are based. This and other testimony seems to indicate that in Iran 
and elsewhere the programing of millions of foreign-aid dollars 
outran the financial and administrative organizations the Depart- 
ment of State and the International Cooperation Administration 
were able to muster. It seems obvious also that advance program 
planning was sidetracked in the urgency to obligate funds committed 
as a result of political considerations. 

We have completed the phase of our hearings designed to examine 
the early technical cooperation programs in Iran in the years 1951, 
1952, and 1958. Such testimony as we have taken appears to estab- 
lish that the Department of State and the ICA were not able to 
provide the necessary organization to administer the $23 million 
allocated to the Iran program in 1952 and 1953. 

As we enter a new phase today, we will hear testimony on the 
fiscal year programs of 1954, 1955, and 1956, when aid dollars to 
Iran were tripled. In the light of testimony up to now, we will be 
particularly interested to learn how these trebled financial respon- 
sibilities were met by the Department of State and the International 
Cooperation Administration administrative resources. 

It must have been a sharp strain to try to meet three times as much 
responsibility in the light of the difficulties we have had in the first 
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2 years of the program, and that is the phase that we are going to enter 
this morning. 

Mr. Reece. May I make an interjection ? 

Mr. Harpy. Surely. 

Mr. Reece. In the concluding paragraph of your statement you 
make reference to the planning and obligations of funds being based 
upon political considerations, and I am sure that there you are refer- 
ring to political conditions in Iran at the time, and not elsewhere. 

Mr. Harpy. I am delighted for the gentleman to make that observa- 
tion. He is entirely correct. It certainly has no connotation with 
respect to the internal politics of the United States, because these pro- 
grams have been jointly sponsored I would say. 

Mr. Reece. In fact, I would say that our entire operations in Iran, 
as in every other country, is based entirely upon political considera- 
tions, or at least that is the underlying motive, en we so admit 
it or not. By that, I mean we have in mind aiding the movement to 
support free governments which are allied with us in our overall 
objective toward democratic processes in government in the world, 
insofar as we may be able to influence them. 

Now [I asked yesterday for a copy of the General Accounting Office 
report and in my limited time last night, much to my discomfort, I 
took time to read it. At least, it has caused me to wonder if we ought 
not to begin to make an examination of the General Accounting Office, 
because these very admirable young men from the General Accounting 
Office that go about all over the world, I am afraid, don’t have the same 
grasp and outlook on what the objective is of the legislative as do the 
men and women who enact the legislation. It seemed to me that in 
this report, the General Accounting Office, of course, based upon the 
report of the men who were in the field, went into administrative dis- 
cussions and policy discussions which are within the province of the 
Congress and insofar as they relate to expenditures are within the 
province, of course, of this subcommittee. I am not sure that, based 
upon the testimony that I have heard here, I can agree with the chair- 
man that the programing in Iran outran in any great detail the finan- 
cial and administrative organizations of the Department of State and 
the Foreign Operations Administration. I say this although I readily 
recognize that the administrative facts that those offices in that area 
had were understaffed, but we have to be realistic. An emergency 
arose in Iran and in that entire area but the political considerations 
were such that it was pinpointed in Iran as our chief base of operations, 
and the Congress, based upon the recommendations of the responsible 
agencies of the administration, were “in a hurry” to get support to the 
type of government in Iran that we wanted to see perpetuated there, 
and when you get in a hurry, you sometimes stumble. 

Mr. Harpy. The gentleman is just confirming exactly what I said. 

Mr. Reece. No, no, no. The statement of the chairman doesn’t give 
the explanatory circumstances that surrounded the operations at the 
time which becomes vitally important, and although the representa- 
tives of the GAO in the report took cognizance of those conditions and 
made very satisfactory expositions regarding them, they then added a 
rather capital “but” and enumerated or described a situation and 
enumerated conditions which I didn’t feel were justified under the cir- 
cumstances that obtained. I think when an operation—and I am not 
referring to any individual connected with the operation over there— 
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was as successful in accomplishing its long-range purpose as this one 
was, it ought not be reviewed with too critical or even inquisitive an 
eye, although I recognize our responsibility for seeing that funds are 
properly spent. In my travels over the world, I have seen what ap- 
peared to me to be examples that outrun anything that has been 
described as having occurred in Iran. 

Another thing that the GAO auditors seemed to be impressed with 

‘as that we hadn’t been able to suffici ently rapidly raise the standard 
of living and improve the living conditions in Iran. Now, I haven't 
been in Iran but I have been in comparable areas, and raising the 
standards of living in those areas is a pretty slow process, and I think 
ought to be a slow process. There should be a long-range program 
looking out in the future when those people’s standard of living can be 

raised, and the people and conditions can be brought up on a little 
higher level. 

Mr. Harpy. I think maybe you ought to reserve that for a special 
order if you are going to carry that speech on much longer. 

I don’t believe that the comments I made in my opening statetment 
are subject to any contradiction. As a matter of fact, I believe that 
the people in ICA and in the State Department will agree that those 
comments are correct. 

Insofar as any mitigating circumstances which the gentleman has 
seen fit to make a speech about are concerned, the point Tam tr ying to 
make is simply this: that there were political considerations of an 
international nature is readily agreed to by everybody. That there 
were factors based on our underlying desire to preserve freedom in this 
world as against communism is a major facet of every bit of our 
foreign- aid ¢ activity. If it weren’t for that and our national security, 
I wouldn't have been voting for it. 

But I get a little bit frustrated when we allow every witness com- 
plete opportunity to make speeches that are not related to the questions 
that have been raised, and if you will go through this record, you will 
find duplication after duplication, just for the sake of avoiding any 
indication that we are trying to prevent anybody from presenting 
every possible facet to justify his position. But that doesn’t relieve us 
of the responsibility for looking into these matters, and we have a 
statute which GAO is required to follow. In my book, they haven’t 
gone a bit further than they were supposed to go under their responsi- 
bility in the preparation of that report. 

Now, there may be some mitigation for the things that they have 
pointed out. If so, it is up to us to establish them, ‘and I will say to 
the gentleman this, that we will have ample time to evaluate this total 
testimony in the preparation of our report. The gentleman may not 
be in complete agreement with me on the conclusions we arrive at. I 
don’t know. I hope that he will be broad enough to understand that 
there is no spite on my part and certainly there is no inclination to be 
other than entirely factual. But if he doesn’t agree with the conclu- 
sions that the majority of the committee arrives at, he will have full 
opportunity to make just as long a speech as he wants to make in the 
report. That is a prerogative of ever vy member of the committee. 

Mr. Rerce. The chairman has been eminently fair in calling wit- 
nesses and developing the testimony, and I wouldn’t want anything 
that I might have said to be inferred as otherwise. The counsel has 
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been fair, too, but the point that I had in mind, Mr. Chairman, was 
that these things ought to be kept in juxtaposition. That is, when 
we state a fact, the situation out of which that fact developed ought 
also to be presented so that we have a picture—I mean an accurate 
picture—of the situation. 

Mr. Harpy. I am in complete agreement with that. That is the 
reason I objected to the kind of testimony Mr. Warne was giving 
yesterday in connection with project agreement No. 73, which the 
gentleman so generously tried to give him an opportunity to smooth 
over a little later on. That is perfectly all right with me, because I 
was glad for him to have an opportunity to express himself, too. But 
if he didn’t deliberately mislead us, then I don’t understand the 
English language. 

Mr. Reece. I am, despite my years here, sometimes kind of an 
innocent abroad. There are few men in the State Department that 
I know, but one of the outstanding impressions I have of the State 
Department was the unusually fine record which I thought it was 
universally agreed that our Ambassador in Iran achieved during this 
very difficult period over there. I still feel that that is something 
about which there is no controversy anywhere. That probably he, 
in his efforts and ingenuity, accomplished for our Government and 
for the free world a purpose that we might have lost. 

Mr. Harpy. And might still lose. 

Mr. Reece. And might lose now, and I don’t know who the Ameri- 
can Ambassador in Iran is. But when we are going through, when 
we are analyzing a period in which our State Department accom- 

lished one great success—and I am not admitting that the State 

partment accomplished great successes in many important areas 
of the world during that period and periods immediately preceding, 
but when we have accomplished an outstanding success in one area 

Mr. Harpy. What was that? ; 

Mr. Reece. I mean in Iran. We saved Iran for the free world when 
the rest of that area has gone over to the Communists. 

Mr. Harpy. Of course, no one has raised any issue on that as to 
whether we did or didn’t. I don’t know whether we have gathered 
facts that would incontrovertibly support that conclusion or not; that 
may be a conclusion. It may be a proper conclusion. It may be a 
fact. I don’t know if it could be established, and I certainly would 
have to observe that it was not our purpose to either establish or refute 
them atall. That is not involved in this particular study. 

Mr. Reece. We are just in disagreement on one point, Mr. Hardy. 
I think that there is involved all of our foreign spending. Our for- 
eign spending is basically for a political purpose. If it accomplishes 
that political objective and I mean political, the purposes of free gov- 
ernment, I think then it is successful. 

Mr. Harpy. Let me just ask the gentleman this one question. Of 
course, all of us recognize and are grateful for the fact that Iran is not 
behind the Iron Curtain now, but can the gentleman say, with any de- 
gree of certainty or any basis in fact, that if we had not entered into 
this program, Iran would have been behind the Iron Curtain? The 
only thing he can do is express an opinion. 

Mr. Reece. No one can state—— 
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Mr. Harpy. That is why it would be most unfortunate for us to try 
to explore that particular area, because there is no basis upon which 
we can make any definite finding. 

Mr. Reece. One can only express an opinion, but when one has suc- 
ceeded, that then becomes an accomplished fact, and neither can you 
express an opinion that had we not been successful Iran anbe have 
maintained its relationship with the free world, as it did. But the way 
the rest of that area has been going, the presumption would be very 
strong that we might have lost Iran. As the GAO auditors pointed 
out, and attributed, I think, a great deal to the efforts that we have 
done over here, Iran took the leadership i in these two very important 
conferences that we had, and the GAO so recognized and pointed out 
in the report. 

Mr. Harpy. I doubt whether we are going to serve the purposes of 
the hearing by continuing the discussion between the two of us. 

Mr. Rexce. You are 1 ight, : and I wasn’t intending to upset anything. 
The one sentence in there tipped off my particular line of thinking. 

Mr. Harpy. If I have said anything in my own remarks that is in- 
consistent with the gentleman’s own thinking, I trust he has cleared 
that up with regard to his own thoughts. 1 must say that my own 
thoughts are in complete agreement w ith what I said in the beginning. 

Mr. Reece. Except the implications about the political considera- 
tions. 

Mr. Harpy. We could have said that in one sentence, instead of tak- 
ing 25 minutes. 

Mr. Mountain, who is your next witness? 

Mr. Mountain. We would like to call Mr. Hannah. 

Mr. Harpy. Mr. Hannah, I believe you have been previously sworn. 

Mr. Hannan. Yes, sir. 


FURTHER TESTIMONY OF NORMAN B. HANNAH, OFFICER IN 
CHARGE OF IRANIAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Mounrarn. Mr. Hannah, will you tell the committee what the 
total amount of nonmilitary assistance was that was granted to Iran 
in fiscal years 1954 and 1955 and 1956? 

Mr. Hannan. The total amounts of those years are, for fiscal year 
19% of, $84,417,000; for fiscal year 1955, $76,400,000; for fiscal year 1956, 
$73 million. 

Mr. Mountain. How much of each of these figures, and would you 
again give them by years, was for technical assistance ? 

Mr. Hannan. In fiscai 1954, there was a total of $23,917,000 for 
technical assistance. 

Mr. Mountain. I think you have a figure of $12,917,000. 

Mr. Hannan. That is correct. 

Mr. Harpy. What is that figure? 

Mr. Hannan. You asked me for the total figure. We have it broken 
down into two separate items. 

Mr. Mountain. I believe one of the items you are adding in is cov- 
ered under the category of “Defense support.” 

Mr. Hannan. That is correct. 

Mr. Mounratn. Will you give us the figures for technical assistance / 

Mr. Hannan. For fiscal 1954, $12,917,000; for fiscal 195: », $8,500,- 
000; for fiscal 1956, $8 million. 
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Mr. Mounrarn. There were in addition to those funds, which are 
strictly called technical assistance funds, certain other funds fur- 
nished to supplement these technical assistance funds. 

Is that correct ? 

Mr. Hannan. That is correct. 

Mr. Mountain. They were bugeted and presented under the head- 
ing of “Defense Support Fund.” : 

Mr. Hannan. That is correct. 

Mr. Mountarn. What were the amounts for those years of this de- 
fense support category of funds which were used to supplement the 
technical assistance program ? 

Mr. Hannan. Those figures are as follows: for fiscal year 1954, 
$11 million; for fiscal 1955, $13 million, of which $2 million was a 
Joan; for fiscal 1956, $5 million. 

Mr. Mountatn. Can you describe for us just briefly, Mr. Hannah, 
the nature of this supplementary assistance, the kind of thing it was 
used for? 

Mr. Hannan. I cannot describe that in detail, Mr. Mountain. I 
can tell you what I know about it. If you want detailed information, 
of course, the ICA can supply it. 

Mr. Mountain. We intend to pursue that in detail with them. But 
for the purposes of understanding the relationship of these figures to 
the technical assistance program, some descriptive figures showing us 
why, under defense support, we have additional figures related to that 
technical assistance would be helpful. 

Mr. Hannan. It is my understanding that these figures related to 
sums supplementing technical assistance under the category “Defense 
support” were and are being used to cover local costs of various proj- 
ects carried on under principal technical assistance allotments, which 
I have already given, as well. These sums are altogether, both cate- 
cories, bachiniekt assistance as well as this defense support category, 
supplementing technical assistance, used under joint control; they 
are expended under joint control. 

Mr. Mountain. Do we understand, Mr. Hannah, that if the Iranian 
Government were financially strong enough to supply the local cur- 
rency costs of these technical assistance projects, these funds would 
be supplied normally by them? 

Mr. Hannan. I do not know whether these funds can be, dollar-for- 
dollar, described as the equivalent of host country contributions. I 
think that is the brunt of your question, is it not ? 

Mr. Mounrarn. I tried to bring out the fact that they are there 
because the budget of the Iranian Government would not support this 
expenditure. 

Mr. Hannan. I think that has a bearing on it. There may be other 
factors involved which I do not know. I think that is one of the 
factors involved. 

Mr. Mountain. It isa form of, if you will, budgetary support ? 

Mr. Hannan. This, I think, depends upon the kinds of projects 
that it is used for. If it is used for technical assistance projects, which 
would not have been done in any case under the Iranian budget with- 
out the United States Operations Mission, then I would say that it is 
not budgetary support, because it is financing activities that are in 
addition to the budget. 
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Now, if some of the projects for which this money is used actually 
are projects which would have been done anyway by the Iranian 
Government, or if they perhaps increase certain allotments which are 
in the Iranian budget, then 1 assume that to that extent, they would 
have the effect of some budgetary support. 

I believe that Mr. Gregory testified a few days ago that in his 
opinion, some of this money, at least this supplementary money, does 
actually result in some support to the budget. I would not dissent 
from that. I simply desire to point out that the control, the method 
of the spending of these funds, is different from what we normally 
call straight budgetary support. 

Mr. Mounrarn. I think you have made that quite clear, Mr. Hannah; 
the ouly thing we w anted to get straightened out, and I refer to my 
earlier question, was that in a situation where the Government was 
tinancially able to support the local currency costs of technical assist- 
ance, it would be a charge against that Government for local curren- 
cies. To that extent, and not strictly in terms of whether it was in 
ihe Government budget, or within some other agency of the Govern- 
ment—to that extent, these represent payments made for local 
currency costs, which would be assumed under favorable conditions 
by a host Government. 

Mr. Hannan. To that extent, it constitutes a relief to the budgetary 
situation of Iran in the face of a burden which is actually introduced 
by the technical assistance program. 

Mr. Mountain. I think we have that clear 

In addition to these figures which you have given us, did we give, 
under the defense-support category, additional funds termed “budg- 
etary assistance” ¢ 

Mr. Hannan. We did. 

Mr. Mounratin. Will you read for us the figures for fiscal years 
1954, 1955, and 1956? 

Mr. Hannan. Fiscal 1954, the total figure under the category, budg- 
etary assistance, is $60,500,000; for fiscal 1955, $52,800,000; for fiscal 
1956, $35 million. 

Mr. Reece. That is part of the figures above / 

Mr. Hannau. That is part of the totals, the grand totals, which I 
first gave. 

Mr. Harpy. Now, will you distinguish between grants and loans 
in those 3 years of budgeting ? 

Mr. Hannan. Yes. In fiscal 1954, the whole $60,500,000 was han- 
dled as a grant. I probably should not have said a grant. It was 
actually several grants that came to that total. 

In fiscal 1955, out of a total figure of $52,800,000, $30 million was 
made available in the form of a loan, therefore leaving $22,800,000 
in the form of grants. 

In the figure for fiscal 1956, $10 million was provided as a loan, 
leaving $25 million as a grant. 

Mr. Harpy. Now, in your 1956 figures, $10 million were provided 
as a loan. Was that actually culminated as a loan, or wasn’t that 
eventually determined to be a grant! 

Mr. Hannan. No, sir; that actually was a loan. 

Mr. Harpy. Well, now, in general terms, not to be too specific, but 
- general terms, what are the provisions for the repayment of these 
oans ¢ 
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Mr. Hannau. I cannot tell you the provisions for that. We have 
the agreements back at the office. 

Mr. Harpy. Do you know what period of time is involved ? 

Mr. Hannan. No, sir. I donot remember. I do not know. 

Mr. Harpy. Do you know whether it is anticipated that the loans 
will be repaid in dollars? 

Mr. Hannan. Yes, sir; those were dollar loans. 

Mr. Harpy. And do they contemplate repayment in dollars? 

Mr. Hannan. I believe they do, sir. 

Mr. Mounrarn. There is another item under this defense-support 
category. Will you explain that to us; tell us what the amount was, 
the year, and what it represents in general terms? 

Mr. Hannan. In fiscal year 1956, under the category of defense 
support, there was an additional figure to those I have already given. 
The figure was $17,500,000. 

This sum is designed to cover local currency costs for certain con- 
struction projects in Iran which were designed—I should say are ac- 
tually being designed—jointly by the American Defense Department 
and the Iranian military for the purpose of improving Iran’s defen- 
sive capabilities. To clarify this, there is another figure on this 
same chart that I am reading from which should be mentioned in this 
connection. 

This is called direct forces support. 

Mr. Mountain. This is not included under “Defense support” 
category ? 

Mr. Hannan. No, sir. The figure for direct forces support in 
fiscal 1956, as given here, is $7,500,000. 

These 2 figures, $7,500,000 direct forces and $17,500,000, defense 
support go together in that they are both designed to be spent on the 
same projects. 

Mr. Mountain. Would it be correct to say that the supplementing 
direct forces figure of $17,500,000 stands in the same relationship to 
the direct forces support of $7,500,000 as did the supplementary tech- 
nical assistance figures under defense support to the column on tech- 
nical assistance ? 

Mr. Hannan. In a very broad sense, I think that is true. Opera- 
tionally, it would not be spent by the same people or with the same 
controls or in the same way. But there is a broad general relation- 
ship in that this $17,500,000 is to cover the local currency costs for 
the military construction projects, the dollar cost of which will be 
defrayed from the $7,500,000 direct forces. 

Mr. Mountarn. In other words, in somewhat the same fashion as 
we discussed the technical-assistance funds, the supplementary ones, 
if the host government were in a financially favorable position, it 
would be possible for them to supply this $17,500,000 of local costs, but 
this again reflects a stringent financial position on the part of the 
host government. Would that be a fair statement? 

Mr. Hannan. Partly. It does reflect, of course, a stringent finan- 
cial situation. I should think all of our aid programs, in any country 
whatsoever, reflect some kind of stringency, or else we wouldn’t be 
giving the aid at all. 

To that extent, it reflects stringency. However, I do not believe 
this project for the construction has the same kinds of effects, vis-a-vis 
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the Iranian budget, as the $5 million for supplementing costs to the 
technical-assistance program. 

Mr. Harpy. I think that is important. This $17,500,000 of sup- 
plemental funds—is that designed exclusively for conversion to local 
currency, or to provide local currency in connection with these 
projects? 

Mr. Hannan. Yes, sir. 

Mr. Harpy. That will all go into local currency ? 

Mr. Hannan. That is correct. 

Mr. Harpy. And the original $7,500,000 is the dollar requirement. 

Mr. Hannan. That is right, sir. 

Mr. Harpy. But the $17,500,000 of local currency required in con- 
nection with these construction projects would not necessarily nor- 
mally constitute a function of the host government? 

Mr. Hannan. No, sir. This is a special project which has been 
designed, with the approval, of course, of the Iranian Government. 

Mr. Harpy. But it would not be a normal budget expenditure of the 
Iranian Government. 

Mr. Hannau. It could not be done, I believe, without this. 

Mr. Harpy. So that would provide some distinction as between 
the utilization of these funds and the supplementing technical-assist- 
ance funds. 

Mr. Hannan. I believe there is a distinction; yes, sir. 

Mr. Mountain. This figure of $17,500,000 is an expenditure which 
is made within the Iranian economy; is that correct? 

Mr. Hannan. That is correct. 

Mr. Mountain. They do have some economic impact on the 
economy ¢ 

Mr. Hannan. Oh, yes: they will have an impact. 

Mr. Mountatn. Would it be a correct statement to say that with a 
possible exception, with the limiting factors you have already stated 
about the $17,500,000 for direct forces support, the total figures under 
“Defense support” constitute a form of aid to the Iranian Government, 
whether strictly budgetary in the sense of the central Government’s 
budget or its subordinate agencies. 

If we use the budgetary term in a broader category, this is all budg- 
etary support to the Iranian Government. 

Mr. Hannan. It certainly accomplishes budgetary assistance. The 
only distinction that I intended to make before, and perhaps I didn’t 
make clear, is that the $5 million for supplementing the technical as- 
sistance program is spent through joint funds under the technical 
assistance program, with the concurrence of the United States Oper- 
ations Mission and the appropriate opposite numbers in the Iranian 

rovernment on specific, approved projects. 

Whereas the $35 milllion, which [ listed as being true or properly 
called budgetary support, would not be limited as to the finds of 
projects. This accomplishes rial generation, and then the rials are 
drawn by the Iranian Ministry of Finance, become merged, of course, 
with the general finances of the Iranian Government, and it is impos- 
sihlg to say that they went for this or that or some other thing. 

Mr. Mounrarn. It is correct, however, that in any country where 
host country contributions are made in cash to a technical assistance 
program, for the most part they are spent under joint control, are 
they not ? 
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Mr. Hannan. I believe that is the case. 

Mr. Mountarn. And they are host country contributions in this 
sense, so that the process by which they are expended is not any differ- 
rs here, necessarily, from the technical assistance expenditures else- 
where. 

They are under joint control if they are technical assistance funds? 

Mr. Hannan. That is correct. 

Mr. Mounrarn. But in any event, in other countries where the host 
country is in a strong enough financial position, they make that cash 
contribution out of their Govstdeases unds? In this case, we are 
supplying the Government funds for them to make their contribution 
to this joint project ? 

Mr. Hannan. Your last question is one which I don’t believe I can 
conclusively answer. I do not know what other contributions the 
Iranian Government is making to the technical assistance program. 

I do not believe, for example, that it can be said that the $5 million 
represents the sole Iranian Government contribution therein sup- 
plied by the United States. 

Mr. Harpy. In the light of the direct budget aid we supply—I sup- 
pose it would be impossible even there to draw any relationship as to 
the use to which that budget aid is put, and as to whether any of that 
is in lieu of cash contributions on the part of the host govern- 
ment to the technical assistance joint operations ? 

Mr. Hannan. The $35 million, you mean ? 

Mr. Harpy. That is right. 

Mr. Hannan. Your question is: It would be impossible to say 
whether they actually use some of that $35 million for their contri- 
butions ? 

Mr. Harpy. That is right. 

Mr. Hannan. I certainly could not say. 

Mr. Mounrtatrn. Will you read for us the totals under the “Defense 
support” category by year? 

Mr. Hannan. Yes. 

Tn 1954, $17,500,000. In fiscal 1955, $65,800,000. In fiscal 1956, 
$57,500,000. 

Mr. Mountarn. In that last figure, we have included, however, the 
$17,500,000? 

Mr. Hannan. We have included the $17,500,000 which will go for 
local currency costs to help construct the military projects. 

I have just one short comment. I have just been informed that 
actually most of the Government of Iran contributions that you were 
oe of to the technical assistance program come from the Plan 

rganization. If that is the fact, then to that extent, of course, they 
would not come out of the $35 million budgetary assistance which goes 
directly to the Ministry of Finance. 

Mr. Mountain. Do we understand then, that this is a statement that 
out of the budgetary assistance, no contributions are made ? 

Mr. Hannau. I did not make that statement, because I cannot. I 
am not sure. 

Mr. Harpy. Mr. Reece, do you have an questions? 

Mr. Reece. These items of $17,500,000 and $7,500,000 for 1955 and 
1956 for defense support and direct defense, which, as you say, went 
into effect in the Iranian economy, but in the main where the purposes 
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for which that money was spent—was consultation had with our de- 
fense forces ? 

Mr. Hannan. Yes, sir. Actually the $7,500,000 of direct forces 
support is under the control of the Department of Defense. That 
$7,500,000 is not in ICA funds at all. This is the money of the 
Department of Defense, and the projects on which this will be spent 
obviously must be approved by the Department of Defense before ICA 

‘an even release any of the local currency which the $17,500,000 has 
generated for use. 

Mr. Reece. Well, in order to get this thing consolidated here, you 
gave the figures for 1954, 1955, and 1956. Do you have the figures for 
1951, 1952, "and 1953? 

Mr. Hannan. Yes. In those years, our only program was technical 
assistance. The figures are as follows: In fiscal 1951, $1,600,000; in 
fiscal 1952, $23,400,000; in fiscal 1953, $23,200,000. 

i Mr. Reece, Which makes a grand total which we spent in Iran of 

4 $282 million. Does that include the defense support ? 

; Mr. Hannan. Yes, sir. That includes everything except military 
aid. 

Mr. Reece. That interests me. In Iran, we spent $282,017,000 and 

j have created an important defense element for the free world. In 
Yugoslavia, where Tito reigns, we have spent about $2,200 million, 
which it now looks like has all gone, insofar as it was effectively spent, 
to support our potential enemy. 

And here we are, and here GAO has spent months and months in- 
vestigating expenditures in Iran. Our committee has spent days and 
days analyzing and summarizing it, Mr. Chairman, and so far we have 
given no analysis and evaluation to the $2,200 million which we spent 
in Yugoslavia, which has not only gone down the drain, but gone in the 
main, it looks now to the support of our opposition. 

That is what is disturbing my mind. 

Mr. Harpy. If the gentleman will permit me to make an observation 
in that connection, the whole foreign-aid program is the thing that I 
am concerned about, not just the Tranian proposition. 

The Iranian report of GAO is merely, in my mind, an example of 
the manner in which a foreign-aid program has been conducted. It is 
true, it has been on a somewhat smaller scale than what we have done 
in Yugoslavia. I hope that the dire predictions which the gentleman 
from Tennessee has just made may not turn out to be as bad as he fears. 
I have some fears along that line, myself. 

Let us hope that we don’t have a similar result on some of our other 
foreign aid expenditures. We have seen it happen in the past. Some 
| of the vast amounts we have spent trying to help other people were 

used against us in some other illustrations. 

Mr. Reece. The population of this country is comparable to the 
population of Yugoslavia, although not as highly developed, and we 
have spent in relationship to overall foreign aid expenditures a very, 
: very relatively small amount in Iran. 

In Yugoslavia, Tito land, we have e spent a tremendous amount, even 
when related to our own budgetary requirements. It seems to have 
attracted no attention. The last report I had, the big harvesting ma- 
chines which we sent to Yugoslavia, were still standing out in the 

fields rusting because they were unadapted to utilization in the situa- 
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tion in Yugoslavia. But, when we have spent so very, very much in 
Y ugoslavia, and spent it all so very, very hurriedly, not only were we 
in a hurry, but we were running over ourselves to spend on Yugoslavia, 
and it has attracted no attention of the General Accounting Office. 
And this committee. I might add I am not interested in going to 
Yugoslavia to investigate it ‘myself. 

Mr. Harpy. I was just going to ask if the gentleman was proposing 
that the committee look at the Yugoslavian problem next. I assume 
if the GAO hasn’t already done it, they will get to it sooner or later. 
They have recently made one with respect to Eg gypt. We have that 
report before us for a look-see as soon as we get through with this one. 

I certainly hope the gentleman will stay with us so that we can at 
least do enough of this job, and if we have a sampling, that we can 
get a general picture. I have tried to make it clear all along that there 
isn’t any indication in this particular inquiry that we have singled out 
Iran. It just happened that we had the vehicle in the GAO report on 
Iran at this particular time. 

I don’t think there was any particular reason why the Iran report 
happened to be the first one that came out of GAO. 

Mr. Reece. I would say it was not. I would say it was just 
unfortunate. 

Mr. Harpy. Maybe it will turn out to be a good example, even from 
the gentleman’s point of view. 

Mr. Reece. Well, possibly so, because I think my voting record 
indicates my apprehension about a great many of these expenditures. 

Mr. Harpy. Off the record just a minute. 

( Discussion off the record.) 

Mr. Harpy. Back on the record. 

Are you through, Mr. Reece ? 

Mr. Reece. Yes. 

Mr. Harpy. Thank you, Mr. Hannah. 

Mr. Mounrarn. Mr. Chairman, I would like to ask Mr. William 
Dale and Mr. George Bennsky to come forward. They have not been 
sworn. 

Mr. Harpy. Do you solemnly swear that the testimony you are about 
to give in the matter before this subcommittee shall be the truth, the 
whole truth, and nothing but the truth, so help you God ? 

Mr. Date. I do. 

Mr. Bennsxy. I do. 


TESTIMONY OF WILLIAM B. DALE, STANFORD RESEARCH INSTI- 
TUTE; ACCOMPANIED BY GEORGE M. BENNSKY, OFFICE OF 
INTERNATIONAL FINANCE, DEPARTMENT OF THE TREASURY 


Mr. Mounratn. Mr. Dale, may I ask you for a brief biographical 
statement for our record ? 

Mr. Date. Yes. How detailed would you like it, Mr. Mountain ? 

Mr. Mountain. In very broad terms, 5 or 6 sentences, if you can 
sum up your life in 5 or 6 sentences. 

Mr. Date. I joined the Treasury Department in 1948, in the Office 
of International Finance and served with them abroad in Brus sels, 
Belgium, from September 1948 until July 1952. 
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Mr. Reece. Who was head of the Office of International Finance 
at that time? 

Mr. Date. Originally, yas Mr. John Gunter. Since about 1949, 
it was been Mr. George H. W ilhis. 

I was in Brussels during most of the ECA program days, then spent 
a year here in W: ashington with the office working on British Common- 
wealth and Middle East problems. Then in September 1953 I went 
to assume the duties of the Treasury representative in the Middle East 
with headquarters in Beirut, Lebanon, but with responsibilities which 
were understood to include most of the Middle East countries, includ- 
ing Iran. 

I left that job in the Middle East in September of last year and 
shortly after that time resigned from the Government, and I am, 
at the present time, working outside the Government. 

Mr. Mounrarn. Can you tell us what the nature of your present 
employment is? What kind of field are you working in? 

Mr. Date. I am employed by the St: anford Research Institute as an 
international economist helping with research projects, primarily 
those located abroad, in the general field of conomic development. 

Mr. Reece. W ho supports the Stanford Institute ? 

Mr. Date. It is entirely supported by research contracts, Mr. Con- 
eressman, about 65 percent to 70 percent by private companies and 
the rest by Government. 

Mr. Mounratn. Mr. Chairman, I wonder if we could have, at this 
time, a similar personal history statement from Mr. Bennsky ? 

Mr. Bennsxy. I am George Michael Bennsky. I joined the Office 
of International Finance, in the Department of the Treasury, in 
March of 1951, where I worked on the Middle East there. I went 
out to the Middle East to the Beirut office. 

Mr. Reece. Who was head of that department at that time? 

Mr. Bennsky. George Willis was Director of the office at the 
time. 

I went out to the Middle East in July of 1952 to the Beirut office, 
as the assistant Treasury representative. My job was to assist Mr. 
Dale or to assist the person who would be in the capacity of Mr. Dale. 
There were other men there who were senior representatives when 
I was there. First, there was Mr. Paul Parker, then Mr. John 
Ghiardi, who were senior representatives. Then, Mr. Dale came 
in, as he indicated. 

My job was to assist Mr. Dale in doing the same regional task as 
he outlined. 

Mr. Mowunrarn. Did this include some work in connection with 
Tran ¢ 

Mr. Bennsky. Yes; it did. 

Mr. Mountarn. How long were you in the Beirut regional office? 

Mr. Bennskxy. From July 1952 until February 1956. 

Mr. Mountarn. After that time? 

Mr. Bennsky. I have been back at Treasury in the Office of Inter- 
national Finance working still on the Middle East. However, Iran 
is not a country of primary responsibility of mine now. 

Mr. Mountatn. What is your present title? 

Mr. Bennsky. Economist, Office of International Finance. 
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Mr. Mounrarn. Mr. Dale, do we understand that the Treasury 
representative in the Beirut office, the position that you held, I believe, 
is a sort of roving finance expert for the area? 

Mr. Date. That is substantially correct; yes. He is placed there 
by the Treasury Department in order to assist the Embassy and for- 
elgn-aid missions in that area by way of making his financial expertise 
available to them on whatever problems they might wish to have his 
advice and counsel. 

Mr. Reece. Before you enter into further questioning, I would like 
to get one other thing cleared. 

What is the relationship at the present time as an associate economist 
for the Stanford Research Institute in this governmental picture? In 
other words,.as an economist with the Stanford Research Institute, 
what is your relationship in the eeenronean picture at this time? 

Mr. Date. I work in the Washington office and my services are 
simply available for whatever international projects we have. - I have 

articipated in a project during the month of May in Manila for the 
*hilippine Government. I have helped to establish, or to try to estab- 
lish, a project in Puerto Rico to study the method of promoting indus- 
trial development there. I have maintained 

Mr. Reece. At the invitation of the Government ? 

Mr. Date. Yes; in both of those cases. 

Mr. Reece. But paid by the Stanford Research Institute. 

Mr. Date. I am directly paid by the Stanford Research Institute. 
They, of course, make contracts with the appropriate agencies. — 

Mr. Mountain. Any work that you might do for our Government 
at the present time would be done only if the Stanford Research Insti- 
tute had a contract with our Government ? 

Mr. Dax. That is correct. 

Mr. Mounrarn. And you would be working merely as an employee 
of the institute ¢ 

Mr. Date. Yes, sir. 

Mr. Mountain. Mr. Dale, in the course of your duties as Treasury 
attaché at Beirut, were you called upon to assist the Embassy or the 
mission in Iran in connection with financial problems there? 

Mr. Dax. Yes; I was, on a number of occasions, particularly dur- 
ing the period from September 1953 when I first arrived in the Middle 
East until about the end of July 1954. During that period, I spent 
perhaps two-thirds or three-quarters of my time in Teheran, assist- 
ing the Embassy and the mission both with the program which was 
then taking shape. 

Mr. Mountain. This was the period when we were first giving 
budgetary assistance to the Iranian Government after the fall of the 
Mossadegh regime ? 

Mr. Date. That is correct. 

Mr. Mountarn. Were you involved in the computation of how much 
aid was needed ? 

Mr. Dare. Are you referring to the original computation of $65 
million ? 

Mr. Mountarn. Yes. 

Mr. Date. No; I was not directly. I believe that computation was 
made either during late August or very early September in 1953. I 
recall that it had been made and sent to Washington before I arrived 
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in Teheran. I first arrived in Teheran September 13, 1953, and by that 
time the $65 million computation had been made. It had been sent 
to Washington. This figure of $65 million had been reduced to $45 
million by “Washington, “and the $45 million program had been an- 
nounced prior to the time I arrived in Teheran on my first trip there. 

Mr. Mountain. According to the figures which were given us this 
morning by Mr. Hannah, during that fiscal year, a total of $60 million 
in budgetary assistance was granted. 

Mr. Datz. That is correct. 

Mr. Mountarn. I am sorry; I meant to say $60,500,000. 

Mr. Date. Yes; that is right. 

Mr. Mountatn. Were you involved in the computations leading to 
the grant of the additional $15,500,000 to Iran septa’ the original 
$45 million ? 

Mr. Date. Yes; I was. 

Mr. Mountain. Can you tell us in general terms what the basis was 
on which you determined the financi ‘ial position of the Government 
budget ¢ 

Mr. Date. The set of statistics or figures on the Government budget 
which was used after some investigation as to what was available were 
those provided by the Treasurer General of the Iranian Finance 
Ministry. There has been for some years a great deal of difficulty in 
determining precisely what the financial position of the Iranian Gov- 
ernment is at any given time. 

Mr. Mountarn. Why is this so? 

Mr. Dar. Simply because the systems of budgeting, the systems of 
recording both obligations and expenditures of funds, are not up to the 
standards we would demand in this ¢ ountry, or that Western European 
countries would demand. 

Mr. Mountat1n. Do they have a Government budget? 

Mr. Datx. Yes; they have a Government budget, although in many 
recent years, they have had to operate on continuing appropriations, 
and the budget as such has frequently not been voted by the Majlis 
until late in the fiscal year for various political and other practical 
reasons. 

Mr. Mountain. Does the Government budget cover the expenditures 
of the Government in all fields, or are there other Government ex- 
penditures which are not included in their budget ? 

Mr. Daz. There are other Government expenditures which are not 
included in each year’s budget. Illustrative of those are the expendi- 
tures of the Plan Organization to which the oil revenues are allocated 
by a basic law, and which I believe do not need to be reallocated in 

each year’s fiscal legislation. In addition, there are expenditures 
oiharittent similar to those of the Commodity Credit Corporation which 
are authorized under basic legislation, but do not need to be reau- 
thorized in each year’s budget legislation as such. 

Mr. Mountarn. You are referring to what we have heard of as 
Bongahs? 

Mr. Date. Yes, sir. 

Mr. Mounrarn. These are Government monopolies of one sort or 
another ? 

Mr. Darr. Yes. Some of the Bongahs in certain respects come un- 
der budget legislation and some do not. It is a rather complicated 
picture. 
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Mr. Mountarn. In addition to the Plan Organization and the 
Bongahs, what other Government expenditures are there that may 
not be included in what is strictly termed the budget? 

Mr. Dax. There would be the Sugar Bongah, or Sugar Admin- 
istration; the Cereals Administration; some expenditures, at least, of 
the tobacco monopoly. Of course, the Iranian State Railways, which 
are Government-owned, also. 

Mr. Mountarn. They are not included in the budget ? 

Mr. Date. I don’t believe so; no, sir. 

Mr. Mountarn. How about the oil company # 

Mr. Date. That also is not generally included in the formal budget 
itself, although, of course, during the years when oil was nationalized 
the salaries of those people who were maintained by the National 
Iranian Oil Co. were paid by the Government under special legisla- 
tion. 

Mr. Mountatn. Do you know how many employees there were? 

Mr. Daeg. No, sir; I don’t have that figure in my head. 

Mr. Mountaty, Is it correct to say that each of these elements that 
you have mentioned—outside the Government—the Plan Organiza- 
tion, the Bongahs, and the National Iranian Oil Co., the Cereals 
Administration, and others, are revenue-producing entities ? 

Mr. Date. Yes; they produce revenue. Not all of them make a 
net profit. For example, I believe it is true—or it was true, at least— 
of the Tobacco Administration that the salaries of the Government 
employees in that administration are carried in the regular budget so 
that they are part of the central Government budget expenditures. 
But the purchases of tobacco from farmers and the sales of tobacco 
to producers, or to the general public, I think, are treated as extra- 
budgetary items, so that it may appear at some times, from the stand- 
point of Iranian accounting, that the Tobacco Administration makes 
a profit. If you analyze all the expenditures and receipts of the 
Tobacco Administration, it may actually be a loss, and I think quite 
frequently is. ; 

So far as the others are concerned, of course, during the period of 
oil nationalization, the company showed no profit and, in fact, had a 
substantial loss. 

The plan organization has by and large not made a net profit for 
the Government, although some of its individual industries have 
from time to time made profits. 

Mr. Mountain. How profitable is the Sugar Bongah ¢ 

Mr. Dats. I am sorry; I just don’t have the figures. 

Mr. Mountain. Do you know whether it is one bongah that does 
make a profit ? 

Mr. Date. I think it has generally been considered to be a profitable 
operation, but there, too, there are complications. 

I understand, for example, that on certain of the purchases of beets 
by the Sugar Bongah, the Finance Ministry pays a ote and this 
may not always be reflected in the accounts of the Sugar Bongah in 


such a way that you can be sure that their figures do aecurately reflect 
their financial position. 

Again, it rather difficult to tell whether the bongah is profitable, 
and if so, how much we would consider a real profit. 
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Mr. Mountain. The plan organization, regardless of whether there 
are deficit or surplus positions of each of these elements, has by 
Tranian law the bulk of oil revenues assigned to it. Is that correct ? 

Mr. Date. That is correct. There was legislation—I think in either 
1948 or 1949—which assigned all of the oil revenues to the plan 
organization for the purpose of financing a broad economic develop- 
ment program in Iran. 

Mr. Mountain. The plan organization’s revenues are outside the 
Government revenues, the Government budgetary revenues; is that 
correct ? 

Mr. Date. Yes, in the sense that the oil revenues under the basic 
teva which established the organization are not treated as regu- 
lar Government revenues. 

Mr. Mountain. The revenues attributed to these bongahs are, by 
and large, outside the Government budget revenues ? 

Mr. Datx. Yes; with the exception of tobacco, as I have mentioned 
before, and I see here also, from a document which Mr. Byrne has given 
me which refreshes my memory, that that is true also of opium, or at 
least for opium exports. 

Mr. Mountain. These bongahs operate by the sale of the commodity 
in which they deal ? 

Mr. Date. By purchase and sale. In some cases, there are subsidies 
involved in the purchases. 

Mr. Mounvarn. And the National Iranian Oil Co., under Iranian 
law, also has certain revenues which come to it for its operating ex- 
penses. Isthat correct? 

Mr. Daur. That is correct. During the period of oil nationaliza- 
tion, whatever oil was sold by Iran which, of course, was very small 
in volume, that revenue accrued to the National Iranian Oil Co. Just 
what the arrangements were for sharing that revenue between the oil 
company and the plan organization, I am afraid I don’t remember, 
if I knew. In any case, the amount was very small. 

Mr. Mounvatn. In any event, this was also revenue which was not 
included in the Iranian budget ? 

Mr. Dax. No, sir, not directly. 

Mr. Mountatn. Finally, we have the Iranian budget itself. 

Mr. Date. Yes. 

Mr. Mountain. What were the sources of revenue for the Iranian 
budget itself ? 

Mr. Date. The largest single revenue—again bearing in mind that 
the oil revenue has always been excluded as a regular budget item— 
the largest single item has been for many years the customs revenues, 
as it isin many of these countries. In addition to that, there are fair ly 
substantial amounts of income taxes and various types of excise taxes, 
particularly on kerosene, gasoline, and to some extent on tobacco 
products. 

Mr. Mounvrain. The most important element in the Government 
revenue, however, is the customs ! 

Mr. Date. That is correct. 

Mr. Mountain. Then in establishing what the financial position is 
of the Iranian economy as a whole, you would have to review the status 
of each of these activities; would you not ? 

Mr. Date. If one were going to make a very thorough review, that 
would be necessary. 
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Mr. Mounra1n. Is there one other element that we have left out 
here? How about the Bank Melli? This, I believe, is the central 
bank for Iran ¢ 

Mr. Date. It is not only a central bank, but also, unlike most central 
banks, carries on a very wide commercial banking business. It can 
almost be said the Bank Melli is about 80 or 90 percent of the whole 
banking structure in Iran. It operates branches throughout the coun- 
try, and no private commercial bank begins to approach it in size in 
respect to its commercial operations. These are in addition to its 
functions as a central bank, as a central bank is usually defined. 

Mr. Mountain. Does it have any revenue-producing activities in the 
sense of exchange differences ¢ 

Mr. Date. In its commercial operations, it, of course, makes charges 
for various types of transactions, and it does, of course, normally make 
a net profit of one or two or perhaps three hundred million rials. 

At the time dividends are declared, those profits are normally de- 
clared and paid to the Iranian Treasury. 

Mr. Reece. Who owns the bank stock ¢ 

Mr. Date. I believe it is wholly owned by the Government. I am 
not quite sure of my ground as to its being wholly owned, but it is 
substantially owned by the Government. 

Mr. Mountain. Does the Bank Melli operate as an official agent of 
the Government ? 

Mr. Date. Yes. 

Mr. Mountain. And through the bank, you have such note issues as 
are made on behalf of the Government ? 

Mr. Dax. That is correct. 

Mr. Mountarn. Is the Bank Melli responsible for printing rials? 

Mr. Date. It is responsible for issuing rials; the actual printing, 
of course, is done somewhere else. 

Mr. Mounvarn. Produced under the provisions of Iranian law. 

Mr. Date. Yes. 

Mr. Mountatn. How about expenditures? We have talked about 
the revenue side of things. How are Government expenditures to be 
found? 

Mr. Date. Well, the primary expenditures are for personnel of the 
Government, with a fairly large portion going for both personnel and 
other types of expenditures for the military forces. 

Was your question directed toward what are the main items ? 

Mr. Mountain. No, I think we have established that in order to 
determine what revenues were coming into the Iranian economy, you 
would have to look at these several agencies that we have described, 
only one of which is the Government budget proper. Looking at the 
other side of the problem, how would you trace the expenditures so 
that you would have a deficit-surplus position established ¢ 

Mr. Daz. You would have to, on the expenditure side as well, go to 
a number of different sources to get the figures. 

You have on the one hand the Government budget as narrowly 
defined. You have the expenditures of the plan organization and 
of most of the bongahs which you have referred to; the expenditures 
of the National Iranian Oil Co., and so forth. Eventually, of course, 
the figures on those expenditures become available for the most part 
at the Iranian Finance Ministry, and generally to the Treasurer 
General, but he in many cases does not have very much detail, and, in 
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some cases, has very little information at all about the expenditures 
of extra-budgetary Government agencies. 

Mr. Mountarn. I believe you have stated that in some cases—you 
referred to the tobacco monopoly—some of the Government expendi- 
tures are made on behalf of some of these Government enterprises, the 
bongahs. Is this correct ? 

Mr. Date. Yes; that is correct. 

Mr. Mountain. So that in order to determine what expenditures 
were being made, you would have to examine the special arrangements, 
such as the one with the tobacco monopoly ? 

Mr. Daz. Yes, on a case-by-case basis. 

Mr. Mountatn. Would you also have to inquire as to whether ex- 
penditures are being made on behalf of the plan organization out of 
the central budget ? fi 

Mr. Daze. I think there it would be to a limited extent. I don’t 
recall, at least, any direct expenditures being made by the Iranian 
Treasury on behalf of the plan organization. There have been cases 
where the Finance Ministry turned funds over to the plan organiza- 
tion for their expenditure which were not related to the oil funds 
themselves. But I believe all the expenditures and receipts of the 
plan organization as a unit could best be obtained directly from the 
plan organization. 

Mr. Mountain. When you go to determine strictly the Government 
budget, what are the basic data with which you had to deal in ran? 

Mr. Datz. The basic data were those provided by the Treasurer 
General in respect to his operations with what we would call his gen- 
eral fund. He maintains an account with the Bank Melli into which 
receipts are placed as soon as. they are posted and turned over to him 
by the various agents who collect them. From that account, the gen- 
eral expenditures of the Government are made, either directly to the 
public in some cases, or, more generally, they are transferred from 
the general or central account of the Treasurer General to disbursing 
officers, either in the Defense Ministry, or in the provincial areas over 
which the Treasurer General, as such, does not have direct control. 

Mr. Mounrtatn. There are disbursing officers in the provinces? 

Mr. Date. Yes; that is correct. 

Mr. Mountain. How many are there? 

Mr. Date. I don’t accurately know, but I should judge somewhere 
upwards of 30 to 40, probably. 

Mr. Mountain. This would be approximately the number of prov- 
inces in Iran? 

Mr. Date. It is not necessarily done by provinces; there is a dis- 
bursing officer with subbranches around the provinees. 

Mr. Mountatn. But it would be in the order of 30 regional offices? 

Mr. Date. That is actually only a guess; I don’t know the figure. 

Mr. Mountain. But more than 10? 

Mr. Date. Yes. 

I might make one point clear, Mr. Mountain. A very large amount 
of the total expenditure in Iran is made in the Teheran area. For the 
most part, that is made directly by the Treasurer General in, let’s say, 
giving checks to employees located in Teheran. 

Mr. Mounrarn. You referred to this account in the Bank Melli. 
Is it your statement that this was a reflection of the cash position of 
the Government of Iran at any given time? 
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Mr. Dare. Not wholly; no. It is a reflection of the general posi- 
tion of the Treasurer General, taking his office as a separate unit. 

For example, when the Treasurer General draws funds from this 
account and turns them over to a provincial disbursing officer for pay- 
ing one or another obligation of the Government, this account becomes 
drawn down and, consequently, the Treasurer General’s position with 
the Bank Melli is worse by that amount. That does not necessarily 
mean that the entire Government’s financial position with the Bank 
Melli is drawn down by that amount because there may be a consider- 
able time lag in some cases between the Treasurer General passing these 
funds on to a disbursing officer and the disbursing officer actually mak- 
ing a payment to the public. 

Mr. Reece. Referring back to your description of the type of bank 
that the Bank Melli is, the Government, through its various agencies, 
the Treasurer General being the chief one, I assume 

Mr. Date. Yes. 

Mr. Reece (continuing). The Government has an account in the 
Bank Melli among the various industrial accounts that might also be 
in the Bank Melli. 

Mr. Date. Yes. 

Mr. Rercr. So the governmental account, whatever it is, has to be 
isolated, so to speak, from the various industrial accounts that make 
up all the deposits of the Bank Melli ? 

Mr. Date. That is correct. I might mention also that the Govern- 
ment does not have a single account with the Bank Melli. The Govern- 
ment has a large number of accounts with the Bank Melli, but the 
Treasurer General’s general or central account is a key one for deter- 
mining the financial position of the Government. 

There are a large number of other Government accounts which 
become very complex to try to study and determine what they mean. 

Mr. Harpy. I take it there is no overall or single account or single 
record which gives the total governmental financial position ? 

Mr. Dax. Yes, sir; that is correct. 

Mr. Harpy. There is none? 

Mr. Darx. There is none. 

Mr. Harpy. You mentioned the manner in which the Treasurer Gen- 
eral—is that the proper title ? 

Mr. Date. Yes, sir. 

Mr. Harpy. The way in which he tranfers funds to the banks in the 
provinces for disbursing to defray costs in the provinces. Is that the 
only basis on which he transfers funds to those banks ? 

The point is simply this. Does the Treasurer General maintain bal- 
ances in the provinces, the branches in the provinces, other than just 
enough to meet the payroll ? 

Mr. Darr. I think I would have to answer it this way, Mr. Chairman. 
There is no legislation that asks him to maintain balances other than 
those just needed for Government operations in the provinces and there 
is no technical or policy reason, to my knowledge, why he should do so. 
But in his operational latitude, which he undoubtedly has, it is con- 
ceivable that he could maintain larger balances that we might consider 
were actually needed for operations in the provinces. 

Mr. Harpy. Well, I was just wondering whether or not there had 
been times when these balances would fluctuate beyond the normal 
relationship ? 
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Mr. Date. Yes; there were times when we considered that much 
more efficient and effective use could have been made of the total bal- 
ances held by the Government. 

I might mention a slightly different aspect of this which will 
illustrate it, I think. Even in Teheran, the Treasurer General does not 
normally pay amounts or pay funds directly on behalf of the Defense 
Ministry. There is a slightly different arrangement in force with 
respect to the Defense Ministry than for the other types of agencies. 

There, the Treasurer General normally turns over cash to the rep- 
resentatives of the Defense Ministry. And, only after the cash has 
been turned over to them, does the Defense Ministry obligate funds. 

So, that in this case, in the event the military program is large 
and growing, one might expect that due to the time lag between obli- 
gating funds and vetting delivery on military equipment, the Defense 
Ministry might well build up quite large balances. 

In our way of doing things, this would seem a wasteful process 
but in Iranian experience, apparently, it’s been decided to do it that 
way because of the uncertainty of getting bills paid when they came 
due. 

Mr. Harpy. Of course, I am not trying to pass any judgment on 
the procedures, except to understand them. That is the only thing 
I am trying to do here now. 

So that would be one accounting system which they employ that, 
at times, might cause their budget to reflect an unrealistically low 
level, when, actually, their cash position might be fairly good if they 
had on order military end items that would take a long period of time 
to be delivered and they had the cash to cover them ? 

Mr. Darr. That is quite correct, that might well happen. 

Mr. Harpy. I wonder, in view of the fact that the Treasurer Gen- 
eral, apparently, did maintain accounts in a large number of Bank 
Melli branches, whether there was ever any indication of adjusting 
those balances to accomplishing those particular financial purposes / 

I am thinking, now, in terms of the manner in which our own Fed- 
eral Reserve System changes its interest rates and such to accomplish 
the particular objective. 

I am wondering whether there might be occasions or might have 
been occasions of which you were aware when funds were called in 
from the provinces, funds belonging to the Treasurer General, to in- 
crease the size of his balance in the Central Bank, or funds were dis- 
bursed from the Central Bank to the provinces to reduce the level 
of funds in the Central Bank. . 

Mr. Dax. That was not done to my knowledge, Mr. Chairman. I 
think it’s pertinent to mention that when the Treasurer General trans- 
ferred funds to a disbursing officer, they were normally, beyond that 
point, outside his immedi: ite control. He would have some difficulty 
in calling them back because at that point, they would be under the 
control of the Provincial—— 

Mr. Harpy. Of his local disbursing officer ? 

Mr. Datx. Yes, sir; so that he had considerable restriction on his 
ability to transfer funds around the different branches for some general 
monetary or credit reason. 

In addition, it may be worthwhile to point out that credit and mone- 
tary policy are at a much lower order, of course, in Iran than they are 
in more developed countries. There are very few instruments that 
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they have to affect the general credit situation, and they are not nearly 
so advanced in those techniques as we have become in the western 
countries. 

Mr. Harpy. I sometimes think maybe we have gone too far in them. 

Mr. Reece. Since we are on the question, could I ask another ques- 
tion about the organization of the bank itself ? 

Are the banks in the Provinces branches of the Bank Melli, in fact, 
having the same ownership, or do these banks in the Provinces have 
a different capital structure, a capital structure of their own? 

Mr. Date. No, sir; your first statement is correct. They are wholly 
owned by the Bank Melli and are branches of it. 

Mr. Mountatrn. In determining the budgetary needs of the Iranian 
Government, did your examination extend to examining the accounts 
of the Provincial offices ? 

Mr. Date. Only by inference, Mr. Mountain. I, personally—and I 
think that the work that I did—made extensive use of the Bank Melli 
statements which came out every 2 weeks, or was it every week? In 
any case, they came out quite frequently and they listed the large items 
of Government accounts on both the assets and the liability side; so 
that those statements being a consolidated statement for the whole 
structure of the Bank Melli, would, presumably, reflect all of the bal- 
ances, both debit and credit balances, and both those balances in the 
Provinces and in the central accounts in Teheran. 

Mr. Mounrarn. Would this Bank Melli statement show cash on 
hand in the Provinces? 

Mr. Date. They would not separately show cash on hand in the 
Provinces; no. There was a considerable amount of figuring that 
would have to be done in coordination with both the Bank Melli and 
the Treasurer-General, in order to elicit that particular information. 

Mr. Harpy. Would it show the total of the amounts of cash in the 
Provinces and in the central bank to the credit of the Government ? 

Mr. Date. Yes, sir. It showed normally—it varied from time to 
time, because they made changes in the format of the statement, but it 
would normally show—here is a copy here. It showed Government 
fixed deposits, it showed Government current accounts; and Govern- 
ment in that situation meant all Government, both the Treasurer and 
the bongahs, and other administrations, such as the plan organization. 
Under debt to the bank, it showed a somewhat larger breakdown. It 
showed Iranian Treasury bonds, advances to the central Government 
for budget purposes, and advances to Government concerns, com- 
panies, municipalities, and so forth. It separately showed those items. 

It may also be pertinent to mention that the Bank Melli in its own 
organization is divided into the issue department, which handles the 
issuance of the currency and the banking department, which does all 
of the other operations. And, under those two separate departments, 
a separate Government debt structure to the bank was shown, so that 
some of the Government debt was owed to the issue department, some 
was owed to the banking department. 

Mr. Mountain. In other words, when they issued some currency on 
behalf of the Government, the Government might have some kind of 
loan arrangement ? 

Mr. Dare. It might turn over some kind of Government paper to 
the issue department. 
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Mr. Mounrarn. As security for that issue? 

Mr. Date. Yes. 

Mr. Mountarn. Did the Bank Melli’s periodic statement—— 

Mr. Date. I now see it is monthly. 

Mr. Mountain. Show disbursements to the Provincial offices as ex- 
penditures or did it show disbursements only after they were made by 
the Provincial offices as expenditures? 

Mr. Date. In actual fact, the statement as such, did not show dis- 
bursements at all. 

The statement is, of course, a statement of conditions of the Bank 
Melli at a given point in time. It showed the Bank Melli’s assets and 
liabilities, including assets and liabilities with the Government, which 
is shown separately. 

Mr. Mountain. An examination of the Government’s budget posi- 
tion would have to call for an examination of the status of their ac- 
counts with the Bank Melli? 

Mr. Date. That’s correct. 

Mr. Mountain. Did these accounts with the Bank Melli show as 
expenditures made to the Provincial banks or were they still listed 
as—— 

Mr.-Datz. Let me put it this way, Mr. Mountain. I am sure that 
someone in the Bank Melli had the figures or could get the figures 
for disbursements from Teheran to the Provinces. 

Mr. Mountarn. What we are getting at, Mr. Dale, is how could you 
tell what the cash position was of the Government of Iran? 

Mr. Date. Well, at any given point you could tell what the cash 
position is by simply balancing the loans from the Bank Melli against 
the assets at the Bank Melli. 

Mr. Harpy. I think this would clear up a question that was involved 
here just a second ago. Would the statement show when a transfer 
of funds was made from the Treasurer-General to a disbursing officer 
in the Provinces; would that statement still show that as a balance 
until it had actually been withdrawn by the disbursing officer ¢ 

Mr. Date. Yes, it would. 

Mr. Harpy. Then, that would clear up that point. It is just a ques- 
tion as to whether at the time it was transferred by the Bank Melli 
to a disbursing officer somewhere else, it was shown as a Government 
disbursement, or whether: it was shown as a disbursement only from 
the Bank Melli. If the latter is correct, it would reduce the assets in 
the Bank Melli and increase the assets in the Provinces. 

Mr. Daur. Your original statement was correct, that the transfer 
of assets of the Government from its central account in Teheran to 
a subsidiary account in the Provinces without it having gone out to 
the public, that. transfer, itself, would leave the balance of the Gov- 
ernment undisturbed as shown on the statement. 

Mr. Reece. Does the Bank Melli carry any balances in any of the 
other few private banks? 

Mr. Date. From time to time it does carry small balances, but they 
are very minor, and from time to time it lends to other private 
banks, but those operations have typically been rather small also. 

Mr. Mountarn. At the time you arrived in Iran, was the Bank 
Melli issuing these monthly statements ? 

Mr. Date. It was not; no. They had not been issued for a con- 
siderable period of time, about a year, as I recall. There were 11 or 12, 
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or 13 statements, monthly statements, which had not been issued, and 
the reason they had not been issued was the Mossadegh govern- 
ment had undertaken an enlarged issue of currency which by Iranian 
law was illegal, and one of the devices to keep it from the public, 
or at least keep the amount of the increase from the public, was to 
cease publishing the Bank Melli’s statement. 

In addition, it had not been possible for anyone, as far as I know, 
- obtain the figures from the Bank Melli, even on an unpublished 

asis. 

Mr. Mounrarn. Then, at the time you arrived, and for some months 
prior to that, there had been none of the facts and figures available 
on which to base an estimate of the Government’s position. 

Mr. Date. So far as the budget position is concerned, and also with 
regard to the foreign exchange position of the country, the information 
was very slight, certainly. The usual sources of information, both 
based on personal contact in the Bank Melli and based on published 
information from the Bank Melli and the treasury, had, in effect, 
pretty well dried up. 

Mr. Reece. Could I ask a question, there, Mr. Mountain ? 

What did Mossadegh do with this money which he issued above 
the legal limit ? 

Mr. Date. I think the simple answer, Mr. Congressman, is that he 
financed his budget deficit with it. 

Mr. Reece. It was used for governmental purposes ? 

Mr. Date. Yes, sir. 

Mr. Mountain. Was it your task, when you arrived in Iran, to 
try to put together a picture in the face of the absence of these 
statistics of the Government of Iran’s budget picture ? 

Mr. Date. It was my task to help with that job; yes. 

Mr. Mountarn. How did you proceed ? 

Mr. Date. Those of us who were engaged in trying to find out 
about what the financial picture of the Government was, saw as much 
as we could, in those hectic days, of the senior officials at the Bank 
Melli, and of the senior officials at the Finance Ministry, and as far as 
we could possibly spare the time, the senior people also at the Sugar 
Bongah, for example, the plan organization, and other Government 
agencies of that description. 

Almost immediately—well, I can’t quite recall whether the state- 
ments of the Bank Melli which had heretofore been unpublished were 
provided to the American Government before or after I arrived, but 
it was certainly just about that time. So that that source of informa- 
tion became available. 

And, in addition, the Bank Melli provided a considerable amount of 
detail going beyond what was normally published in the statement for 
the period during which the statement had not been published. 

Also, from that time forward, the statement was published once 
again in the usual fashion. 

Mr. Mountarn. Do you recall when that began ? 

Mr. Date. It began with the statement of August 20 or so, 1953. 

And, at that time, or shortly after, the whole series of statements 
which had not previously been published was published in a unit. 

Mr. Mounrarn. Is it your testimony that when those statements 
were published, you were in a position to determine what the budgetary 
deficit or budgetary position of the Iranian Government was? 
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Mr. Date. I should put it a little differently. I will say that well 
before these statements were actually published they were made avail- 
able to us, and they contributed a good deal to our knowledge about the 
Iranian financial position, but I would also say that it was never an 
easy task to try to determine the Iranian financial position. There 
was always a severe scarcity of information of the kind that we would 
hope that we could get, so that even with all of the information that 
the Iranians could possibly give us, it was never an easy task. 

Mr. Mountain. Well, without regard to whether it was easy or diffi- 
cult; was it possible ? 

Mr. Date. Within limits, it was possible. We went, I think, as far 
as we could with the factual data that was available to us. 

By and large, I believe that the officials on the Iranian side helped 
us as much as they could by providing factual information for us. 

Mr. Harpy. Notwithstanding that, would you say that there was still 
a an amount of doubt as to the accuracy of your final result ? 

Mr. Date. I think, Mr. Chairman, it was not so much doubt as to the 
accuracy. I have never had occasion to doubt the accuracy of the data 
that they gave us. I think it was more a question of lack of com- 
pleteness. 

Mr. Harpy. That is what I am talking about. I said the accuracy 
of your final result, based on inadequacy of the data that you were able 
to secure. 

Mr. Reece. Could I ask this question ? 

Mr. Harpy. Let him answer this one. 

Mr. Reece. I am very sorry. 

Mr. Date. I think you would have to say that we also recognized 
that a considerable amount of judgment was called for. We cannot 
be sure that we had our figures completely on the Iranian financial 
situation. 

Mr. Harpy. Go ahead. 

Mr. Reece. What did you do with the information that you got? 

Mr. Date. As an individual, do you mean ? 

Mr. Reece. Yes. To whom was it made available? 

Mr. Date. It was made available to all of the officials on the 
American side who had any interest in being informed about this 
and, specifically, of course, to Ambassador Henderson and Mr. Warne, 
and to their immediate staffs who were the people who had the job 
of making decisions on the basis of these data. They were, of course, 
also placed in dispatches or telegrams, as the case may be, and a 
considerable volume of these facts were sent into Was shington for 
their information and for such work as they wanted to do on them 
in order to make their own judgments. 

Mr. Reece. All right. 

Mr. Mounratn. Did you review, at the time you arrived, how the 
$45 million figure, which was the initial grant, or the original re- 
quest to Washington, was arrived at for aid to Iran? 

Mr. Date. Well, immediately as I arrived, I am afraid there was 
just insufficient time to go over all of the background. I did try to 
find out all I could about the background and the conditions under 
which the funds were made available, but time was so short because 
of the immediate task, that it wasn’t possible to go back as fully as 
I would have liked to. 








818 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Mountain. Were you involved in the transaction by which 
the Iranian Government was supplied $10 million for note cover? 

Mr. Date. Yes; I was involved in the sense that I made various 
calculations and advised on various aspects of the transaction. 
Nar ameiiartia Can you tell us briefly what this transaction was 
about ¢ 

Mr. Dax. Yes; there were several different bases for the financial 
stringency in which the Iranian Government found itself. One was 
that they simply didn’t have enough foreign exchange, so that people 
couldn’t import enough consumer goods. As a result, a serious infla- 
tionary problem was developing. 

Another was that the Government did not have enough available 
rial deposits in the Bank Melli so that it could draw a sufficient vol- 
ume of checks to pay its employees, and so forth. 

And a third was that even if it had enough deposits in the Bank 
Melli, there were occasions when drawing checks on those deposits 
would cause a withdrawal of rial bank notes from the Bank Melli in 
such a volume that the Bank Melli’s reserves of those bank notes 
would fall to a very low position and might cause a run on the bank. 

It was to this third problem that we found it necessary to address 
ourselves quite seriously during October of 1953 shortly after the 
Zahedi Govenment had replaced the Mossadegh Government. 

During the early part of that month—and I'd like to point out that 
its been some time and due to being out of. the:Government I haven’t 
had an opportunity to review the facts—but my clear recollection is 
that the reserves of the Bank Melli in physical bank notes fell to 
approximately 700 million rials. It had only once fallen lower than 
that, and the previous low was under rather special circumstances. 

But in October 1953 the prospect was, due to the continuing heavy 
expenditures of the Government through its budget and other ways, 
the prospect was that as more checks were drawn on the Government 
accounts and as they were cashed by Government employees and others, 
the physical bank note reserves of the Bank Melli would continue to 
dwindle. 

The Bank Melli was very much afraid of the psychological—and 
the economic—impact that that situation would have on the populace: 
and on the economic situation. 

In consequence, we, in consultation with the Iranian authorities, 
addressed ourselves to devising some way so that an additional amount 
of bank notes could be issued for a temporary period to tide the Gov- 
ernment and the Bank Melli over this situation of extreme stringency. 

Part of the consideration was that we expected imports to rise rather 
rapidly from the low level to which they had fallen. And, since a 
larger volume of imports would require larger payments of rials to 
the Bank Melli to purchase the foreign exchange to pay for them, 
this activity in itself would begin to make bank notes flow back to the 
Bank Melli and would support its reserves of banknotes. 

But in the interim, and we figured this perhaps might be for several 
months at least, there was a severe stringency on the bank’s position 
in banknotes. 

It is also pertinent, I think, to point out that the Government found 
itself in a very difficult political and Perens aan situation to face 
this problem because—well, for several reasons. 
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One, the population in general is very much afraid of increases in 
the banknote supply. They had had a severely inflationary situation 
during the war, when the country was occupied by both Russian and 
western forces, and they had passed very restrictive banknote legisla- 
tion after the war in an effort to avoid a recurrence of this situation. 

In addition, when Mossadegh secretly increased the banknote issue 
he had, of course, violated the law—or at least a very good case can be 
made that he violated the law as it then stood—and one of the charges 
which the new Government made against Mossadegh, and which was 
involved in his trial, was his having violated the law in issuing new 
banknotes. 

Because of this background, and I suppose of the generally tenuous 
political situation in which the Government found itself, it found it 
most difficult to entertain the idea of simply issuing more banknotes 
and backing them with nothing but the Government debt. Indeed, it 
found it very difficult to face the problem of issuing more banknotes 
at all. 

Eventually, as we discussed this problem, and it reached crisis pro- 
portions, I would say, in the week of about October 17, 18, 19, it reached 
the point where the Bank Melli had to inform the Government that it 
could not honor any more Government checks in payment for anything, 
and particularly in payment for Government salaries. 

This also caused difficulty, since the Government had on several 
occasions been far in arrears on Government salaries, and that in itself 
had contributed powerfully to the unrest, in the city of Teheran 
particularly. 

In this situation, the Iranians came to us and asked if it couldn’t 
be solved by our providing dollar funds from the aid program, which 
they could transfer to the issue department as backing for an addi- 
tional note reserve so that they could weather this particular crisis. 

We argued violently against doing that because, to my knowledge, 
at least, it had never been done before in an aid program. There was 
some prospect that the dollars would never come out of the note reserve 
and mnahe never be spent for the purposes for which the legislation 
was passed. 

Generally, we didn’t think it was a very good way, technically, to 
solve the problem. 

As we examined other alternatives, however, we were finally driven 
to the conclusion that in the crisis which then existed and in the time 
period which we had to solve it—and this was literally only a few 
days—there was not much else we could do, providing the appropriate 
people in Washington felt that the United States legislation on this 
subject would permit it, and that they felt it was, from a policy stand- 
point, a good thing to do. 


Well, to cut the story off somewhat, this transaction was eventually 
undertaken, I believe, about October 19 or so, 1953. The transaction, 
technically, was as follows: 

We paid a $10-million check to the Iranian Finance Ministry; the 
Iranian Finance Ministry then sold the check, or sold the dollar pom 


in New York which it represented, to the issue department of the 
Bank Melli; and the issue department then issued and gave to the 
(rovernment 32214 million rials in banknotes. 


The Government then gave those banknotes to the banking depart- 
ment of the bank and received a checking deposit in return. This 
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deposit, however, was blocked, so that the transaction could be reversed 
in order to get the $10 million back, so that the 32214 million rials 
realized from this procedure was not available for drawing checks 
against to finance the budget. 

It was purely a mechanism to increase the reserves of the Bank 
Melli in banknotes. 

Mr. Mountarn. Do I understand that under Iranian law, to which 
you have referred, the Bank Melli had to keep on hand appropriate 
securities in the ratio of 1 for 1 for every note issued ? 

Mr. Date. I am afraid it’s a little more complicated, Mr. Mountain. 
After the war, from 1946 on, there were at least 4 or 5 pieces of legis- 
lation affecting the legal situation for issuing banknotes. In effect, 
every time they issued more notes they passed a special piece of legis- 
lation determining how the reserves for that particular slice of the 
issue were to be handled, and there were considerable differences in 
the various pieces of legislation on which the banknote issuance was 
successively built up. 

But as of the time when the Mossadegh government was in power, 
there was, first, a legal ceiling or limitation on the total issuance of 
banknotes of 7,800 million rials. That limitation said, in effect, 
“You cannot issue any more notes, regardless of how you back them.” 

As to what backing was required for the 7.8 billion, the legislation 
in effect added up to saying that something like 55 or 60 percent had 
to be gold, a slight additional amount in convertible foreign exchange, 
some amount backed by the presumed value of the Iranian crown 
jewels, and then some additional amount, equaling about 2.7 million 
rials, in Government debt or Government securities. 

Mr. Mountatn. The major backing, however, was in gold holdings 
and foreign exchange holdings; is that correct? 

Mr. Date. That's correct. 

Mr. Mounrarn. And at the time this transaction occurred, were 
the values of these holdings computed at the rate of 3214 rials to the 
dollar? 

Mr. Date. Actually, at the rate of 3214 rials per dollar, which was 
the par value established at the International Monetary Fund. 

Mr. Mountatn. What relationship did that par value have to the 
commercial value of the rial at the time? 

Mr. Date. It had very little, in effect. As far back as about 1948 
or 1949, the rate at which the rial was traded in for commercial and 
other business purposes had been as high as about 43 or so rials per 
dollar. At the end of the Mossadegh regime, when Mossadegh found 
it impossible to control the rate, it went up as high as 132 or so rials 
per dollar. This was a free market quotation. And shortly, within 
a matter of a few days after the Zahedi government came into power, 
it stabilized the rate at, I believe, 96 rials per dollar for commercial 
purposes. 

Thereafter, it went to 90 and subsequently to 82 rials per dollar, 
and is now, I believe, at 75. : 

Mr. Mountain. Well, in any event, at the point when this trans- 
action of note cover occurred, they had, did they not, gold and foreign 
exchange holdings of at least, approximately, 1 for 1 at this official 
rate of exchange? 

Mr. Date. By “official rate of exchange,” do you mean—— 
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Mr. MountTaIn. 32.25. 

Mr. Daz. Well, they had 4.2 billion rials out of a total note circula- 
tion of 7.8. 

Mr. Mountain. Will you tell us what their gold holdings were as 
of 1953? 

Mr. Date. In dollars they were approximately $138 million, I 
believe. 

Mr. Mountain. How much foreign exchange did they hold at that 
time in dollars? 

Mr. Date. You mean exchange including sterling holdings, for 
example, or a total equivalent ? 

Mr. Mountain. The foreign exchange equivalent dollars. 

Mr. Date. I am afraid I don’t recall that. Perhaps Mr. Bennsky 
has the figures among his papers here. Well, I might mention one 
thing: 

Mr. Mountain. Would it be on the order of 36 million; I believe is 
the figure that has appeared in some congressional presentations. 

Mr. Date. That sounds approximately correct, although actually 
for September 1953 it is perhaps somewhat high. I would put the 
figure closer to between 15 and 20 million, if my memory serves me 
properly. I think it should be mentioned here that the Bank Melli 
did not publish that figure; it was made available on a personal and 
private basis to people in the American Government. I do not believe 
there is a classification problem, but it is not a published figure as such. 

Mr. Mountain. Was the law subsequently changed, as far as the 
note issue goes and the backing required ? 

Mr. Date. Yes, it was subsequently changed ; during 1954, I believe, 
July 1954. 

Mr. Mountain. Did this change have the effect of allowing the 
same security base to back a larger issue of currency ? 

Mr. Date. Yes: to some extent it did, although the change in the 
law at that time did not allow a very great movement of that kind. 
It did allow some. 

Mr. Mountain. Mr. Chairman, I would like to ask one more ques- 
tion at this point. 

Do you know whether, in order to comply with Iranian law, the 
$10 million which we gave to back the Iranian currency had to be 
recorded as wholly ow ned by the Bank Melli ? 

Mr. Date. I think, in general, the answer is “Yes.” It’s kind of a 
difficult legal situation, I should judge, inasmuch as I assume that if 
you were e strictly defining Iranian law, you might come to the conclu- 
sion that the whole $10 million operation was ‘illegal from the stand- 
point of Iranian law, inasmuch as there was a legal ceiling on the total 
amounts of notes to be issued, and this had the effect of exceeding that 
ceiling. But in general terms, the security against which any currency 
was issued by the Bank Melli had to be owned by the Bank Melli 
outright ; yes. 

Mr. Mountain. So that the transaction involved a situation where— 
just forgetting for the moment the limit of currency outstanding—in 
order to issue these notes, there had to be a representation that the 
Bank Melli wholly owned this $10 million that stood behind this note 
issue, and that when the note issue was retired in the future, there had 
to be a sort of quitclaim arrangement, a deeding back to some other 
owner, the $10 million which had been used ? 

79239—56——53 
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Mr. Date. I think substantially that’s correct, although I would 
say that the fact that certain agreements were made as to what would 
in the future be done with the $10 million did not disturb the fact 
that during the time it was in the banknote reserve, the $10 million 
was owned by the Bank Melli in the sense that it was held, I assume, 
in the Federal Reserve Bank of New York for the account of the 
Bank Melli. 

Mr. Mounrtarn. At the time this transaction occurred, was there 
a problem in connection with whether or not the Iranian Govern- 
ment would revalue the rial for export and import purposes? 

Mr. Date. By “revalue,” you mean reduce the number of rials per 
dollar ? 

Mr. Mountarn. Yes. 

Mr. Date. Yes; there was at all times during the fall of 1953 and 
into the early part of 1954 that danger. 

Mr. Mountarn. Did this have the effect of causing holders of rials 
to delay purchasing foreign exchange with those rials? 

Mr. Date. It did. 

Mr. Mountain. Did this contribute to the shortage that the Bank 
Melli had in rial holdings ? 

Mr. Date. This was certainly one of the factors which at various 
times had a contributing effect; yes. 

Mr. Mounrarn. Did they eventually revalue the rial? 

Mr. Date. Yes, they did; several times. 

Mr. Mountarn. They did, about 3 or 4 months after this point; 
did they not? 

Mr. Datz. Yes; they did in December 1953 revalue to 90 rials per 
dollar, and then again in February 1954, or perhaps it was March, 
they revalued to 84, I believe it was. 
yee Bennsky. I know they revalued to 84. I wonder if it was 
August. 

Mr. Mounrarn. At this point, did the rial balances of Bank Melli 
improve? 

Mr. Date. Yes; on both occasions they improved rapidly. 

Mr. Harpy. I think this is a good place to stop. 

The committee will stand adjourned until 2 o’clock. 

(Whereupon, at 12:35 p. m., the subcommittee recessed, to recon- 
vene at 2 p. m., the same day.) 


AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Mr. Dale, will you please come back here, and Mr. Bennsky ? 

Let the record show the presence of Mr. Reece and myself, consti- 
tuting a quorum. 


FURTHER TESTIMONY OF WILLIAM B. DALE, STANFORD RESEARCH 
INSTITUTE; ACCOMPANIED BY GEORGE M. BENNSKY, OFFICE OF 
INTERNATIONAL FINANCE, DEPARTMENT OF THE TREASURY 


Mr. Reece. There was one question which will not provoke a long 
discussion, I think, but from all you said about the Iranian Gov- 
ernment and your relations with the fiscal department of it, I drew 
the conclusion that for all practical purposes there was no budget 
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or at least it was never a budget that presented a proper fiscal picture. 
Is that correct ? 

Mr. Date. I would not myself go so far as to say there was not 
a budget, but the whole complexion of budget procedures and so 
forth, under which the budget is administered, leaves so much to 
be desired by Western standards that it falls far short of what we 
would want to establish. 

Mr. Mountarn. Mr. Dale, at the close of this morning’s session, we 
had been discussing some of the transactions in connection with this 
$10 million note cover. 

It would be helpful to the committee to know how the repayment 
of this $10 million was provided for in the initial undertaking. 

Mr. Date. The agreement under which the $10 million was placed 
in the Iranian note cover constituted, in effect, a purchase of Iranian 
rials by the United States Government for use in connection with the 
requirements of the United States Government for the point 4 
program. 

There was a provision in the agreement that gave them the $10 
million for the Iranian authorities to turn over to the emergency aid 
account, the famous account 30824, a total of some 837 million rials. 

That figure derived from the commercial exchange rate of 83.7, the 
effective rate which was in force, I believe, at that time. 

I don’t have the agreement before me, but in any case the 837 
million rials were to be paid according to a schedule which ended, 
I believe, in June 1954. 

Mr. Mountarn. This schedule was a repayment, or not a repayment 
but a payment by the Iranian Government to the aid account, 30824? 

Mr. Date. That’s correct. 

Mr. Mountarn. Is it correct that this aid account was the account 
into which all budgetary assistance funds were placed ? 

Mr. Date. Yes. 

Mr. Mountain. And there was a schedule according to which the 
Iranian Government was to deposit rials into this account ? 

Mr. Date. Yes; that’s correct. 

Mr. Mounta1n. Was there any direct relationship between the pay- 
ments of the Iranian Government to the retirement of the note issue? 

Mr. Date. I believe there was no direct relationship established 
by the agreement itself. 

The agreement, as I recall it—and, of course, it’s been well over a 
year since I looked at it—basically made two provisions; one that the 
Iranians would make the scheduled payments of rials into the aid ac- 
count, as I have described; and, secondly, that eventually the dollars 
themselves would be retired from the issue department of the Bank 
Melli and would be used for the importation of the type of commodi- 
ties into Iran which were approved by, at that time, FOA, and under 
procedures which would be reasonable procedures for that kind of 
importation with aid funds. 

But I don’t believe there was any schedule specified by the agree- 
ment under which the dollars themselves had to be released from the 
note cover. 

Mr. Mountarn. And under this agreement, under this transaction, 
who would wind up as the eventual owner of these dollars? 

Mr. Date. Well, tracing it through all the way, after this original 
transaction took place, the Bank Melli held the dollars. 
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To reverse the transaction, the Government would take its blocked 
account in the banking department of the bank; with that, it would 
purchased 32214 million rials in physical banknotes; would take them 
to the issue department and with that amount would buy the $10 
million back. 

At that point, the dollars would be the property of the Government. 
The Government then had two options. It could either use them for 
importing for its own account, or it could sell them to the banking 
department of the Bank Melli at whatever the official promulgated 
comniercial exchange rate was at the time that the transaction took 
place. 

Mr. Mountarn. At one point at least in this process, it would be 
possible for the Iranian Government, after supplying the issue de- 
partment with the 322,500,000 rials to buy back the 510 million, to 
then deposit the $10 million to its own credit, as a foreign exchange 
holding in the banking department of the Bank Melli. 

Would that be possible? 

Mr. Dare, That was one of the options that the Government would 
have at that time; yes. 

Mr. Harpy. In any event, they were supposed to pay back this 
$10 million in rials at 83.7; is that right? 

Mr. Date. Yes; they had an obligation to pay that many rials 
into the aid account in consideration for the $10 million being ar- 
ranged for. 

Mr. Harpy. There was no obligation to return the dollars but to 
return the rials? 

Mr. Date. That’s correct. There was no obligation to return the 
dollars into United States hands. There was an obligation to use the 
dollars for imports into Iran under certain agreed types of conditions. 

Mr. Reece. The $10 million went into the joint fund account? 

Mr. Date. The rial counterpart of the $10 million did; yes, sir. 

Mr. Reece. Went into the joint fund account ? 

Mr. Date. I am sorry. The account 30824 was not a joint account 
as such. It was an account over which the Iranian Ministry of 
Finance had sole control. 

Mr. Harpy. Well, now, when these rials were paid into the account, 
were they paid in as host country contributions? 

Mr. Date. I am sorry, I don’t believe I can fully answer that. I 
don’t think they were, in effect, considered host-country contributions, 
so far as I can recall. 

Mr. Harpy. This $10 million of budget aid, actually was set up. as 
a loan, in fact, a temporary loan; isn’t that what it amounted to? 

Mr. Date. No, sir. Well—it’s a little hard to define. It could 
perhaps be defined as a temporary loan. 

I think it’s easier to think of it as a forward purchase of Iranian 
rials which then went into the aid account and became available either 
for budget support or for support of the point 4 type programs, or 
for what was called the impact program or a number of other things. 

Mr. Harpy. Well, the question in my mind was whether or not this 
837 million rials that were generated by this $10 million became the 
cash contribution which was made by the Iranian Government as its 
part of the point 4 program ? 
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Mr. Date. I just can’t fully answer, but I don’t believe that it was 
ever considered in any full sense as a contribution, since it did not 
really come from Iranian resources. 

Mr. Harpy. One of the things that worries me about it is that in 
testimony to the Committee on Foreign Affairs there was a breakdown 
given of the use to which this budgetary appropriation was put, and 
it was specifically stated that ‘ $10 million was used to support an 
Iranian note issue. 

Insofar as any information presented to the Congress is concerned, 
that was the end result. But as I understand this picture, that $10 
million generated 837 million rials, which were purchased—you called 
it an advance purchase—to come back into the aid account. Well, 
what happened to it then? I mean, is there anything to show what 
happened to it ? 

Mr. Daur. Then the only document which would tend to identify 
where it wound up is the planning t: able. 

And it’s not possible to identify this particular 837 million rials 
separately and to say that it went to budget deficit, or toward sup- 
porting the point 4 programs, or any particular thing. It come in one 
side ot the planning table, in effect, and a number of different types 
of expenditures went out the other side. But there is no way to 
identify preci isely which of the expenditures were financed by this 
particular 837 million rials that came in on the receipts side. 

Mr. Harpy. Weil, the thing that is bothering me, and maybe it would 
not fall within your knowledge, but reference is made to the $45 
million. This was a part of the original $45 million, as I remember it. 

Mr. Dar. Yes, sir. 

Mr. Harpy. That $45 million is broken down in this manner. The 
report to the Foreign Affairs Committee breaks that $45 million in 
this fashion: $10 million was turned over to the Iranian Foreign 
Exchange Commission to stimulate its imports and to generate rials 
for the Government’s use. That is for the Iranians’ use. The next 
was $10 million provided a temporary backer for a note issue, but 
that is all of the explanation that is made. This was in 1954. 

Then there was $10,500,000 used by FOA to purchase sugar. It does 
not say what happened to the rials that were generated by that. 

Mr. Date. Those came into the aid account also for budget support. 

Mr. Harpy. They came back into the aid account 

Mr. Date. Yes, sir. 

Mr. Harpy. What happened to them then ? 

Mr. Dar. You see the aid account, Mr. ry is a separate 
account of the Iranian Government at the Bank Melli. It’s an account 
dominated in rials. And into that account were placed all of the 
receipts which the Government had which were related to the Ameri- 
can aid program as a whole. For example, when sugar came in as a 
result of its purchase by FOA, and was then sold to wholesalers or 
retailers by the Sugar Bongah, the amount realized on that sale was 
placed in the aid account and then became available as rials for paying 
the Government’s deficit, or for other purposes specified by the 
so-called rial planning table. 

Mr. Harpy. The next item here is $14,500,000, which was made 
available to importers, Iranian importers, for purchase of essential 
goods. Now, they must have generated rials, too. 
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Mr. Date. Yes, sir; made available and were administered, in effect, 
by the Bank Melli for the account of the Government, so that when a 
private aa made a rial payment to the Bank Melli in order to 
purchase the dollars to import with, those rial payments were made 
directly into the aid account and also became available for—— 

Mr. Harpy. So that these steps that are enumerated here, these 
items of uses that I have just read and enumerated, as set forth in the 
hearing before the Foreign Affairs Committee, are merely inter- 
mediate steps in the application of this total amount to the general 
fund of the Iranian Treasurer-General. 

Mr. Date. I think that’s substantially correct, although the state- 
ments that you read, of course, are, with the exception of the reference 
to the $10 million that went into the bank note cover, the statements 
that you read do, in effect, say what the final disposition of the dollars, 
themselves, were. 

Mr. Harpy. That points out what the dollars were used for? 

Mr. Date. Yes; but not what the rials that were generated. 

Mr. Harpy. But not what the rials were used for after they had 
been generated by purchases in the United States? It did not neces- 
sarily mean purchases in the United States, but they were foreign ex- 
change, anyway ? 

Mr. Dax. Yes, sir; that’s right. 

Mr. Harpy. So, we still don’t know what happened to the $10 mil- 
lion that was involved in this thing and we would have to also draw 
the conclusion that in the ultimate, the rials generated by these dol- 
lars applied in blanket to the total governmental obligation in Iran. 

Mr. Date. The total financial requirements of the Government; yes, 
sir, that’s right. And, in the case of the $10 million that went into the 
note cover, it first went into the note cover. Evenually, in various 
stages, it came out of the note cover and at that stage was made avail- 
able, primarily, I believe, for private importers to import from various 
countries and, to some extent, for Government purchases, I believe, 
of sugar; isn’t that correct? I believe there was maybe a million or 
two that financied Government imports of sugar. 

But, in any case, the eventual use of those dollars was, of course, to 
pay for imports into Iran. 

Mr. Reece. The advance of this $10 million has been referred to as 
budgetary aid. As I see it, that is a misnomer. It was emergency 
financial aid granted in a dangerous situation with very grave politi- 
cal overtones. It was advanced for the purpose of implementing 
United States policy and objectives in that area, rather than in the first 
instance as a budgetary aid to the Iranian Government; is that 
correct ? 

Mr. Date. I think that was certainly the first objective; yes, sir. 

Mr. Reece. And for that reason, it was taken out of the President’s 
funds? 

Mr. Date. Yes, sir. 

Mr. Reece. I don’t have before me the amount of money that has 
been appropriated in the last 16 years to the President, but they have 
run into many, many hundreds of millions of dollars, and I felt that 
the money which was appropriated to the President, was appropriated 
to the President to meet these emergency situations, without having 
to go through all of the details and investigations that might be 
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necessary with ordinary appropriations, because there was an emer- 
gency that existed which involved United States policy, United States 
objectives, and the money was used for that purpose. 

And, the money appears to have helped to successfully meet the 
crisis that existed at the time, and, contrary to many of the items 
expended from the President’s fund, there was a repayment of what- 
ever nature may be ascribed to the payment, but a repayment did take 
place. +: ans 

Mr. Harpy. Is the gentleman trying to ascribe to me any inclina- 
tion to infer that the $10 million did not accomplish its objective ? 

Mr. Rerce. Oh, no; not at all. I hope the chairman won’t impute 
that to me. In fact, I was not referring to the chairman’s statement; 
that is, the statement that I made had no reference to the chairman’s 
statement but to this whole situation which we are discussing here. 

I had not looked upon this originally as a budgetary item in the true 
sense of the word. 

Mr. Harpy. That is what it is referred to by the departmental 
people. 

Mr. Reece. Well, as I said, in the true sense of the word, its primary 
purpose was to implement United States policy as I see it, and the 
solving or assisting in solving of Iran’s monetary problem was in- 
cidental to the purpose that we had in mind. 

Mr. Daz. I might say we gave the funds in such a fashion that the 
rials were generated and were used for financing the general financial 
position of the Government, but in such a fashion that it solved this 
particularly difficult crisis situation of lack of banknotes, and that 
was what we were faced with imminently 

Mr. Reece. And then, ultimately, in connection with the repayment, 
the other aid purposes were advanced. 

Mr. Date. Yes. 

Mr. Reece. So that we got, as I see it, double benefit from this ad- 
vance out of the President’s funds that we would not have gotten had 
we simply been utilizing $10 million of technical aid. 

What has been the course of Iran’s financial situation since 1953? 

Mr. Date. Well, I think it improved considerably and rather con- 
sistently, Mr. Congressman, up until, certainly, the end of 1954. It 
was about the end of 1954 that I, myself, discontinued very intimate 
contact with the situation in Iran, and I wouldn’t be in a position to 
say very much about what has happened since. 

Mr. Rerce. Well, no doubt it has improved a great deal since 1953, 
and, at the same time, as I understand, since the new government 
came in, that a great many things had to be done to satisfy the peo- 
ple in the way of raising salaries and promoting the interests of the 
people in different ways, undertaking to raise the standard of living 
or at least making the necessities more available to them, and it is 
my impression that what we did during that interim in there created 
the base upon which this more solvent and better budgetary situation 
has developed. 

I just wonder if that is the case. 

Mr. Date. It would be my personal belief that that was true, and 
particularly with reference to the $10 million banknote transaction, 
and I think many of my colleagues who were in Teheran at that time 
would agree. This was in effect the turning point. Up until then it 

vas, I believe, touch and go as to whether the new government could 
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survive financially, and it was my feeling that when we completed 
this transaction, there was after that never nearly as serious doubt. 

Mr. Reece. I am not very familiar with how these President’s funds 
are handled, but my surprise was here when we began to develop this 
advance of $10 million was that there had not been a repayment made, 
that no repayment had been provided for when the advance was made; 
and it developed, as I say, to my surprise, that when the advance was 
made provision was made for the repayment and repayment was 
made. 

It would be my feeling that the use of $10 million out of the Presi- 
dent’s fund for that purpose would very well have been justified with- 
out providing for any repayment. 

But, as I say, I am not well versed on what the authority back of 
the President’s fund might be. 

Mr. Harpy. If I might make an observation to the gentleman on 
this particular point, insofar as I am personally concerned, the thing 
that I want most of all is to understand what did happen. I think 
that that is the responsibility of the committee, to try to find out. 

Now, it has not been clear in any testimony that I have heretofore 
heard as to what happened to this $10 million except that it was used 
to support a note issue and that it had served its purpose admirably in 
that regard within a very short period of time. I believe that the tes- 
timony of Mr. Dale bears out that it had served its purpose. 

And, since there was nothing to indicate what happened to the 
money after it had served that purpose and was no longer needed for 
that particular purpose, it seemed to me to be pertinent to inquire 
as to what happened to that $10 million. 

Now, I would like to point out one other aspect of this matter since 
the gentleman has raised this particular question. 

In the hearings the distinguished ranking member of the commit- 
tee, Mr. Vorys, had this to say, and I am quoting from page 498 of 
the hearings before the Foreign Affairs Committee on the Mutual 
Security Act of 1954. 

This is referring to the same funds that we are talking about, the 
same $10 million: 

If it was budgetary assistance, we understand that around this table. We 
voted $400 million budgetary assistance for France to have the Navarre plan 
work out in Indochina. At least we understand what you mean by that. 

However, this book doesn’t tell that. Maybe it shouldn’t be said, but I am 
just curious myself to know why it took $45 million. 

Now, he is talking about this same $45 million that we are talking 
about here. 

He says: 

Could we have done it with $4,500,000— 
this is Mr. Vorys raising the question— 


Why didn’t it take $90 million? Who made the deals? Who decided on how 
much they got, and what kind of things? 

Now, there is Mr. Vorys asking those questions. _ 

Mr. Reece. Which $45 million? We are referring to $10 million 
now. 

Mr. Harpy. $10 million is a part of the $45 million. The amount 
that was involved in this original grant was $45 million; $10 million 
of that we have been talking about. 
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Now, Mr. Byroade then answered Mr. Vorys. He said: 
Both the Ambassador and the economic people there, Mr. Stassen’s people— 
and I am reading from the hearings— 


all recommended a minimum of $67 million for that first shot. In Washington 
here, trying to figure out where the money was coming from, we took a chance 
on cutting it down to the $45 million. It was an arbitrary thing. 


By 


Now, that is the statement of Mr. Byroade in the hearings before 
the Foreign A tfairs Committee. 

Now, then, Mr. Vorys comes back into this picture. After he gets 
the details that I read’a few minutes ago showing the $10 million for 
the note issue and the breakdown of the other items, he said: 

I think we have the details of how much we spent for this and how much we 
spent for that, but I wonder who is assuming that we understand the success 
story, the cause and effect, and so forth. We finally have had to drag it out of 
witnesses who, I would think, beginning with Mr. Stassen, would be bursting 
to tell about it. 

And, as of until right now, nobody knew what happened to that $10 
million after it served its purpose as a support for the note issue. We 
hi ve just ; gotten that story here today. 

Mr. Reece. But as I interpret Mr. Vorys’ question there, he was in- 
terested in knowing that it was given as a grant to serve as a basis for 
a note issue to bolster the Iranian currency, and the question about it 
being paid back hasn’t entered his mind. ‘That is what I am surprised 
at, the fact that we entered into an agreement under which it was paid 
back. 

Mr. Harpy. Well, maybe the gentleman feels that after it was paid 
back it was paid back into the fund to be used further by the Iranian 
Government, which may be all right, but if it was going to be budg- 
etary aid, presumably it would have to be s sp vent by the Treasurer Gen- 
eral. But how did it get back into his hands 

And until we got the story from Mr. Dale Mae this morning, nobody 
ever knew whether he got it back or not. 

Mr. Reece. That is what I was surprised at, that he did get it back. 

Mr. Harpy. Where did you think it was going to go? 

Mr. Rerce. I thought it became a permanent part of the eeonomy— 
of the Iranian economy. 

Mr. Harpy. Well, now, just let me read what I read a little earlier. 

A few weeks later another $10 million was provided as a temporary backing 
for a note issue. 

Temporary—the word “temporary” was the word that caught my 
eye. Maybe it did not catch anybody else’s but I wondered what hap- 
pened to it after it served its purpose. 

Mr. Reece. I think it is very good to find out. I am not in dis- 
agreement about that. I am just expressing my commendation of 
the fact that they did get it back, and got it back into serving another 
purpose, an additional | purpose, I should s say. 

Mr. Date. If I might volunteer, Mr. C hairman, I hope there isn’t 
any misunderstanding. The funds were paid back in the sense, as 
you correctly pointed out, that they became available for [Iranian 
expenditures. No fund related to the $10 million as far as I know, 
ever came back into United States hands. 
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Mr. Harpy. That is true, and that is one of the things that I am 
awfully glad to find out, because I made reference to this on the floor 
of the House during a debate recently, and the chairman of the For- 
eign Affairs Committee could not clear it up, and neither could any 
other member of the committee. 

So, that was one reason I wanted to try to understand what did 
transpire, and I believe we have gotten the facts on it. 

All I am after is trying to get the facts, notwithstanding the fact 
that some people seem to want to read into the questions that are 
raised some ulterior purpose; but I will have my conclusions after I 
get all the evidence in, and not before. 

Mr. Reece. Now, Porter, I am not reading any inferences into your 
statements. 

Mr. Harpy. You and I can work those out between ourselves. Even 
Mr. Warne tried to do it yesterday, and now you are trying to do it. 

Mr. Reece. Now, Porter, don’t go too far with those things. 

Mr. Harpy. Well, all right; the record will speak for itself. 

(Discussion off the record. ) 

Mr. Harpy. Back on the record. 

Mr. Mounrtarn. Mr. Dale, I believe there was some mention made 
earlier about the position of the Government since the start of our 
aid. 

Do you or Mr. Bennsky have figures there which would show the 
position of the Bank Melli as far as its reserves go over a period of 
years, both before and after our aid? 

Mr. Date. I think Mr. Bennsky has some figures available. 

Mr. Bennsky. What reserves are you talking about, Mr. Mountain? 

Mr. Mountatn. You have, I believe, figures published by the Inter- 
national Monetary Fund which show the central bank reserves in mil- 
lions of United States dollars. I believe they show gold and foreign 
exchange holdings of the Bank Melli. 

I think it would be helpful to the committee to have a running 
account of these holdings, if they go back as far as 1950 or 1948, just 
to read the totals each year. 

Mr. Bennsky. Allright. First, in gold 

Mr. Date. Did you want the total of gold and the foreign exchange? 

Mr. Mountarn. Why don’t you just read them off ? 

Mr. Bennsky. This is total for 1948. 

Mr. Mountarn. Is that calendar 1948 ? 

Mr. Bennsky. It is the end of the calendar year so that would be 
the 20th of December 1948, roughly the end of December—273 mil- 
lion. 

Mr. Mountatrn. These are holdings in 1948 ? 

Mr. Bennsky. That’s right. 

Mr. Mounvarn. Total holdings or just gold ? 

Mr. Bennsky. No, that’s total gold and foreign exchange: 1950, 
$252 million; 1951, $196 million; 1952, $177 million; 1953, $185 mil- 
lion ; 1954, $186 million ; 1955, $205 million. 

And, we don’t have anything that far along in 1956. 

Mr. Mountain. There is a sharp drop in holdings from 1948 to 1950 
= another sharp drop from 1950 to 1951. Can you explain these 

rops? 

Mr. Date. I might mention that one thing that had a very signifi- 
cant effect, as I recall, going into the background of Iran, was that 
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in 1949 there was a very bad harvest year in Iran, among other Mid- 
dle East countries, and that in that year very substantial amounts of 
foodstuffs had to be imported that weren’t normally imported when 
the harvests were good. 

I think, in addition, after 1949 or 1950, there was both a tendency 
for the Government budget deficit to increase somewhat, and a tend- 
ency for total imports to go up somewhat. 

Mr. Mountain. And that would partially explain the drops in 
these holdings ? 

Mr. Date. I believe so; yes. 

Of course, after the nationalization of oil in 1951 there was a new 
and much more important factor that came into play there, but your 
question was directed, I assume, to the period before that took place. 

Mr. Mountatn. What was the factor that came into play with the 
nationalization of oil ? 

Mr. Date. Well, in the period up to March 1951 when oil was na- 
tionalized, the Anglo-Iranian Oil Co. made quite substantial payments 
in sterling to the Iranian Government as royalties for the privilege 
of taking oil out of Iran, out of Iranian soil, and transporting it into 
its international marketing system. 

Those amounts that were paid to the Government served two pur- 
poses, both of them somewhat analogous to the purposes that United 
States aid served, starting in 1953. One was, of course, that it bol- 
stered the foreign exchange position and enabled the country to achieve 
a level of imports that was consistent with its economic requirements; 
and the other one was that it enabled the Government to finance the 
local currency expenditures that it required or felt were necessary 
for either budgetary or economic development purposes. 

Mr. Mountain. Well, looking across the schedule of these figures 
which Mr. Bennsky has read for us, could it be said at any time in this 
period from 1948 through and including the period of the Mossadegh 
regime, that the Bank Melli was in a weak position ? 

Mr. Dax. Yes; I believe it could, although I believe that the figures 
as they are added up here do not fully reveal the difficult situation in 
which the Bank Melli found itself. 

You will recall that when we talked about the issue of currency, it 
appeared that somewhere in the neighborhood of $140 million to $150 
million of the total gold and dollar holdings were, so to speak, pigeon- 
holed in the Issue Department of the Bank Melli. They were by law 
placed there and by the same law they were not available for financing 
imports into the country. 

Consequently, only what remained above and beyond those amounts 
that were placed in the note issue were available for normal importing, 
for commercial requirements. 

On many occasions, and particularly toward the end of the Mos- 
sadegh regime, the balances of foreign exchange that were not legally 
committed in this fashion grew quite small. It’s also true that during 
the last year or two of the Mossadegh regime it was necessary, by 
various devices, to cut imports far below what they had previously 
been in order to keep the foreign exchange balances that were available 
for imports from running out completely. 

Mr. Mountain. Were these figures which have been read to us totals 
that included both the Issue Department and the Banking Depart- 
ment ? 


Mr. Date. Yes. 
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Mr. Mountatn. Do you have any figures which break out the Issue 
Department ? 

Mr. Bennsxy. There are no public figures that break out the Issue 
Department. I mean that breakout Issue and Banking Departments 
as such. The Iranians made available these figures to us in pretty 
considerable breakdowns to help us in delineating the financial prob- 
Jem that faced Iran, but they made them available on the basis that they 
were not published figures. They gave a breakdown here of what their 
total gross holdings are. 

Mr. Date. I think it’s fair to say that all of the holdings, other than 
gold, are primarily not committed to the note issue, but it’s not true 
that they are all of that description. 

Mr. Reece. They have taken out of the crown jewels, have they not ? 

Mr. Daz. The crown jewels are still in the note issue and always 
have been, but they are not included in these figures. 

Mr. Mountarn. Could you state from your examination of their 
note issue department that, as far as their note issue was concerned, 
their reserves remained fairly stable throughout this entire period ? 

Mr. Dare. Yes, there was one transaction in either 1950 or 1951 
under which I believe 14 million pounds sterling was taken from the 
note issue and replaced with Government debt. 

Aside from that transaction, to the best of my knowledge, there 
was no reduction or change of any kind in the gold or foreign exchange 
held by the Issue Department. 

Mr. Harpy. One of the things that seems to me in this whole prob- 
lem is just the question of whether or not there was another answer 
to this problem that was a reasonable and feasible answer. For in- 
stance, the note issue that involved this $10 million, I believe it was 
indicated in the testimony this morning that actually that $10 million 

sroduced a note issue which may have been above the legal limit of 
issue then authorized, and that it was needed because rials were not 
flowing into the bank. 

Is that substantially accurate ? 

Mr. Dax. Yes,sir. Just one point of clarification. 

The amount above the legally authorized ceiling had already been 
issued by Mossadegh in the amount of three-billion-odd rials. The 
counterpart of the $10 million was a further additional increase be- 
yond the Mossadegh amount also. 

Mr. Harpy. But the significant part to me seemed to be that after 
there was an adjustment of the official exchange rate, the rials began 
to flow back tothe bank. Isn’t that right. 

Mr. Date. Yes, at least to a much more marked extent than they 
had previous to that. 

Mr. Harpy. So that one of the major problems that was then in- 
volved was an artificial rate of exchange which caused people to stay 
away from the bank with the rials; is that right ? 

Mr. Date. Yes, sir 

Mr. Harpy. To put it in every day parlance. 

Mr. Date. I think that is substantially right, and among those, 
what you might call artificial or psychological conditions, at Iéast, 
that kept the people away from the bank with the rials, was the matter 





of the exchange rate, in association with the matter of how much the 
bank had in foreign exchange to deliver to the people. 
That was only one, however. 
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Mr. Harpy. It may be that a realistic adjustment of the exchange 
rate would not of itself have been a suilicient stimulant to create the 
flow of currency again into the bank, but that was one factor: and 
then we get to the question as to whether a portion of their trouble 
was based on an unrealistic ratio required in their support for the note 
issues, 

Mr. Dare. I think tl a is also a pertinent point. 

Mr. Harpy. That 3214, | believe, is your rate there, against an of- 
ficial rate of exchange of 83.7. 

Mr. Dae. It was 83.7 in terms of the effective exchange rate. It 
was a rather complex situation toward the end of 1953. 

Mr. Harpy. That was the exchange rate that the Government itself 
recognized ¢ 

Mr. Dar. Yes, it did. 

Mr. Harpy. So that you had an artificial situation in there that gave 
them an awful tight money picture, isn’t that right? 

Mr. Date. Yes, sir; on both these counts; that is, the count of adopt- 
ing an exchange rate somewhat more appropriate to their econonnc 
circumstances, “and the count of having a large portion of their gold 
and dollars salted away in their issue accounts. 

On both of these points we spent a great deal of time with Iranians 
and with ourselves, trying to reason with the Lranians to get them to 
adopt what seemed to us more realistic policies. 

Mr. Harpy. Well, i am certainly not going to pose as a monetary 
expert and say that they should have made the rate this figure or 
that figure or what not, but I am trying to understand whether or 
not this actu: ally did play a substantial part, because if they had gold 
and foreign exchange to support their outstanding notes on a basis 
of 3214, an exchange rate of 3214, and the actual exchange rate was 
between $0 and 100, they could have supported between 2 and 3 times 
as much outstanding currency. 

Mr. Dare. You are quite correct, and- 

Mr. Harpy. There may have been other . factors that would have 
entered into that which would have made that undesirable, maybe 
political, maybe internal political, but from the standpoint of a realisti: 
relationship of their exchange rate to their reserve holdings, it seems 
that it would have been a poss! bility. 

Mr. Dar. Yes, sir; that’s quite right. 

Mr. Harpy. Mr. Warne wants to say something. 

Mr. Dare. If I might make one remark, viewed from the purely 
technical financial sts ndpoi nt, some of the policies which the Lranian 
Government at that time adopted in relation to its exchange rate for 
commercial transactions and in relation to its reserves for note cover 
purposes, may seem skewed to Western eyes. 

I think it must be understood in connection with the political situ- 
ation as it then existed in Iran. it was extremely difficult, they felt, 
for them to move from the political and psychological standpoint. 

Lam sure Mr. Warne could add much to that. 

Mr. Warne. I just w: = to make one point here. 

Mr. Dale has spoken of a legal basis on which the note cover hai 
been arranged. It must * hen »pt in mind that the Majlis, which is the 
Iranian Congress, had resigned and was no longer in existence, 2nd 
it wasn't until a new Majlis was elected, about March of 1954, thai 
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there was a body to whom the problem of revising a note cover could 
be taken. 

So, we had an interim period there when from a legal point of view 
there wasn’t any means of modifying the note cover requirements. 

Mr. Harpy. Well, even if there had been a means of doing it, there 
might have been other factors in the picture. 

Mr. Warne. There certainly were psychological factors. 

Mr. Mountarn. As to the exchange rate, Mr. Dale, for commercial 
transactions, did this require an act of the Majlis, a change in the ex- 
change rate ? 

Mr. Date. Yes and no. I am afraid that will require a little ex- 
planation, Mr. Mountain. 

The legal so-called par value of the Iranian rial, as agreed and 
stated to the International Monetary Fund, was, and I believe still is, 
3214 rials per dollar. To change that rate would, and still would, 
require Majlis action, specific legislation. 

However, for a number of years, at least as early as 1948, legisla- 
tion was passed under which the executive branch of the Iranian Gov- 
ernment did have the authority to undertake or to authorize the Bank 
Melli to undertake commercial transactions with private people at 
rates above the 3214 rate by virtue of making them pay both 3214 
rials for each dollar they got, and also to buy a certificate which cost 
varying amounts, so that the total effective rate at various times was 
considerably higher. 

Mr. Mounratn. In the fal] of 1953 were there any public state- 
ments by the Bank Melli or any Iranian Government authority that 
they were going to peg the commercial exchange rate at a given level ? 

Mr. Date. Yes, they did in fact peg it at least twice during the lat- 
ter part of 1953, I believe, once within a few days after the Zahedi 
government replaced the Mossadegh government. 

A statement was made under legislation which had been passed 
in June that the commercial rate was being stabilized at 96 rials per 
dollar, and that it would be maintained at that level at least up until 
December 21, 1953. 

That statement had the effect of tending to solidify that exchange 
rate, but it also tended to build some expectation that on December 
21 the situation might become somewhat different. 

Mr. Mountarn. By whose authority could the exchange rate be 
varied after December 21 ? 

Mr. Daz. By the authority granted to the Iranian executive, I be- 
lieve, under a statute that was passed in June 1953 by the then duly 
constituted Majlis. That was an executive decision in effect. 

Mr. Mounrarn. So that it would not have required a reconvening 
of the Majlis to change the commercial exchange rate ? 

Mr. Datx. No, sir, they changed it several times without the Majlis 
being in session. 

Mr. Mounrarn. I think that is the only point on this subject I 
wanted to develop, Mr. Chairman. 

_ There are other questions for Mr. Dale on the planning table that 
J] would like to proceed with. 

Mr. Reece. I might ask another question: The fact that the emer- 
gency aid was reduced from $60 million in 1954 to $35 million in 1956 
indicates an improved situation over there, I should say. 
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Mr. Date. Yes, sir, it indicates an improved situation, particularly 
of course because the oil revenues are now being realized by the Gov- 
ernment. 

Mr. Harpy. Anything further on this point? 

Mr. Rerce. No. 

Mr. Harpy. Go ahead. 

Mr. Mounrtarin. Mr. Dale, you referred to account 30824, and that 
expenditures were made out of that according to a planning table. 

Please describe what this planning table was and how it originated ? 

Mr. Daz. The planning table was a table under which we set down 
various categories as to what types of transactions of United States 
aid dollars would generate rials, at what month those rials could be 
expected to come into the account, and then, on the opposite side, what 
the various types of expenditures from the account would be, and in 
what month those might be expected to take place. 

Of course, as we advanced, a portion of the table became historical 
so that we could tell for past periods just what did come in under the 
various headings and what did go out under the various headings. 

The origin of the table was in several ways somewhat different from 
the eventual use to which it was put. I recall that when I first went 
to Teheran in September 1953, one of the first jobs was to try to figure 
out how quickly rials could be generated, both because the Govern- 
ment had to pay its employees and so forth, and because we had to hope 
that rial banknotes would come into the Bank Melli, since that was 
a difficult problem. And, in addition, because in order to combat 
inflation, which became a serious problem, a very serious one, we had 
to hope that we could raise the level of Iranian imports and end the 
inflationary problem. 

The planning table in its initial conception, therefore, was a docu- 
ment for our own internal use. It was simply an effort on our part 
to put down in tabular form our own estimates as to when and how 
and for what the rials would be generated and would be expended. 

Mr. Harpy. Let me interrupt you just a second there. 

Then, the planning table in theory should have indicated the pur- 
pose for which the total rials in this account were expended, whether 
they were derived from the sale of sugar or from the sale of foreign 
exchange or what not; is that right ? 

Mr. Date. Yes, sir; that’s right. There was no segregation of one 
type of revenue for one type of expenditure. 

Mr. Reece. When the planning table was formulated, was it your 
idea that it would be adhered to strictly, or would there be variations 
as the situation changed ? 

Mr. Date. I don’t believe it was ever the intention that it would 
become an inflexible document that had to be adhered to. For one 
thing, we recognized immediately that it would be impossible for us 
to predict with full accuracy just how many rials would be in fact 
realized from importers wanting to import. This is something you 
have to take an informed guess at. 

Mr. Mounrarn. So it was not used as a device for control of expen- 
ditures ? 

Mr. Dats. As the program went forward, and I find it very diffi- 
cult to date this transition, as the program moved forward, it became, 
I think, not particularly by virtue of any action on our part, it became 
an instrument of control. 
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I think, generally, it happened this way: After we had worked on 
the planning table for the first $45 million for perhaps a week or two, 
we took occasion to discuss it in some detail with the Iranian officials 
that we were working with in a group that was called the finance com- 
mittee consisting, on the Iranian side, of the Finance Minister, the 
Treasurer-General and the Governor of the Bank of Melli, and so 
forth. And a little later it became a regular topic for discussion, since 
it became a useful device for both sides to try to see where we were 
going, again without being too inflexible about it, but simply to give 
each of us as informed a judgment as we could get as to where the 
rials were going to be generated from and where they were going to go. 

Still, it happened, as frequently happens, I think, to ministers of 
finance, that the Iranian Minister of Finance was undergoing very 
considerable pressure from ministries and military forces, and so 
forth, for increases in their expenditures; and the argument was quite 
naturally used: “You have all the money from the American aid 
program, why not spend some more on our favorite project ?” 

He tended more and more, I think, to use the planning table to 
show to these people and say, “We have it pretty well scheduled out 
what the aid has got to be used for, and as you can plainly see, I simply 
have no more rial resources in sight to undertake your project.” 

And, in that fashion, the table more and more became, in the hands 
of the Finance Minister, his own instrument of control, his own way 
of keeping his budget as much under control as it was possible to keep 
it under control. 

Then, I think the final stage came when there was a point, I believe 
in 1954, when it was formalized somewhat more in that the estimated 
figures represented by the planning table were signed by the Finance 
Minister, usually on the one hand, and Mr. Warne on the other, as 
representing a document that both agreed to in terms of its being a 
table of where they judged they would be going; so that it became 
somewhat more formalized and even a more effective method of con- 
trolling what was happening to the Iranian budget and to the extra- 
budgetary items that are also included in the planning table. 

Mr. Mounrarn. In this third stage, then, it was a schedule under 
which limits were placed on the withdrawals for specific purposes: 
is that your statement ? 

Mr. Darr. Yes. 

Mr. Mountain. So that it represented an agreed-upon position be- 
tween the mission and the Iranian Government as to the expenditures 
to be made within a given period that were not to be exceeded ? 

Mr. Darr. Yes. Although I have no specific recollection of that 
happening, but I am sure that in the event of an emergency in which 
the Iranians should have succeeded in convincing the mission that a 
given figure for a given purpose was too small for good and suflicient 
reasons, then the planning table would have been revised. 

Mr. Movuntatn. Yes; but that would be a joint operation, however. 

Mr. Dar. That would be a joint operation; yes. 

Mr. Mountatn. Do you know at what point in time this third stage 

yas reached ? 

Mr. Date. I am afraid that I can’t date it very accurately, but I 
would suppose that it had been reached, let’s say, certainly by about 
the end of the Iranian fiscal year, which would have been in March 
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1954. This was evolving all during the period from September to 
March and I would say, somewhat tentativ ely I guess, that this latter 
stage had been reached probably by March or so. 

Mr. Mounrarn. So that in March of 1954 we actually had a plan- 
ning table which was agreed upon, an agreed-upon document of con- 
trol of expenditures of these aid funds ? 

Mr. Dats. Yes. Actually, of course, the planning table was a series 
of successive planning tables every so often—at least ev ery month and 
frequently every week modifications were agreed. 

Mr. Mountain. Did the planning table provide an accurate control 
over the expenditures, and, as a planning document, was it an efficient 
planning document ? 

Mr. Date. It was, I think, as efficient a planning document as we 
probably could have hoped for in those circumstances. 

It is, of course, only fair to say that some of the categories of ex- 
penditures that were carried on the table were rather broad in nature, 
the most important of which was the expenditure for the broad pur- 
pose of financing the Government deficit of Iran. 

Although we got as much information as we could about the Iranian 
budget, we found that within the limitations we had of trained people 
it was not feasible for us to go deeply into the budget and to find specifi- 
cally each and every item in the budget which made up the whole com- 
plex that resulted in the deficit we were financing. That was simply 
too large a job, much too complex. And, as I say, we did our best, but 
it wasn’t possible to do all of it. 

Mr. Mounratn. Is it your statement that this planning table gave 
control over these expenditures of funds in broad categories ? 

Mr. Dax. In broad categories; yes. 

Mr. Mountain. Actually, detailed expenditures could not be checked 
from this type of document ? 

Mr. Darr. That’s correct. 

Mr. Mountain. Did this document provide a basis for determining 
the budgetary and extrabudgetary expenses or expenditures of the 
Government of Iran ? 

Mr. Darr. Do you mean from our standpoint or from the Iranian 
Government’s ? 

Mr. Mountain. From our standpoint. Could we tell from this docu- 
ment what expenditures—what budgetary and extrabudgetary ex- 
penditures were being made by the Government of Iran? 

Mr. Dare. Not always directly. For example, in regard to the 
budget itself, the item that we carried on the planning table was only 
the budget deficit financed from account 30824. That meant that this, 
of course, was the net of receipts and expenditures on the Government 
budget. 

So, that did not give the total amount of Iranian Government 
expenditures, although we, of course, had as current information on 
that subject as the Treasurer General could provide to us. 

Similarly, with regard to special extrabudgetary expenditures of 
the tobacco and cereal administration. The items that we carried on 
the planning table were those expenditures which were financed from 
this account 30824. The actual expenditures in total for those pur- 
poses might have been somewhat larger since they might have been 
financed from other accounts or other mechanisms from United States 
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aid, but, again, so far as information and time and manpower were 
available, we kept abreast as best we could of the total situations of 
those agencies. 

Mr. Mountain. Well, in determining what expenditures were to 
go to what purposes, is it your statement that these expenditures were 
determined on the basis of deficits that had to be made up? 

Mr. Date. At least in regard to the budget itself and the two im- 
portant bongahs, from our standpoint, covering tobacco and cereals. 
That’s correct. 

Mr. Mountain. Where did you get the figures for the deficits? 

Mr. Date. From the Treasurer-General. 

Mr. Mountain. In other words, this planning table sets forth what 
their needs were, as stated through the Office of the Treasurer General, 
for various governmental purposes ? 

Mr. Date. As stated iaaaeh that Office and as looked at and care- 
fully screened by us from the experience that we had gained in the 
interim in operating this program; yes. 

Mr. Mounta1n. So that the planning table, plus your examination 
of the Government budgetary situation, would enable you to get a 
fairly total picture? 

Mr. Date. Yes. 

Mr. Mountarn. To the extent that that examination was effective 
and accurate ? 

Mr. Daur. Yes; that’s correct. 

Mr. Mounratn. There has been testimony, Mr. Dale, that there was 
a need to generate local currency by the use of sugar imports. 

Is it true that the Sugar Bongah was able to furnish local currency 
to the extent of 50 percent of agreed upon price for sugar immediately 
upon execution of the agreement which was made, I think, 6 or 8 
weeks before the sugar would arrive? 

Mr. Date. I recall certainly that the Sugar Bongah was able to 
furnish a fairly substantial portion. Whether it was 50 percent im- 
mediately I can’t recall accurately. 

Mr. Mountarn. I think we have just one question. There are sev- 
eral transactions in which a downpayment in rials was needed by a 
bongah or other purchaser. Now, the question about generating rials 
against that leaves a gap in our information. How, if the economy 
or if those Government agencies were short of rials and we undertook 
arial generating program, do we account for the fact that in so many 
cases there was a downpayment in advance of putting the commodity 
into the market ? 

Mr. Daz. This, I think, is a problem which, to some extent, is simi- 
lar to that pointed out by the shennan a while back with relation to 
the foreign exchange that was salted away in the issue department. 
There were a large number of accounts which the various agencies of 
the Government of Iran had with the Bank Melli, many of which were 
allocated to special purposes and could be used for no other under 
existing law, and this meant that it was quite conceivable for certain 
amounts of money to be in existence in Government of Iran accounts, 
but still not to be available legally and, in effect, politically available 
for financing the budget deficit. 

Your citation of the Sugar Bongah money is a case in point. Those 
funds were by law segregated and allocated, I believe, for the purchase 
of sugar and for that only. 
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To my knowledge, the Sugar Bongah at this early period as an in- 
stitution was not terribly short of rial funds. But the Sugar Bongah 
through this sugar-purchase arrangement was in a position to pro- 
vide rial deposits, turn them over to the Treasurer General for gen- 
eral use in financing the budget. 

This was a problem that we ran into a number of times. There 
were accounts that under a more highly developed system of central 
government accounting might possibly have been used more effectively, 
but in the existing circumstances, it was not possible to undertake a 
thoroughgoing accounting reform. 

Mr. Mountain. We had some testimony early in our hearings about 
a thing called a circle transaction. I believe this has considerable 
monetary aspects to it. 

Can you describe for us what a circle transaction is? 

Mr. Date. I hope so. I believe a circle transaction could be de- 
scribed, let us say, in relation to a purchase of trucks which is shown 
on the planning table as one of the circle transactions. It involved $1 
million. Essentially, I think the steps were as follows: 

Some Government agency wanted to buy some trucks, perhaps—I 
have forgotten who it was in this case, but it might have been the Sugar 
Bongah. I believe it was the Sugar Bongah. That particular agency 
at the moment might be rather short on rial funds, so that the arrange- 
ment was made this way: First, 96 million rials were transferred from 
account 30824 to the interested agency. The interested agency then 
purchased $1 million of United States dollar aid funds from the Bank 
Melli in order to import that much in trucks. 

The rials with which the purchase was made under the general ar- 
rangement covering the aid transactions, naturally, went immediately 
as a receipt into the planning table. 

So, in consequence, the funds with which the purchase of trucks were 
made are shown as both an expenditure and a receipt, balancing each 
other in the planning table, since the funds went, in effect, out one side 
of the account to a public agency which then put them in the other side 
of the account and took dollars to make a purchase. 

The net effect was that the Government agency concerned had $1 
million, or whatever the dollar amount was, of commodities from 
abroad more than it would otherwise have the financial capacity to 
have. 

Mr. Reuss. At this point, let the record show that Representative 
Reece has left the hearing room for a moment and that I, Representa- 
tive Reuss, am present. 

Mr. Mountain. I think, Mr. Chairman, that this is the last ques- 
tion we have for Mr. Dale at this point, and for Mr. Bennsky as well. 

Mr. Reuss. Thank you, Mr. Dale. If, when Representative Reece 
returns, he has any questions, you will be available? 

Mr. Date. Yes, sir. 

Mr. Mountarn. I wonder, Mr. Chairman, if we could ask Mr. Warne 
to come forward. 
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FURTHER TESTIMONY OF WILLIAM E. WARNE, ECONOMIC CO- 
ORDINATOR FOR KOREA, INTERNATIONAL COOPERATION AD- 
MINISTRATION 


Mr. Mountain. Mr. Warne, I believe a few days ago you asked to 
have included in the record a document entitled: “United States Op- 
erations Mission to Iran—Office of Comptroller, Summary of Govern- 
ment of Iran Contributions in Cash and Kind on Cooperative Pro- 
grams as of January 31, 1954.” 

I would like to refer you to that document and ask whether or not 
it represents Iran’s contributions from the beginning of the program. 

(Mr. Reece returned to the meeting at this point.) 

Mr. Reuss. Pardon me one moment, Mr. Warne. 

Mr. Reece, we had finished our questions of Mr. Dale. Did you 
want to ask any questions? 

Mr. Reece. No. 

Mr. Warne. Well, it is my recollection that it is representative of 
the contributions to January 31, 1954; yes, sir. 

The covering document that came in with regard to it, at the time, 
indicates that it was the result of about 6 weeks’ work on the part of 
our end-use investigators. 

Mr. Mountarn. And it is a statement of Iranian contributions in 
cash and in kind, as of January 31, 1954? 

Mr. Warne. That’s what it purports to be; yes, sir. 

Mr. Movunratn. With your familiarity with this particular table, 
can you tell us whether it is that or not? 

Mr. Warne. Well, it’s what I submitted as that at that time, yes. 

Now, I must confess that I, personally, didn’t make up this table. 
It’s the best thing we had at that date and I noticed that in my trans- 
mittal letter I said: “In our opinion these figures may be relied upon.” 

Mr. Mountain. Yes, sir. The only question we had was to the 
period of time covered, and I wanted to refer you to the item under 
column 12, under the land distribution program, the 15 million rials 
which, I believe, was a commitment made back in fiscal year 1953. 

Mr. Warne. Yes, sir. 

Mr. Mounrtarn. And I presume, since it was, that this schedule 
which you have submitted would include, therefore, something beyond 
and earlier than fiseal 1954? 

Mr. Warne. Oh, yes, I did include something beyond 1954. 

Mr. Mountarn. That it went back to the beginning of the program. 

Mr. Warne. My impression is that it meant to cover the period 
that’s right, the period up to that time. 

But, now, I must make this qualification because I don't know 
whether it was meant to cover expenditures that were made in con- 
nection with projects that were not required under project agree- 
ments; do you see? 

There might have been expenditures, in addition, for example, to 
those shown on this table that were made in connection with projects 
that were not specifically called for in the project agreements. 

Mr. Mounratn. Then, this table is not a summary / 
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Mr. Warne. I would say this is as accurate a representation of the 
contributions made up to that date as our staff could work out at that 
time. 

Mr. Mountain. The figure shown for actual cash contributions in 
the grand total column, Mr. Warne, is 79,949,800 rials in cash pay- 
ments. 

Mr. Warne. That is right. 

Mr. Moun nrarn. And down at the bottom, the total contributed in 
kind, 1,231,741,842 rials. 

Mr. Warne. That is right. 

Mr. Mountain. For a grand total of both cash and kind of 1,311,- 
691.642. 

On the bottom margin of this document, in handwriting, there is a 
note: 

$16,396,.145.52 at 80 to the dollar. 

Would this be a rough equivalent of the dollar value of the contri- 
butions ? 

Mr. Warne. It is pretty rough. I noticed it was put on there after- 
ward by someone else and not by me. We used the rate of 70 to the 
dollar in the calculation of this table, according to the letter of trans- 
mittal that I sent in on February 18, 1954. 

This note was put on by Koval on August 4, 1955. 

[ don’t know why one should have changed the rate in trying to 
figure that out. I think it would have been better if he had used 70. 

Mr. Mountain. That 70 would have come out something slightly 
in excess of $18 million ? 

Mr. Warne. It would be about an eighth higher than this. 


Mr. Mounvarn. Mr. Chairman, I would like to, at this point, read 
into our record the following statement from hearings published by 
the Senate Foreign Relations Committee on page 388 of their Mutu: ul 
Security Act of 1953 he: arings. The statement is as follows: 


The Government of Iran, notwithstanding its difficult financial problems, has 
so far contributed its fair share of the total cost of the program. In 1953, this 
contribution amounted to approximately $16 million and in fiscal year 1954 it is 
anticipated that it will amount to $18 million. 

Mr. Mounrtatn. I would also like to read from the hearings of 

the Foreign Affairs Committee 

Mr. Reece. That figure of $16 million is still based on the 80 to 1? 

Mr. Mounrarn. It gives no indication, Mr. Reece. It says that in 
fiscal year 1953 there were $16 million contributed, and in fiscal 1954 
there will be $18 million. 

On page 1185 of the House Committee on Foreign Affairs hear- 
ings on the Mutual Security Act of 1954, the following information 
which the document says is provided regarding questions raised dur- 
ing hearings on the FOA program in Iran, appears— 


The Operations Mission has provided some details on these points. 
I will read the following sentence: 


The Government of Iran has provided 112 million rials in cash and 1,232 
million ($17.6 million) in land, materials, equipment, and services, to the 
&5 joint projects operated since 1951. 


This information was given in response to questions raised on May 
4, 1954. 
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Mr. Reece. What were those figures again? 

Mr. Warne. Those figures seem to be the figures we have right 
here on this table. 

Mr. Mountain. Yes, sir. 

The figures, Mr. Reece, were 112 million rials in cash and 1,232 
million ($17.6 million) in land, materials, equipment, and services, 
to the 85 joint projects operated since 1951. 

I think the thing that we would like to have resolved, Mr. Warne, 
is the statement before the Senate Foreign Relations Committee, in- 
dicating that a contribution which by June 1954 would total $34 
million was the host country contribution. Another one indicates 
— million. And the one you have prepared here indicates $18 
million. 

Mr. Warne. I didn’t get that question, Mr. Mountain. 

Mr. Mounratn. Well, the question was, which of these figures— 
there seems to be some correspondence between this $17.6 million, 
which I last read here, and the $18 million which is in your docu- 
ment, but it seems considerably out of line with the statement that 
in fiscal 1953 $16 million was provided, and in fiscal 1954 another 
$18 million will be provided. 

Mr. Warne. Well, I don’t know what was the basis for the state- 
ment in the green book, I guess it is the Senate committee hearings. 
I think it’s obvious from the figures that are used that this table 
that I have here and the one that we submitted in response to a 
request from Washington at the time, is the basis for the second 
statement that is made there. 

Now, I think it might be kept in mind that January 31, 1954, was 
just about—well, it was in the very early stages of the operation of 
our 1954 program in Iran. I think it’s conceivable—and here I am 
only guessing—that the statement that $18 million would be con- 
tributed in connection with the 1954 program relates to collections 
that were anticipated to be made as a result of the program that 
was then underway. 

I think, if you will look at the bottom of that table, you will see 
that it’s shown that only a portion of the contributions have been 
made as to that time. 

I don’t know whether those percentages would give one the right 
to project out the $18 million to succeed but it may be that either 
they were calculated from that, or that other information was avail- 
able. I don’t know. 

I don’t think I am responsible for the statement made in the Senate 
committee. 

Mr. Mountatn. No, sir, I don’t think there was any intent to hold 
you responsible for it. 

Mr. Warne. I realize that, but my rather feeble explanation of it 
grows out of the fact that I was unaware of the statement until 
just now. However, I think the table does offer a possibility of an 
explanation. 

Mr. Mountain. The table you have presented or the one in the 
Senate? 

Mr. Warne. This table. I don’t know about the one in the Senate. 

Mr. Mountarn. Well, I think the committee was somewhat inter- 
ested, Mr. Warne, in looking at the picture of host country contribu- 
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tions as presented to the Congress, and the impression it seems to me 
is clearly given in this Senate document, at any rate, that up to this 
point $34 million in host country contributions were to be expected 
by that time. 

Mr. Warne. No; I don’t think that is what it said. It seems to 
me it said $16 million in connection with the 1953 program, which 
would be, roughly, the largest proportion of this, and $18 million 
to come in as a result of the 1954 program. 

Mr. MounTarn. Well, if the figures are accurate and the reconcili- 
ation is as you have suggested, that would indicate that from June of 
1953, the end of the fiscal year in which this statement was made, there 
were $16 million of host country contributions. 

Until January 31, halfway through fiscal year 1954, the total con- 
tributions had increased only about $2 million. 

Mr. Warne. Yes; and I think that is approximately right, because 
the 1954 program did not get started on July 1, 1953; it didn’t get 
started until late in the fall of 1953. For example, the basic program 
agreement wasn’t signed until September 1, 1953. The projects had 
to be drawn up after that. 

I can’t give you now from memory the schedule on which the proj- 
ects were composed, that year, but I am sure they ran into November, 
December, and January. 

Mr. Mountain. But you have no information as to whether this 
$2 million is precisely accounted for by that 

Mr. Warne. No; I do not, it is not unreasonable that it might have 
been. 

Mr. Mountain. Was there any report made of host country con- 
tributions as of July 1, 1954, 6 months after the date of this? 

Mr. WarNE. I can’t tell you that there was, because I don’t know. 
I don’t think that we had a regular reporting procedure at that time 
on that in this style. 

Mr. Mountain. Well, in view of the fact that this table that you 
have presented here is a result of 6 weeks work of your auditors and 
your statement that the figures may be relied upon, we could con- 
sider this as being perhaps the more accurate of any of the documents 
we have referred to. 

Mr. Warne. Up to that time; yes. I think that’s right. 

This was our basic document as of January 31, 1954. 

Now, whether it was necessary later because of further analysis 
to alter it, I am not able to say at this time, but I don’t think it would 
have been altered very much. 

Mr. Reece. The figures given in the House hearings correspond 
with the report of January 31. 

Mr. Mountatn. Reasonably well, Mr. Reece. 

Mr. Reece. And then hearings in the Senate at a later date showed 
a larger contribution. You gave it in rials and I was wondering what 
it was in dollars. 

Mr. Mountain. The Senate hearings, sir, showed the contribution 
as $16 million for 1953, and $18 million anticipated for 1954; and the 
date on which this information was presented or at least appears in 
the record in connection with this particular date, was May 15, 1953, 
before the Senate. 
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That was earlier, as a matter of fact, than the apparent time of 
submission of the document to the House, so that it is conceivable 
that there was—— 

Mr. Reece. But the $18 million refers to 1954; is that correct? 

Mr. Mountain. Yes, sir, 1954, which was about to expire; it had 
1 more month to go. It was May 1954 when this presentation was 
made. 

Mr. Reece. What I am getting at, does that mean then, Mr. Moun- 
tain, that there is any conflict between the figures given in the Senate 
and what is given in this report of January 31? 

It mentions $16 million, which is in line with this report, and the 
$18 million refers to a subsequent year; is that right? 

Mr. Mountain. Mr. Warne’s documents cover half of fiscal 1954. 
It covers all of the past history of the projects, plus half of 1954, and 
it totals up to $18 million. 

Now, the presentation to the Senate indicates that $16 million of 
that was all in 1953, and another $18 million was in 1954. 

Now, it’s conceivable there is no problem at all, if $16 million of 
the 1954 funds were to be contributed in the last 6 months of the 
fiscal year, or if all but $2 million of the figures in Mr. Warne’s state- 
ment had been contributed in 1953, but on the face of it, it’s a rather 
large variation in figures. 

Mr. Warne. One must keep in mind here, now, in connection with 
the 1954 or any other fiscal-year program, that the Iranian Govern- 
ment did not do its programing on the same basis that we did. In 
other words, our appropriations are made, presumably before 
July 1 of the fiscal year. As a matter of fact, the foreign-aid appro- 
priations have come as late as October 15 in the fiscal year in the 
time that I have been connected with this program. 

The Iranian contributions are not set until we write the project 
agreements, do you see, and sometimes those project agreements, as 
was pointed out in one instance this morning, aren’t written until June 
28 of the fiscal year. 

So, the Iranian contributions could certainly not be expected to par- 
allel the contributions that we made to the program in time, do you see ? 

I wouldn’t have thought as of January 31, 1954, we could have 
expected very much of the 1954 fiscal year program contributions 
from the Iranians to have been made, and whatever that was to be, it 
would have been still in the future, I should have thought, on that date, 
because our project agreements were just being worked out, had just 
been worked out, or were just being worked out at that time; and the 
Iranian contributions would not have been made until the projects 
had been executed which might have been even in fiscal year 1955. 

I think that is a reasonable explanation. 

Again, I don’t recall that I contributed from the field anything that 
was responsible for the specific figures used in the Senate hearing. I 
mean I have no recollection of having submitted a document that would 
have been used in that manner. 

But, I do believe that what I have said is a reasonable explanation 
concerning the statement. 

Mr. Mountain. Well, may we refer you to the last two lines in your 
table, and I think, if I have done this correctly, the cash contributions 
that were actually made represent only 50 percent of their commitment. 
Is that correct ? 
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Mr. Warne. That would be my interpretation of that, up to that 
date. 

Mr. Mountain. However, the figures that we have read tie that into 
the account; do they not? The gr rand totals are actual contributions 
and not commitments, without “regard to how much was actually 
contributed. 

Do I read that properly ? 

Mr. Warne. Well, that has been my interpretation of it. 

Mr. Mounrarn. There are some details in this presentation, Mr. 
Warne, that I think would help us to understand the method of com- 
putation. 

Incidentally, I might point out, if you feel that it ought to be com- 
mented on, that in the Senate presentation in which the $16 million 
and the $18 million are mentioned, there is no reference made as to 
whether that is an in kind or cash contribution. So presumably, these 
would be both. 

Mr. Warne. Yes; I am sure, because we never had a program in 
which we separated them out in any other way. We always listed 
them as in kind or cash, or both. 

Mr. Mounrain. Referring again to the actual cash constributions, 
about $1.3 million or $1.2 million would be actual cash contributed by 
January 31; would it 4 

Mr. Warne. Yes, sir; that’s about right. 

Mr. Mountain. You have used a 70 exchange rate. 

Mr. Warne. Yes. 

Mr. Mounrarn. So that up until January 31, 1954, the entire cash 
contributions of the Iranian Government were slightly in excess of 
$1 million ? 

Mr. Warne. They were in rials. 

Mr. Mounrrarn. In rials in the equivalent. 

Mr. Warne. Sometimes we forget that the foreign government 
doesn’t use dollars. 

Mr. Mounra1n. The rest of it is in kind contributions, which you 
have analyzed at the lower portion of the table. 

Mr. Warne. Some of them, yes. 

Mr. Mounrarn. I would like to refer you to column 4 in Education 
in which contributions in kind are totaled at 117,524,400 rials, some- 
thing less than $2 million, perhaps $1.7 million would be fairly close. 

In your analysis of what makes up this contribution in kind, there 
are six items. The first is: Personnel, 33,881,000 rials; the second is: 
Use of facilities, 16,653,400 rials; equipment, 500,000 rials— 

Mr. Warne. No. Materials, I believe. 

Mr. Mounrarn. I am sorry, materials, 500,000 rials; buildings and 
constructions, 443,000 rials; transportation, 47,000 rials; and land and 
water, 66 million rials. 

On the last item, I wonder if you could tell us what land and water 
contributions would be involved ¢ 

Mr. Warne. Well, I really can’t tell you in specific detail but I can 
tell you the nature of them, Mr. Mountain. 

Mr. Mountain. If you would, please. 

Mr. Warne. The education program included the institution of a 
number of demonstration schools. Some of them were of different 
and varying types. They were schools of elementary character in 
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villages and there were schools in vocational education, both in agri- 
culture and in industry, of which there had never been any in Iran 
before. 

It is my recollection now, that involved in those vocational schools 
in agriculture—it runs in my mind that there were 34 of them. Please 
don’t hold me to that figure. It is some such number. In the voca- 
tional schools for training of people in industrial-type skills, it is a 
much smaller number. It runs in my mind it was 8 or 10. 

Now, these schools involved substantial land plots and the procure- 
ment of a water supply, which sometimes involved the construction of 
a ghanat, which is a horizontal well of the type used in Persia. These 
are relatively extensive undertakings. I believe that $66 million re- 
lates to the provision of the land and the water supplies, the drilling 
of wells, or what not, in connection with the establishment of the 
demonstration schools. 

The demonstration schools were quite effective as the program went 
on, and it has been my pleasure to visit a number of them. 

Mr. Mountain. How does this relate to the $60 million for use of 
facilities ¢ 

Mr. Warne. Use of facilities would be related exclusively to facili- 
ties that already existed. 

Mr. Mounratn. So the $66 million would not be land and water 
use for existing facilities? 

Mr. Warne. No; this would be land and water use in connection 
with the program. It might include the digging of wells on some 
schoolyards, as a part of the program. 

Mr. Reece. Off the record just a minute. 

(Discussion off the record.) 

Mr. Reece. On the record. 

Mr. Mountatn. How are these figures arrived at for host-country 
contributions, this one in particular, as an example, Mr. Warne? 

Mr. Warne. Well, I assume—again, I am testifying to something 
that I didn’t do myself. I assume that the education division, which 
had detailed knowledge of all of the projects that had been under- 
taken under our education project agreements went over the list with 
the end-use investigators who, in turn, examined at least a sampling 
of the sites. 

Mr. Mountain. These represent the best estimates they could ar- 
rive at as to the value of these contributions? 

Mr. Warne. Oh, yes. 

Mr. Mountain. They are not a rundown of the commitment and 
project agreements or program agreements as expressed in these 
figures ? 

Mr. Warne. I believe not. Only under the heading of cash do you 
find that. 

Mr. Mountat1n. Would the explanation of this land and water item 
be the same under the public administration eo in which there 
is more than $200,000 equivalent in rials for land and water use in 
the public-administration project? 

Mr. Warne. That is 1,800,000 rials. 

Mr. Mounrarn. That is correct. 

Mr. Warne. I don’t recall any. I assume that it has some similar 
explanation, but at the moment, I can’t recall, of my own knowledge, 
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any particular site that was involved. Mr. Byrne suggested it might 
have been in one of the police projects, and it is true it might have 
been the contribution of a compound for the police-patrol cars, or 
something of that sort. I don’t know. 

Mr. Mountain. But it would be items of that sort that would be 
reflected by these contributions in kind, the land on which a building 
was placed, or the water supply to it and so on. 

Mr. Warne. Related to the specific function of a project. 

Mr. Mountain. Does this table reflect in the cash contributions any 
rials generated by our aid? 

Mr. Warne. Well, I can’t answer that specifically. I think if 
the table had been made up a year later it would have, but, at this 
time, my guess is that it does not. 

Mr. Mountain. Why would it be different a year later ? 

Mr. Warne. Because the aid program was relatively new at this 
time, and I don’t think much had moved through it at that time. 

Mr. Mounrarn. You are talking about the budgetary assistance 
part of the program ? 

Mr. Warne. Yes, sir. 

Mr. Mountain. How about the technical cooperation aid program 
we had put through before that? Had we not put in a good amount 
to generate rials ? 

Mr. Warne. That was not used, however, in this manner. Those 
rials were used actually by our mission. They never became available 
to the Iranian Government. 

Mr. Mountain. So that none of the cash payments that are in here, 
or made by the Iranian Government, originated with the United 
States dollars? 

Mr. Warne. That would be my impression. I don’t believe any, 
no, not by January 31, 1954. I could be wrong on a little of that, but 
I don’t think so. 

Mr. Mountain. You are familiar with the student-assistance pro- 
gram that has been mentioned here and I believe there are some 160 
—— rials generated by that program. Are they reflected in this 
table ¢ 

Mr. Warne. I don’t recall the $160 million you are speaking about. 
You are talking about what? 

Mr. Mountain. I am talking about the student-assistance program 
which was reported on pages 74 and 75 of the GAO report. 

Mr. Warne. As of what date are you talking about? 

Mr. Mountain. As of the time this report was drawn. This is 
January 31, 1954; your report. I believe the student-assistance pro- 
gram had been going on from March of 1952 and that it had gener- 
ated a certain amount of rials. I wondered if these rials are reflected 
in here. 

Mr. Warne. It is my belief now that the student-assistance rials 
up to this time were available only to our mission and not to the 
Iranian Government. 

Now, that 160 million figure I don’t know what period that refers 
to. 

Mr. Mounrarn. I regret that at the moment I can’t identify it 
either. 
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Mr. Warne. I am pretty sure that that refers to the whole period, 
and not to the period up to January 31, 1954, but I can’t be certain 
of that, Mr. Mountain. 

Mr. Mountain. There is another line in this table, I think we 
would like to understand, and that: Rial equivalent of dollars which 
is under contributions in kind, item 2B, payments in foreign currency. 

I was wondering if you could tell me whether any rials generated 
by the student-assistance fund came into this table. Would you 

now ¢ 

Mr. Warne. Well, it would be my guess that they did not come 
into this table. 

Mr. Mountain. That those funds were outside of the host-country 
contributions. 

Mr. Warne. That they came into the mission and were used in all 
payments direct. 

Mr. Mountain. The question pending was, is this rial-equivalent 
item rial equivalent of pounds and of dollars?’ What do they rep- 
resent ? 

Mr. Warne. I can’t tell you for certain on that, now. It is my 
belief that they represent expenditures of foreign exchange or barter 
for equipment, or materials, by the Iranian agency involved in sup- 
port of the program. 

Mr. Mountain. But the source of those dollars in pounds is not 
indicated. 

Mr. Warne. Not indicated here, no. They could have come, for 
example, from a barter of opium. Iran was an exporter of opium 
during this period. 

Mr. Mountarn. They could also have come from dollar holdings 
of the Iranian Government; could they not? 

Mr. Warne. Yes, sir. 

Mr. Mounratn. And this table does not tell which? 

Mr. Warne. It does not tell which. 

Mr. Mountain. How about the sterling; would that be the same 
story ? 

Mr. Warne. Yes. 

Mr. Mountarn. Would it be possible that the sterling was from the 
Tranian oil revenues paid to the Plan Organization? Does this rep- 
resent a payment tothe Plan Organization ? 

Mr. Warne. I think not, because that would assume a holdover or a 
very late, delayed payment for oil. It is possible, but I think not. 

Mr. Mounrarn. Well, is there any indication here, or can you tell 
us where the Iranian Government got the $1.3 million that this table 
indicates they paid in as a cash contribution, the equivalent of that 
$1.3 million ? 

Mr. Warne. Well, the Iranian Government had certain revenues 
during that period. I can’t tell you where they got it, no. They ex- 
ported some wheat in the year of 1952, some cotton. I think 50,000 
tons of cotton that year. They have exports of opium. Iran is one 
of the big producers in the world of opium. They had a modest trickle 
of foreign exchange coming into the Government. 

Mr. Mounrarn. This represents, then, their payments to the joint 
programs, which were supplemented by our technical assistance sup- 
plement funds so that these will be added to anything we put in. 
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Mr. Warne. Yes, sir, oh, yes. These didn’t come out of our funds, 
no. 

Mr. Mountain. These currencies were not generated by our funds? 

Mr. Warne. That is my belief. No, I am sure they weren’t. I 
don’t think we ever generated any sterling. If we did, it was unknown 
to me. 

Mr. Mountatn. There is only one item of sterling in the entire 
picture. 

Mr. Harpy. You might have generated sterling, I gather, under the 
import-export foreign exchange for other than United States use 
referred to by Mr. Dale. But whether you did or not, you don’t know. 

Mr. Warne. Yes. 

Mr. Reece. Off the record just a minute. 

(Discussion off the record. ) 

Mr. Harpy. On the record. 

The subeommittee will stand adjourned, to reconvene at 10 a. m. on 
Wednesday, June 27. 

(Whereupon, at 4:20 p. m. the subcommittee recessed to reconvene 
at 10a. m. on June 27, 1956, in room 304.) 
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WEDNESDAY, JUNE 27, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE SUBCOMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 
The subcommittee met, at 10:10 a. m., in room 304, Old House 
Office Building, Hon. Edward A. Garmatz presiding. 
Present: Representatives Garmatz, Reuss, Meader, and Reece. 
Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator, Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 
Mr. Garmatz. The subcommittee will come to order. 
Mr. Warne, your name and title for the record, please. 


FURTHER TESTIMONY OF WILLIAM E. WARNE, ECONOMIC CO- 
ORDINATOR FOR KOREA, INTERNATIONAL COOPERATION AD- 
MINISTRATION 


Mr. Warne. My name is William E. Warne. I am Economic Co- 
ordinator for Korea at the present time. 

My relationship with this hearing has grown out of the fact that 
I was USOM Director in Iran from November 28, 1951, until March 10, 
1955. 

Mr. Garmatz. If I may interrupt a minute, I want the record to 
show at this point that Mr. Reuss and myself are present, constituting 
a quorum for the testimony. 

You may proceed, Mr. Warne. 

Mr. Mountain. Mr. Warne, we would like to refer to the planning 
table and the problems in connection with it for the bulk of this morn- 
ing’s testimony, but it might be helpful if you will, as a preparatory 
thing, at this point, tell us 1 or 2 things in terms of the social context 
of Iran. I don’t believe we have this in our record up to this point. 

Do you know what the literacy rate is in Iran? 

Mr. Warne. Yes; I would be happy to give you a picture. 

The figures are not accurately ovailable on many of these statistical 
matters in Iran. The only census that’s been made has been a pro- 
vincial census, at least up until the time I had left there, a Provincial 
census in Fars Province. 

Fars Province is 1 of the 10 Provinces of Iran. 

It was made cooperatively by us under a project in which we were 
attempting to assist the Iranian Government in establishing a central- 
ized statistical agency, similar to our Bureau of the Census. 
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That census revealed that 97 percent of the people in Fars Province 
were illiterate, and that in at least 25 percent of all the villages there 
was not 1 literate person. 

It’s my own judgment that that percentage would not be sustained 
throughout the whole country, but that probably a general illiteracy 
rate exceeding 93 or 94 percent would be found to be an accurate figure 
in Iran as a whole. 

In the large cities, the literacy rate was a good deal higher than in 
the rural areas. I think the literacy rate in the city of Teheran prob- 
ably ran as high as 20 percent. 

Mr. Mounvratn. In the Government circles, in the civil-service 
group, could you offer any insights into the state of development and 
education or sophistication ¢ 

Mr. Warne. Well, the Iranian officials are truly well educated peo- 
ple for the most part; that is, the ones who are in key positions in the 
Government. Most of them have been educated abroad. They have 
not a suflicient number of technical trained men in any field, including 
the field of government operations. 

Repeatedly, intelligent and thoughtful Iranian officials have told me 
that their greatest underdevelopment was in technically trained 
people, and I was inclined to believe myself, after observing the situa- 
tion there, that that was true. 

And, of course, our principal effort was to improve the technical 
training of Government and other officials in Lran. 

Mr. Mountarn. Could you make any comments from your experi- 
ence, Mr. Warne, as to the relative state of development or under- 
development of the economy as a whole? 

Is there any comparable status of, say, a western economy that you 
could talk in terms of? 

Mr. Warne. I honestly don’t believe that I can even convey to one 
who thinks in terms of the United States exclusively the situation. 
Large portions of the rural population, which made up about 85 percent 
of all the population of Iran, did not participate in a monetized econ- 
omy. In other words, their life was one in which they grew the 
things that they needed and perhaps had a little now net then to 
barter for something that they could not produce themselves. 

I personally have visited isolated valleys that had no means of 
access to them, except over donkey trails, which obviously could not 
have supported any appreciable commerce with the outside world, in 
which as many as 30,000 resided in some 15 to 20 different villages. 

A valley that I have in mind now, so far as any evidence today is 
concerned, had never seen a wheeled vehicle. 

In 1952 and in 1953, up until the time our emergency-aid program 
started, there was virtually a complete cessation of commerce in 
Iran. 

One who is not familiar with a virtual subsistence level economy, I 
think cannot credit the resiliency of such an economy in time of 
adversity. 

The situation that prevailed in Iran at that time would have rep- 
resented a complete collapse in any other country with which I am 
familiar, and the only reason it didn’t in Iran was that so many 
people already lived at the subsistence level that the depression that 
prevailed didn’t affect them particularly. 
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Mr. Mountain. Would this raise a question of the ability of this 
economy 0 absorb aid or at least the rate of absorption of the 
economy ¢ 

Mr. Warne. Oh, yes. I think that was one of the problems that 
we faced when the emergency program was brought forward. It 
was a very serious problem. The discovery of a commodity that could 
be used to insert economic aid into Iran was one of our principal 
searches at the outset. That commodity was found in sugar. 

Mr. Mountain. Mr. Chairman, in line with the testimony that Mr. 
Warne has just given us, I would like to read the following statement 
from the congressional presentation book presented by ICA for the 
fiseal year 1952 present nbidih to the Congress. The quotation is from 
page 50 of that book, and refers in this section to the Near East area 
and the countries in that area, of which Iran is one: 

Basic to the program is the concept that what we must do is to help these 
countries help themselves. What is proposed is not a solution of the balance-of- 
payments problem, not an attempt to make over existing economies and the in- 
stitutions On our own model, not an attempt to r ane markedly the standard of 
living, but rather a series of projects planned and executed by skilled technicians 
and administrators designed to demonstrate by action possibilities for still 
broader development to be conducted by the countries themselves. 

Mr. Warne. That was the ideal that we held before ourselves in the 
planning of the technical program in Iran. 

Mr. Mounrarn. | poor like also at this point to read the following 
quotation from the Mutual Security Act of 1953 hearings before the 
Senate Foreign Relations Committee that appear on page 380. This 
is the statement submitted by Stanley Andrews, then Technical Coop- 
eration Administrator : 

We feel it is a definite mistake to send a technician to a country, even though 
the country has asked for such a person, until it is clear first that there is a spe- 
citic job for him to do; second, that proper housing = facilities are available to 
care for the technician and his family: and third, that the host government i 
nitely and specifically understands what the techn lician is to do. If our ] 
sonnel are to be really effective they must be gotten out of the capital cities ant 
into the States, provinces, and the villages. 

[ believe, Mr. Warne, that you would concur in this? 

Mr. Warne. Yes; our program over there was organized on a more 
intimate basis of rel: lationship with the people, r think, than almost 
any other program that we have had. We had 10 field offices tha’ 
helped to decentralize the program and through which we put the 
efforts of our technicians into programs in diverse areas of the country. 

Mr. Mountarn. Isn’t it true that in view of the fact, perhaps, that 
the nationalization of oil had occurred in 1951, practically at the be- 
ginning of the active program in Iran, and that this represented a loss 
of revenue to the Iranian economy and Government, there was some 
difficulty which you had to work with as far as an understanding on the 
part of the Iranians as to the functions of technical assistance ¢ 

Mr. Warne. I could tell you many stories on that. The first point 4 
agreement in the world was written on October 19, 1950, establishing 
the rural improvement project in Iran. It was written between 
the then Prime Minister Razmara, and the then Ambassador Henry 
F. Grady. 

Before the program had proceeded very far, early the next spring 
in March, I believe, the Prime Minister was assassinated. 
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The country of Iran fell into a serious political squabble. A Majlis 
committee, headed by Dr. Mossadegh, recommended the cessation of 
the oil concession, and he succeeded to the Prime Ministry and shortly 
thereafter actually canceled out the arrangements under which the 
Anglo-Iranian Oil Co. was operating in the southern part of the coun- 
try. 

This action certainly introduced factors that were not foreseen when 
the first agreement was signed in October of the previous year, and it 
also introduced the factors that I think no one at that time could have 
anticipated of the downward spiral of the economy of Iran. 

This introduced a period during which there were frequent changes 
in the Government. During the period that I was in Iran, for exam- 
ple, there were 4 different Prime Ministers, though Dr. Mossadegh 
served 2 of those terms. 

I remember that in our field of education, my education chief told 
me one day that he had a new Education Minister, the eighth he had 
dealt with since the program had been instituted some 8 years before. 
This was not uncommon. 

The result was that we had a constant problem of reeducation of 
Tranian officials as to the nature of the program itself. 

The Iranian succeeding, for example, to a ministry may have heard, 
and of course had heard, of the program before, but very likely had 
no opportunity to observe it in action directly. His initial reaction 
was that since he could get money from no other source, including his 
own Government, for most of the things that he hoped to be able to 
accomplish, he would like to turn to us for cash, sometimes to build a 
new building for his ministry—frequently for that purpose—some- 
times for other purposes as unclearly related to technical assistance. 

It was a matter that occupied a great deal of my time to explain the 
nature of our program, and I found, I think without exception, that 
even though from time to time they reverted to the hope that we could 
do something more “substantial”—I think that is the way they nor- 
mally put it—that the program did have the power of gaining the 
support of these hard-pressed officials as they worked with it in 
succeeding months. 

T believe almost without exception 

Mr. Mounratn. Would it be a fair statement to say that from the 
start of the program one of the problems you had to deal with was 
educating the host country officials on the true nature of the purposes 
of technical assistance ? 

Mr. Warne. Yes, sir; that started with my first meeting with Dr. 
Mossadegh here in Washington before I even went out to Iran. 

Mr. Mountain. And that this problem involved convincing them 
that these were not funds simply to make up deficits without relation 
to what those deficits were ? 

Mr. Warner. The problem was related, I think, almost every time 
to the fact that some officials had an attitude that their tour of office 
might be rather temporary, and a long-range program, such as one 
involving technical assistance, didn’t appeal to them at first as much 
as a shorter range program such as building something right now with 
the same funds would have appealed to them. 

The history of the recent developments in Iran indicated that a 
Minister didn’t have too long a time in which to make his reputation. 

(Mr. Meader and Mr. Reece joined the committee meeting.) 
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Mr. Warne. One other thing, you must keep in mind the terrible 
need in Iran for foreign exchange, particularly, and for funds during 
this period. 

Programs that had been undertaken and were dear to the hearts of 

the public were being abandoned right and left because of the complete 
exhaustion of the means to carry them forward by the Government. 

Mr. Mountain. By this period, do you mean from 1951 on, or is it 
more limited than that, from the time of nationalization on? 

Mr. Ware. I would s: ay roughly from the time of nationalization 
until the oil revenues were again in prospect. That would be about 
the ist of January 1954. 

Mr. Mounrain. Mr. Chairman, I think the following quotation 
from the Senate Foreign Relations hearings on the Mutual Security 
Act of 1953, which appears on page 377, may be pertinent at this point. 
This is a statement of Mr. Andrews, and the date of the statement is 
May 15, 1953, which, in terms of the context, was just before the fall 
of the Mossadegh gov vernment. 

Mr. Andrews’ statement is as follows: 

The cost of living in Iran has increased only slightly. As bad as all the things 
they say about us may be, the Iranian economy, due primarily not to this par- 
ticular thing, but to other things which went on, is in better shape than it was 
last year in spite of the fact that they have had none of their oil revenues or 
anything else. 

Mr. Reece. What year is that referring to? 

Mr. Mounrarn. It was presum: bly, Mr. Reece, 1953. The statement 
was made on May 15, 1953, before the Senate For eign Relations Com- 
mittee by Mr. St: inley Andrews. 

Mr. Reece. Who isthe man making it ? 

Mr. Mountarn. Mr. Stanley Andrews, who was the Technical Co- 
operation Administrator, the head of the TCA organization of which 
Mr. Warne was a part. 

Mr. Reece. That statement, to me, is so astounding that it raises a 
question of its correctness, th: tt duri ing that period, during the hiatus, 
when the oil revenues were not coming in, that the economy of Tran 
improved. It is just something to an outsider that is so inconceivable 
that he questions the accuracy of the statement. 

There was universal apprehension that chaos might arise to the 
point that the Communists might have an opportunity to move in. 
That is something I just can’t understand. 

Having just come in the room, I am not familiar with the applica- 
tion of the statement to what has preceded, but the statement itself 
rather astounds me. 

Mr. Warne. I don’t know myself the nature of the statement made 
by Mr. Andrews. So far as I can recall, this is the first time I have ever 
heard it. I don’t know what he had in mind. 

I can assure you that the economy of Iran did not improve during 
that year. There were certain things that did happen which served 
to encourage some people. For example, almost superhuman efforts 
were made on the part of the Iranian Government to export materials 
that they had not theretofore exported. They had a good crop-year, 
and there were certain agricultural excesses that they ¢ ould export. 

This did assist them a little bit in the winter of 1952 and the spring 
of 1953 in bringing in some foreign exchange. 
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But if he was contrasting 1953 with 1952 exclusively, 1952 was a 
very bad year. 

Nineteen hundred and fifty-three was one of ever imminent collapse. 
It was revealed later that during this period a considerable amount of 
currency had been issued, however, in support of certain Government 
operations. 

Mr. Reece. I would like, having been detained at the earlier part 
of the hearing, to make inquiry about whom Jerome Fried, Chief, 
Economic Aid Division, over there, is. 

Mr. Mounrarn. I can answer that, Mr. Reece. If you will permit 
me to make this one statement: We have not yet gotten to a considera- 
tion of the planning table within which Mr. Fried is a figure. He is 
an economist, I believe, who helped the mission out in the field, and 
is an employee of the State Department. 

Isn’t that correct? 

Mr. Warne. Jerry Fried is employed by the State Department. 

Mr. Reece. Well, the interesting thing about that statement was 
that the auditor for the GAO took Mr. Fried’s word on the Iranian 
budget and went no further. That was the thing that interested me 
very much. 

(Discussion off the record.) 

Mr. Reece. My statement stands about an auditor of the GAO inter- 
viewing one economist with reference to the Iranian budget and mak- 
ing that the basis for conclusions. 

I don’t know Mr. Fried. He is evidently a very fine man, but I 
am just rather surprised that an auditor for the GAO in an operation 
of this magnitude interviewed an economist and used that as a basis 
for a statement of conclusions. 

Mr. Garmatz. Proceed. 

Mr. Mountatn. Mr. Warne, we would like to refer to the planning 
table now. 

Mr. Chairman, I request permission to insert in the record at this 
point the following documents which have been made available to us 
by ICA. They are unclassified documents, one dated January 14, 
1954, subject: “January revised planning table of aid program,” sub- 
mitted by Mr. Warne to Washington, with attachments. 

Mr. Reece. May I ask what is the gist or the substance of the 
documents? 

Mr. Mountain. Mr. Reece, the substance of the documents I want 
to introduce is, if I can characterize it, a very clear exposition by Mr. 
Warne, and one of the attachments is a memorandum from Mr. Fried 
and Mr. White, the Controller, to Mr. Warne, about the planning 
table through which aid funds were controlled. 

It also gives a tabulation of how revenues or at least deposits of 
our aid funds were planned to be received and planned to be with- 
drawn. 

The second document, which I would request permission to include, 
is asummary of $60 million of American aid to Iran, dated August 23, 
1954, and submitted by Mr. Warne to Washington, which again, if 
I may characterize it, is a very clear exposition of just how these funds 
were used, and in very brief, succinct terms. 

Mr. Warne. Thank you. I wrote it, so I appreciate those kind 
words. 

Mr. Reece. Thank you very much. 
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Mr. Mountarn. May we have permission to introduce these into the 
record, Mr. Chairman ? 

Mr. Garmatz. Without objection, they will be introduced into the 
record at this point. 

(The documents referred to are as follows :) 


ForeIgN Service DespatcH TOUSFO A-634 


JANUARY 14, 1954. 
From: USOM/Iran 
To: FOA Washington. 
Subject : January revised planning table of aid program. 

I am enclosing a current revised planning table of our emergency aid pro- 
gram which represents the mutual thinking of the mission here and the Goy- 
ernment of Iran as represented by the Minister of Finance, the Governor of the 
Bank Melli, and the Managing Director and the Deputy Director of the Plan 
Organization. 

I am also enclosing a joint memorandum on the table by Jerome F. Fried and 
Charles T. White. 

I am quite hopeful that the problems that promise to emerge in the next few 
months will not prove too difficult of resolution. It is clear, in my opinion 
that the program is proceeding at quite a satisfactory pace. It is however, also 
clear that we are not yet in a position to relax. 

WILLIAM E. WARNE, 
OFFICIAL MEMORANDUM 
JANUARY 14, 1954. 
To: Director of United States Operations Mission to Iran 
From: Jerome F. Fried, Chief, Economic Aid Division, Charles T. White, 
Comptroller 
Subject : January revised planning table of aid program. 

1. The latest revision of the planning table, approved in the meeting of the 
Finance Committee January 10, reflects both changes in presentation and change 
in program development. The more important modification in presentation is 
to be found in item 2 of the table of rial requirements covering ordinary budget 
deficit. Only payments that come out of the overall aid account of the Minister 
of Finance are included in the planning table. During the first 4 months the 
actual ordinary budget deficit as reported by the Ministry of Finance was Rls. 
567.8 million, and the amount by which A/C 30824 was drawn down for fi- 
nancing this deficit was Rls 607.5 million, leaving Rls 39.7 million unaccounted 
for. This is probably merged in the general cash accounts of the Ministry of 
Finance and is presumably available for the budgetary deficit. All other pay- 
ments during this period in the planning table (impact program, NIOC, etc.) 
have been drawn from A/C 30824. The planning table as it stands now is in 
complete agreement with the master aid account 30824, through December 21, 
1953. It is anticipated in our projections, that all the Government net ex- 
penditures represented in the planning table will for the remaining months 
of the program flow through the master aid account, so providing us with much 
more adequate control data. 

This revision of the table further includes a more comprehensive statement of 
the projected utilization of the entire funds available ($45 million emergency 
aid and $4.9 million point 4 funds). 

2. Modification in content reflecting development since November includes the 
following: 

(a) Extra army payments have been increased from Rls 20 to 90 million since 
it is now definitely planned to make 3 quarterly payments before the end of the 
Iranian fiscal year. 

(b) Parallel payments to the Gendarmerie of Ris 28.1 million of which 9.5 
million has already been made, 

(c) Parallel payments to the police of Rls12 million. 

(d) Ris70 million of the impact program after March are now specifically 
listed in the table. 

(e) Allocation to the Plan Organization of Rls250 million for a road and rail- 
road program. 

(f) The dollar side of the impact program has been increased from $2.2 million 
to $2.5 million. 





858 UNITED STATES AID OPERATIONS IN IRAN 


(g) Point 4 rial requirements have been reduced from RI1s686.3 million to 
R1s460.1 million. There has been a reduction in the total amount of dollars flow- 
ing through the special aid program from $53 million to $49.9 million. Provision 
is now made of Rls206 million for GOI commitments to the regular OMI program, 

(h) The table no longer includes Rls239.5 million for the Ministry of Agricul- 
ture and the Ministry of Roads, since we understand that the Minister of 
Finance may not be in a position to allocate these sums in this Iranian fiscal 
year. 

(i) The government has had a blocked account of Rls455 million representing 
$14 million held as backing for the additional note issue of Rls455 million. Rls100 
million of this has already been released to A/C 30824. The Bank Melli has in- 
dicated that it would if needed release the remaining Rls355 million to A/C 
30824, provided that the note reserve position of the bank makes this feasible. 
However, in the planning table at the request of the Minister of Finance only 
Rls200 million are shown as available from this source by March 21. 

(j) Under the present assumption the remaining dollars of the aid program 
will be converted through L/C procedures rather than against sight drafts. 
Consequently item 3 of the table shows estimated rial generation from this source 
after March 21 or Rils490.1 million as compared to the November planning table 
estimate of Rls215.7 million. 

(xk) The March budget deficit projected at Rls715.6 million reflects an estimated 
R1s550 million that represent 2 salary payments made in 1 month. This is not 
an additional salary payment but payment of March salaries in March rather 
than during the first 10 days of April and a small amount (approximately Rls7 
million) of Iranian new year bonus payments to low salaried government em- 
ployees. It is customary for the government to pay before the Iranian new year 
(March 21) these March salary payments if possible. Last year the Mossadegh 
government succeeded in doing this only for Teheran. The Zahedi government 
is aiming to do this for the entire country this year. Should this be done, April 
expenditures will be correspondingly reduced. 

8. While the planning table as revised shows the aid program in a satisfactory 
position as of now, it at the same time indicates real (but we believe manage- 
able) problems that will emerge by the end of the Iranian fiscal year. There 
is first the net shortfall of R1s356.1 million. It is expected that actual ordinary 
budget deficits in January and February and actual NIOC payments in February 
and March will make available the additional revenue needed. If this should 
not develop, then the extraordinary expenditures projected (for example plan 
organization) will have to be reduced. 

A more formidable problem presents itself in the financing of the March short- 
fall of Rls1.15 billion largely accounted for by the fact that Rls1.25 billion of the 
aid program will only become available after March 21. If the Rls1.15 billion is 
reduced by elimination of the net shortfall of Rls356.1 million, then a purely 
short-term financing problem of Rls794 million must be resolved. In effect this 
probably means that the GOI will have to bring its proposed currency reform 
before the Majlis for consideration immediately or, if the Majlis is not yet in 
session, carry out some interim measure of currency cover revaluation now 
being considered so as to make the remainder of the rials represented by the $10 
million note cover backing available for the program when needed. However, the 
favorable rial note position of the Bank Melli presently reported at approximately 
Rls1.5 billion and the likelihood that it will not materially change by March may 
make possible alternative methods of handling this problem. In addition it may 
be necessary to convert some of the remaining aid dollars against sight drafts 
rather than through the letters of credit P. A. producers to make the required 
amount of rials available in March. ' 


United States Operations Mission to Iran 








[Revised rial planing table for use of emergency aid to Iran (millions of rials)] ! 
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UNITED STATES AID OPERATIONS IN IRAN 


FOREIGN OPERATIONS ADMINISTRATION 


From: USOM/IRAN, Teheran. 
Subject: Summary of $60 million American aid to Iran. 
Address and serial number: FOA/Washington, TOUSFO A—TOUSFO A-292. 

There follows a memorandum on the special-aid program up to August 15, 
1954, which was prepared with the thought of circulating it among some Iranian 
officials. I believe it will be of interest to them, too. 

WILLIAM E. WARNE, 
Director of Uniied States Operations Mission to Iran, 


Summary of $60 million American aid to Iran 


Receipts (conversion of dollars into rials) : Millions 
Sale of dollars by Iranian Government to Bank Melli for import of doliars 

of essential commodities_______ bd ahtile 16. 0 
Imports of sugar - codation te apclgpe catenin 5p tik int tard oeitinshi negate nab ila ona tltiows 7 
Imports of, exsentini commodities.......<04..66.55 254 cse scenes .0 
Note cover reserve 0. 0 
imports by Iranian Government agencies_ ie prabbti 2.0 


2 


Impact program 3.3 


Total 60. 0 


Millions 
Expenditures (use of rials received) : of rials 
Monthly budget deficits of Iranian Government____---~- 2, 483. 7 
National Iranian Oil Co. monthly deficits___.__._._..-----~ 1, 118.6 
Payments to Government commodity agencies______---- 664. 6 
Impact program ; 505. 0 
Plan Organization 250. 0 
Rial payments to Government agencies for import 
essential commodities___.._............___- 232.1 
Contributions of Iranian Government to joint projects__£_:¢ 104.4 
sonuses for army, police, gendarmerie, and other mis- 
CURTRINIEy Th IIR ei ce pean 156. 2 1; 


Total 5, 514. 6 60. 0 


Special American aid granted to Iran in the last year has totaled $60 million. 
This aid was in addition to the $24 million that was given under the regular 
technical assistance program. 

This special aid has not only been a major factor in helping to support the 
Iranian Government budget, but has also provided many millions of dollars for 
the import of essential commodities for the entire Iranian population, directly 
provided work for thousands of people, provided many tangible and durable public 
works, provided important help in stabilizing the currency, helped to minimize 
price increases and slow somewhat the inflationary spiral, and countless other 
significant advantages and benefits to Iran and its people. 

To show these advantages clearly and to see how benefits have accrued to Iran, 
it is desirable to make a step-by-step analysis to explain clearly the procedures 
and methods by which— 

(a) American-aid dollars have been converted into rials, so that not only 
dollars, but also rials, were available to aid Iran during this critical period, and 

(b) To explain in some detail the ways in which dollars and rials have been 
spent and to see what these moneys have bought. 


EXPENDITURES OF DOLLARS AND CONVERSION INTO RIALS 


In many countries the most important function of American aid has been to 
provide foreign exchange so that the country could buy needed items from abroad. 
The local currency that was generated by the sale of this foreign exchange has, 
in these countries, been channeled into a counterpart fund, where it was avail- 
able only for certain approved uses. 

In Iran the function of American aid has been twofold. One purpose has been 
to provide foreign exchange so that essential commodities could be imported. 
This helps to provide essential commodities for the general population, such as 
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sugar, tea, and textiles, as well as essential commodities such as trucks and 
industrial machinery needed for various economic activities. The second pur- 
pose has been to provide the local currency needed to enable the Government to 
meet its monthly deficits and to help the Government to meet other necessary 
payments so that in as far as possible a stable and financially sound Government 
and economy would be assured. 

In converting dollars into local currencies, several methods have been used. 
Essentially, these methods are the sale of foreign exchange for local currency, 
with the foreign exchange then being used to import essential commodities. 


1. Importation of essential commodities 


Of the aid available, $50 million has gone directly into the importation of essen- 
tial commodities. Some idea of the magnitude of this amount can be realized 
if it is noted that this represents about 50 percent of all the foreign exchange 
spent by Iran in the period from September 1, 1953, to June 30, 1954. 

The biggest item of importation has been sugar. This, of course, is a basic 
item in the Iranian diet and represents an extremely important item of expendi- 
ture for rural and low-income groups. 

Under this year’s program, 150,000 tons of sugar have been purchased. This 
is about enough to provide 7 kilograms for every man, woman, and child in Iran. 
In terms of annual consumption, it represents about 60 percent of the amount of 
sugar annually imported. In terms of money, $14.7 million was spent for sugar 
during this last year. 

Under this procedure, the United States Government has procured sugar in the 
world market, the rough dollar purchases, at the most favorable prices possible, 
and has delivered the sugar to Iran, for the account of the Ministry of Finance. 
The Sugar Bongah then deposits to the account of the Ministry of Finance the 
rial equivalent of the foreign-exchange cost of the sugar. These rials are then 
available for necessary expenditures by the Ministry of Finance. The Sugar 
Bongah receives its rials back through the sale of sugar to the public. 

Another procedure for the importation of essential commodities has been 
through the direct sales of dollars to the Bank Melli. Under this procedure, 
$16 million has been furnished to the Ministry of Finance for direct sale to the 
bank. 

In this procedure the United States Government turns the money, in the form 
of a dollar check, over to the Ministry of Finance. The Ministry then sells these 
dollars to the Bank Melli and receives rials in return. 

The bank then puts these dollars into its foreign-exchange holdings and offers 
them for sale to Iranian importers. The importers are then able to purchase 
these dollars by paying rials to the bank and are then able to use the dollars for 
the purchase of essential imported commodities. 

Still another procdeure has been the importation of essential commodities 
through a purchase authorization and letter-of-credit procedure. Approximately 
$19.3 million has been used in this way. 

Some of the major items imported have been: Industrial machinery, $4.2 
million ; trucks and buses, $3 million; textiles, $3.6 million; drugs and medicines, 
$1.5 million; auto parts and tires, $2.1 million; lubricating oils, $1.2 million. 

Under this procedure, the United States Government makes available dollar 
funds through New York banks. The Bank Melli is authorized to sell letters 
of credit to Iranian importers against these dollar funds. 

The bank sells these letters of credit for rials and deposits the rials received 
to the credit of the Ministry of Finance. The Ministry then has these rials avail- 
able for its necessary expenditures. 


2. Use of American dollars as note cover reserve 


In September 1953 confidence in the Iranian banking system was at a low 
point, hoarding of currency was widespread, and the need of the new Government 
for rials was very great. To issue new currency legally it was necessary to pro- 
vide foreign-exchange backing equivalent to 100 percent of the amount of new 
notes issued. 

At this time $10 million in American aid was made available to the Govern- 
ment of Iran for the purpose of providing foreign-exchange cover for the issue 
of new notes. New notes were then issued at the official rate of 32.25 rials per 
dollar, and the rials so issued were turned over to the Ministry of Finance. 

As conditions in Iran improved, portions of the new note issue have been 
retired. As retirements were made and the dollar foreign exchange could be 
released from the note cover and sold to the Bank Melli, the Ministry received 
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an additional 57.75 rials per dollar. This represented the difference between 
the official rate of 32.25 rials per dollar and the commercial rate of 90 rials per 
dollar. Thus, the Ministry would eventually receive the equivalent of 90 rials 
per dollar for each dollar that had been put in the note cover reserve. 

As the dollar foreign exchange is released from the note cover, it becomes 
available for use in importing essential commodities, and a substantial portion 
has already been used in this way. 


SUMMARY 


From the above, it will be seen that $50 million of American aid has been 
used for the direct importation of essential commodities and that the $10 million 
of aid originally placed in the note cover, either has, or will become available for 
the same use. 

Although it gives some idea of the magnitude of this assistance to say that 
it represents about 50 percent of all the foreign exchange used by Iran in the 
last 10 months, it is hard to visualize the thousands of items that have been 
imported by means of this aid. 

Some idea might be gained by the following: 

Sugar: 7 kilograms per capita 
Textiles: 5 meters per capita 
Trucks and cars: Over 1,000 units 
Drugs: Over 1 year’s normal supply 

To assess the value of American aid in helping the Iranian economy in the 
past year is a very difficult task. It is clear, however, that without aid, imports 
would have been drastically reduced and living costs would have increased 
much more sharply than they have, that currency stabilization would have been 
much more difficult, if not impossible, and that Iran would perhaps have remained 
in the same chaotic economic condition that prevailed in early August 1953. 


EXPENDITURE OF RIALS 


As has been indicated earlier, American aid to Iran has served a twofold 
purpose. It has provided foreign exchange for the import of essential com- 
modities, as we have seen above, and it has provided the local currency for 
necessary governmental expenditures. 

As the rials are generated through the sale of the foreign exchange they are 
placed in account 30824 in the Bank Melli. After that they are withdrawn by 
the Ministry of Finance to cover programed expenditures. 

Although USOM/Iran has, in the past, continually offered advice and guidance 
on expenditures, it has always been the sole responsibility of the Ministry of 
Finance to determine which expenditures should be made and which of these had 
highest priority. To assist the Ministry in its planning and to provide a firm 
basis for the use of these funds, USOM/Iran and the Ministry have regularly pre- 
pared a planning table which budgets expected revenues and expenditures for the 
future. Expected revenues are largely determined by USOM/Iran since it has 
primary responsibility for handling purchase authorizations and the letter of 
credit procedure and since all aid has been channelxd through USOM/Iran. 
Expenditures are primarily determined by the Ministry, generally after coordi- 
nation and discussion with USOM/Iran. 

Attached is a table which shows the major items of expenditures in rials and 
the dollar equivalents. ‘The individual items in the table are discussed below. 

Monthly budget deficits of Iranian Government.—This item alone has used 
about 2,483.7 million rials, or $27 million in the last year. Average withdrawals 
have been about 200 million rials per month. In general, this money has been 
used to pay for salaries of Government employees and amounts to about 40 
percent of all salaries paid each month. The figures available in this year’s 
proposed budget indicate that the regular monthly deficits of the Govern- 
ment will continue to be at least this large. 

National Iranian Oil Co. monthly deficits—This item has used 1,118.6 mil- 
lion rials, or $12.2 million in the last year. Monthly allocations have averaged 
about 120 million rials per month. Most of these payments have also gone 
for salaries although some has been spent for other expenses, such as main- 
tenance. 

It is expected that there will be no further need for governmental financial 
help to NIOC after an oil agreement has been ratified. 

Payments to Government commodity agencies.—This item has used 664.6 
Inillion rials, or $7.2 million. Payments under this category are made to the 
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Cereals Bongah, the tobacco monopoly, and the opium monopoly to purchase 
crops from farmers. 

As a result of personal investigations and information available to OMI it 
is thought that this item of expense is the least justifiable of all the expenditures 
made. This is not because of the type of expenditures, but rather because of 
the fact that the expenditures made have not been properly supported by facts 
and records. In addition, requests for new expenditures do not appear to be 
properly justified. 

Impact program.—This item used 505 million rials, or $5.5 million. This 
program has produced the most tangible results of any of the programs. 

Under this program 48 projects have been undertaken. These projects include 
the construction of low-cost housing, the paving of streets, highway construc- 
tion, the construction of schools and hospitals, and improvements in water 
supply. 

Under this program, many thousands of persons were furnished employment. 
Most of the projects are of a semipermanent nature and will benefit Iran ror 
many years to come. ex4 

Plan organization.—This item used 250 million rials, or $2.7 million. Although 
it is difficult to show exactly the purposes for which this money was spent, most 
of it went into economic development programs. 

Rial payments to Govrenment agencies for essential commodities.—This item 
used 282.1 million rials, or $2.6 million. These were advances in rials made to 
various agencies of the Government to provide funds for the purchase of foreig 
exchange for the import of essential commodities. 

Contributions of Iranian Government to joint projects.—This item of 104.4 
million rials or $1.1 million represents the cash contributions of the Iranian 
Government to joint projects with OMI. These projects are all of a lasting 
nature and will make a continuing contribution to Iran’s welfare. 

Bonuses for army, police, gendarmerie, end other miscellaneous payments.— 
This item used 156.2 million rials, or $1.7 million. Included here are the various 
bonus payments made outside the regular budget and various miscellaneous 
payments such as those for police uniforms and summer maneuver expenses. 


SUMMARY 


Rial expenditures have been made for a wide variety of purposes. Some have 
gone directly to pay salaries that otherwise might not have been paid, some have 
gone into projects that will continue to benefit Iran in the future, some have 
helped to import essential commodities, and others have gone to meet urgent 
expenditures that otherwise could not have been taken care of. 

Hxamination of the expenditures made in this last year indicates that with 
the exception of those for NIOC, most are of a recurrent nature and can be 
expected to continue. This points up the need for either more revenues or 
decreased expenditures if Iran is to maintain a sound financial position. 

Since expenditures are now at a very austere level and it is extremely unlikely 
that any reductions can be expected, the need for increased revenues is clear. 

Revenues from oil prpoduction and sale can and should be used until Govern- 
ment deficits are eliminated. However, a substantial portion of these revenues 
must and should be set aside for economic development of Iran. 

In order to maximize the amount that will be available for economic develop- 
ment two steps should be taken. They are: 

1. A careful examination of the sources of Government revenue and the 
methods used in collecting these revenues. Where possible, administration 
and methods should be improved and strengthened so that the maximum 
amount of revenue available is collected. 

2. A careful examination of governmental expenditures so that unessential 
or low priority expenditures are held to a minimum. 


Mr. Mounratn. Mr. Warne, we have had some testimony from Mr. 
Dale about the functions of this planning table. 

Mr. Warne. Yes, sir. 

Mr. Mountain. I believe we have also had previous testimony from 
you in earlier sessions referring to that. 

Mr. Warne. Mr. Mountain, off the record. 

Mr. Garmatz. Off the record. 

(Discussion off the record.) 
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Mr. Garmatz. On the record. 

Mr. Mountain. Mr. Warne, I believe in executive session in which 
you appeared before the committee at the start of these hearings, you 
stated that you felt that as mission director you had firm control over 
the use of aid accounts, and you also stated that the general = pose 
of the planning table was to set up controls over the aid funds. Is 
this substantially your view ? 

Mr. Warne. The planning table, I think, as I explained at that 
time, too, we originally made up the planning table for what its name 
implies, as a plan of operation. 

We didn’t have complete confidence in our ability to forecast at 
the outset either the dates on which we could generate rials through 
the expenditure of our own aid funds or the dates on which some 
of those rials were going to be needed by the Iranian Government. 

Therefore, the first planning table that was gotten up was rather 
a staff exercise, which I think we didn’t even take up with the Iranian 
Government. 

As Mr. Dale described yesterday, the planning table gradually as- 
sumed additional importance, not only ‘: our eyes, but materially so 
in the eyes of the responsible Iranian officials, the Minister of Finance 
and the Treasurer General. And, at a later date, revisions of the 
planning table were actually jointly signed or initialed by me and 
the Minister of Finance, and the tacit understanding was that the 
planning table would be followed until something arose that neces- 
sitated a joint agreement that a new planning table should be made 
up or the one in use materially modified. 

Mr. Mounvraty. The planning table-—— 

Mr. Warne. But it always was a planning table. I mean, we had 
to forecast, for example, the dates on which sugar ships were going 
to arrive at Khorramshahr, and sometimes those were, at best, in- 
formed guesses, and it wasn’t meant to be something that either one 
of us, either the Minister of Finance or myself, would, if we didn’t 
hit the exact day, or the precise amount, were going to fly at each 
other’s throats about. 

It wasa pli inning table. It, i ine fect, amounted to the deficit budget 
of the Government of Iran during the latter months of the aid pro- 
gram, and my tenure of office in Teheran, and it proved t » be, I 
thought, a very effective document. 

Mr. Mounrain. [| believe, as it appears before us, this document 
actually consists of two part One is the part which shows the 
expected dates of avail: tbility oat funds which would be United States 
funds supplied, under the heading of “Rials in Account 30824 De- 
posits.” Is that correct ¢ 

Mr. Warne. Yes. 

Mr. Mounvarn. And this is broken down so that the months during 
the course of the period covered by the planning table, the months in 
which these various amounts are expected to become available are 
projected ; so that a monthly availability can be shown at the bottom. 

Mr. Warne. That's right. The reason for that was we were trying 
to have matching funds, through a planned program of import: ition 
of goods and other methods, available at the times they were going t 
he needed for specific purposes. 

Mr. Mounratn. And the second part of it was the other side of 1 
coin, the planned withdrawal rates based on deficit needs, also pro- 
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jected by months, as they were expected to arise. With both sections 
of the table before you, you could then balance off the availability of 
funds against the deficits expected and see where you stood at each 
point; isn’t that essentially the function ? 

Mr. Warne. That is right. 

Mr. Mountain. Now, is it correct to say that the deposit side of 
this table was a responsibility of the United States mission inasmuch 
as they were doing the procurement actions, that is, it was within 
their field to determine these availabilities ? 

Mr. Warne. I think that is an accurate statement. Sometimes we 
did it by agreement with the Iranian Government. In other words, it 
was a joint process of determining when deposits would be made, but 
the general planning that went into this side had to be done in the 
main by us, since usually the funds that were being used to generate 
these were dollars. 

Mr. Mounrarn. And because you knew the lead times and procure- 
ment, and that sort of thing? 

Mr. Warne. We tried to anticipate as best we could how long it 
was going to take to get things done. 

Mr. Mountain. Is it correct to say that the withdrawal side of the 
table was primarily a responsibility of the Tranian Government? 

Mr. Warne. Yes; the proposals that eventually found their way 
into the second half of the table were those that were originally made, 
I think, by the Treasurer General of Iran and were discussed with 
staff and before the Finance Committee. 

The Finance Committee included the Minister of Finance, Dr. 
Amini, the Treasurer General, Dr. Pirnia, the Governor General of 
the Bank Melli, Mr. Nasser, and the Director General of the Plan 
Organization on the Iranian side and myself and principal staff mem- 
bers on our side. 

Mr. Mountain. Would your statements in this respect be sum- 
marized by the following quotation from your August 23 report, 
which has been introduced into the record: 

Expected revenues are largely determined by USOM Iran since it has primary 
responsibility for handling purchase authorizations and the letter of credit pro- 
cedure and since all aid has been channeled through USOM Iran. Expenditures 
are primarily determined by the Ministry, generally after coordination and 
discussion with USOM Iran. 

I would like to add the following statement as well, which appears 
earlier in this paragraph on page 6: 

Although USOM Iran has in the past continually offered advice and guidance 
on expenditures, it has always been the sole responsibility of the Ministry of 
Finance to determine which expenditures should be made and which of these 
had highest priority. To assist the Ministry in its planning and to provide a 
firm basis for the use of these funds, USOM Iran and the Ministry have regu- 
larly prepared a planning table which budgets expected revenues and expenditures 
for the future. 

Mr. Warne. That’s right. 

Mr. Mountatn. That is a summary of the testimony you have just 
given, in slightly diilerent words. 

Was the Ministry authorized to make withdrawals from this account 
30824 without clearance with the mission ¢ 

Mr. Warne. Yes; we did not countersign checks on account 30824. 
Account 30824 actually was in the name of the Government of Iran 
and it was under the control of the Treasurer General of Iran. 
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Mr. Mountain. There was, I believe, an occasion when the with- 
dr ‘awals were made by the Ministry i in excess of the amounts called for 
in the planning table. Is that correct? 

Mr. Warne. I am not sure of that. I have heard that mentioned. 
It seems to me that my recollection was that they followed the plan- 
ning table fairly well. 

I believe I have been informed that they, in effect, drew more or drew 
it earlier for some item in the planning table than had been scheduled 
in the planning table. 

Mr. Mountarn. It may be helpful to quote at this point from a 
memorandum of Mr. Fried to you dated January 14, 1954, which wa 
attached as an enclosure to your January 14 report, which has sian 
introduced in the record. 

The first paragraph contains the following statement: 

During the first 4 months the actual ordinary budget deficit, as reported by 
the Ministry of Finance was R1s567.8 million, and the amount by which account 
30824 was drawn down for financing this deficit was Rls607.5 million, leaving 
Rls39.7 million unaccounted for. 

I am not sure, Mr. Warne, what the exchange rate was at that time, 
but if you take roughly a 70 rial to the dollar—— 

Mr. Warne. W ell, the exchange rate was 96 up until December 21. 

Mr. Mounrarn. And it was in the latter part of 1953? 

Mr. Warne. Yes. 

Mr. Mountain. Well, this would be roughly about $400,000, some- 
thing slightly under perhaps $400,000. 

I wondered if you could tell us how this kind of thing—I might 
read one further point. I quote again from Mr. Fried’s memorandum: 

This is probably merged in the general cash account of the Ministry of Finance 
and it is presumably available for the budgetary deficit. 

The question is not one of whether there was any loss of these funds, 
but the question of the role of the planning table in controlling the 
rate of expenditures. 

Mr. Warne. Well, I think that I have already commented on that 
question in saying that at the outset the planning table was a rough 
approximation of what we planned to do, that it did not become the 
control document, and, indeed, it was only a control document later 
by agreement with the Minister of Finance, until we had had some 
experience with it. 

Mr. Dale’s recollection, I think, according to his testimony, and mine, 
too, is that the planning table assumed that role at the outset of 1954. 

Now, it’s also my recollection that the statement was made here that 
a certain amount of rials were drawn out of the aid account, and it 
was found that it was used in accordance with the general p lan. 

In any event, at that time our effort was to pro vide funds for the 
Iranian Government and to do our best to see that they were used in 
accordance with a plan to assist the Government in stabilizing itself. 

Mr. Reece. Mr. Chairman, as I recall, Mr. Dale yesterday, in com- 
menting upon the Iranian budget, stated that it was not only incom- 
plete but very vacillating, if that is the right word, or at least fluid. 

The situation was so changeable and so many factors relating to the 
— situation came into it as to make it very unpredictable at the 
best: but that the budget itself never reflected a complete picture of 
the Iranian Government’s financial situation. 

Isn’t that about the statement he made? 
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Mr. Warne. I think that is right. 

This Rls 39 million that was involved here was in fact merged with 
the funds of the Iranian General Treasurer and were used as the aid 
funds were in support of the Iranian activities. 

Mr. Reece. Even in a country as stable as the United States it’s not 
unusual for a department to exceed its budget and come to Congress 
for a deficit appropriation to cover certain items. 

I see nothing unusual, Mr. Chairman, looking at the situation even 
as it exists in this country, much less in such a volatile area as Iran. 

Mr. Warne. Well, I think the use of the words “unaccounted for” 
here is the one that is unfortunate. I don’t believe it was unaccounted 
for in that anyone suggested they got away or it was not used for ap- 
propriate purposes. It simply was not anticipated in the planning 
table. 

Mr. Mountarn. Was there any determination made, to your knowl- 
edge, Mr. Warne, as to what it was used for ? 

Mr. Warne. Yes. I am informed that it was made. 

Mr. Mounrarn. Do you know what it was used for ? 

Mr. Warne. I can’t tell you at this moment, but I have a statement 
from our controller that this sum was therefore merged with the Gov- 
ernment of Iran funds in the Treasury. 

Mr. Mounratn. This does not show us what it was used for, does it? 

Mr. Warne. Well, it was used out of the General Treasury. It was 
merged with funds there, and that was used for the operation of the 
Government. 

Mr. Mounrain. In terms of the planning table was there any role 
that the mission had in determining which expenditures, what cate- 
gories of expenditures would be made on the withdrawal side? 

Mr. Warne. Yes. At least in the later planning tables, the ones 
that began about the first of January 1954, it was by mutual agreement 
that the nature of the expenditures, the categories of expenditures were 
included in the planning table. 

In our first planning table, as I say, it was pretty much an arbitrary 
thing on our part. 

Mr. Movunratn. Well, up until this point in early 1954, then, the 
planning table did not afford you control over the expenditures in the 
same way that it did afterward ? 

Mr. Warne. No, sir; not in the same way it did after. The planning 
tuble was not mutually agreed to until, well, I can’t give you the exact 
date, but it is my opinion that it was after January of 1954, when we 
first jointly signed the planning table. 

Mr. Reece. If I may interject, did it ever give you, as Director, con- 
trol, except when certain items or phases of the planning table were 
mutually signed by the two Governments? 

Mr. Warne. No, it did not. I didn’t have any recourse if the 
planning table had been grossly violated, but the planning table was 
worked out jointly between the responsible Iranian officials and my 
staff and we did sign the table mutually later on. And, in that man- 
ner, I think a degree of control was exerted. ioe 

As I say, there was never a requirement for a joint signature on one 
of the checks. We simply couldn’t assume the responsibility for the 
operation of the Iranian Doveamiat . 

Mr. Reece. You have had considerable experience in the Foreign 
Operations Administration, and predecessors and successors, in the 
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other countries was something similar to the planning table adopted ? 

Mr. Warne. I am not sure because we worked this out in Iran to 
meet our needs there at the time, and, so far as I know, the planning 
table actually grew out of our own staff operations. 

I am sure that similar documents have been utilized, but I don’t 
know whether any of them you could lay down side by side with our 
planning table and say that they had a close similarity. 

We had a situation where an aid program was begun, almost over- 
night. We hastily drew a staff together, calling people all the way 
from the United States who were on leave to get there, and starting 
from that point we worked out these various devices for the admin- 
istration of the program. We had as experienced a staff as we could 
get, including Treasury and State Department economics people, and 
those that had been provided directly to my staff. 

Mr. Mounrain. In the light of our current discussion, Mr. Chair- 
man, I think it would be helpful to read the following sections from 
the GAO report and Mr. Hollister’s reply to it. 

I quote from page 22 of the GAO audit report of [ran, as follows: 

The mission, with the concurrence of the Washington office, has used as its 
method of control the device of the rial planning table, by which projected 
deposits of local currency (rial) proceeds and their utilization have been jointly 
approved by representatives of Iran and the United States. We noted ieucgne es 
where this system of control has not been entirely satisfactory. In fiscal year 
1954 the mission experienced withdrawals by the Iranian Ministry of Finance 
which could not be reconciled to the planning table and left some disbursements 
unaccounted for. In 1955 the relative ineffectiveness of the plz inning table was 
demonstrated when the proceeds from the $30 million were withdrawn ji 
excess of the established monthly rate. The mission deemed it advisable to gran: 
subsequent approval. 

The mission states that the use of the planning table has worked satisfactorily 
inasmuch as its comptroller’s office has been able to fully reconcile reporie:! 
withdrawals from the Iranian counterpart account with similar transactions 
previously approved in the planning table. However, we believe that the missio1 
would exercise a more effective measure of control by approval of individual re- 
leases. This may be accomplished, as in some other aid-receiving countries, 
by the requirement that a mission representative countersign the checks used 
to make withdrawals from the counterpart account. Another effective ' 
methed is to require the host country to submit justifications for individun 
releases. The mission advises that plans for requiring such releases are presently 
under consideration. 

The following is a quotation from = Hollister’s reply to the Comp 
troller General, the reply dated May 25, 1956, and this | Is & paragraph 
from page 12, which states: 

It is true that from the account covering the loan portion, withdrawals were 
made in excess of the established monthly rate. However, the controls are suc] 
that it was immediately reported to the Mission Director, who called it to the 
attention of the Iranian Government, but made it clear that payment withor 
authorization had been improper and could not be repeated. While we believe 
the present plan has been working satisfactorily, we are agreeable to the idea 
that individual releases should be approved in the future, and we had been pln 
ning to do this to make the controls even tighter. 

Mr. Warne. With reference to the $30 million loan, it refers to a 
period after my service in Iran. 

Mr. Mountain. Yes,sir. I was aware of that. 

Mr. Warne. And I believe also that it refers to a period after 
they had changed the Tranian Minister of Finance with whom we had 
been dealing in an earlier time. In other words, you had a new 
situation there. 


79229-—56 
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Mr. Mounrarn. Well, in the early days, before the planning table 
took on the form that it did in January of 1954, it was possible, 
was it not, for the Iranian Government to make withdrawals for uses 
which you, as Mission Director, had not previously approved ? 

Mr. Warne. It was possible, ves. 

Mr. Mounrarn. Did it ever occur? 

Mr. Warne. I don’t think it ever occurred after we commenced to 
mutually agree to the planning table. 

Mr. Mounrarn. I was referring specifically to the months prior to 
that. 

Mr. Warne. Well, the months prior to that, the planning table was 
nota mutually agr eed upon document. 

Mr. Mounrarn. So that prior to it being a mutually agreed upon 
document, you did not have control over the Iranian withdrawals? 

Mr. WARNE. I don’t think we ever had control in the sense of being 
able to stop a withdrawal. 

Mr. Mounrarn. And this would apply as well after January 1954, 
as before ? 

Mr. Warne. That’s right. What we relied on was the agreement of 
the Iranian official involved. 

Mr. Mounrarn. I have specific reference to payments raising cer- 
tain Government salaries made as a withdrawal against this account. 
Was this a transaction which had been previously approved by the 
mission ¢ 

oo Warne. I dont’ know what you are referring to, Mr. Mountain. 

fr. Mountain. Were there not bonuses for the armey, police, the 
Prec oni and other miscellaneous payments made? 

Mr. Warne. Yes, sir, they appear on the planning table. They 
appear on this planning table, January 14, 1954. You will find it on 
page 3, item 4, under “Withdrawals From Account 30824,” a line say- 
ing, “Bonuses, army, gendarmerie, and police,” a total amount of 130.5 
million rials, with 30 million in November 1953, 9.5 million in Decem- 
ber 1958, 72 million in February 1954, and 19 million in March 1954. 

Mr. Mounrarn. It’s true, is it not, that anything that was prior to 
January of 1954 represents an actual withdrawal in this planning 
table? 

Mr. Warne. Yes, sir. 

Mr. Mountarn. So that these payments, the 30 million rials that you 
mentioned, and the 9.5 

Mr. Warne. Presumably had already been made. 

Mr. Mountarn. And these were before the planning table was a 
countersigned document ? 

Mr. Warne. I believe that to betrue. Iam not exactly certain when 
the planning table first was signed jointly. 

Mr. Mountarn. Do you know whether or not these payments were 
made with your prior knowledge, these in November and December? 

Mr. Warne. It is my recollection that I did have prior knowledge of 
them. It wasa matter of much discussion at that time. 

Mr. Mounratn. And that you granted prior approval to them? 

Mr. Warne. It is my recollection that I did, Mr. Mountain, whether 
that would apply to the first one, in November of 1953, from my own 
recollection right now, I wouldn’t be able to say, but I would say that 
it applied to the item in general, and certainly to all the ones that were 
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involved after the date of January 13, 1954, when this table was made 
out. 

Mr. Reece. In this connection, if I may interject, Mr. Chairman, 
one thing that impresses me, to which I referred earlier, that although 
the GAO auditor refers to a discrepancy, that he states that he did 
not go beyond the statement of this Mr. Fried, and made no attempt to 
reconcile or understand the figures to which he refers as a discrep- 
ancy in another place in even more odious terms. 

I just cannot conceive of an auditor making a report in which the 
conclusions are drawn as are drawn in this report and basing it on a 
statement of an individual employee in the office. 

I did not think it took an auditor to get a statement of an employee. 
Anyone can go around and get that. 

Mr. Mounrrary. Mr. € hairman, I request permission to introduce 
into the record at this point a memorandum from Mr. Jerome Fried, 
Accounting Chief of the Economic Aid Division, to the Director of 
United States Operations Mission to Iran, dated December 8, 1953, 
subject : “Budget Memo No. 3.” It is an unclassified document. 

Mr. Garmatz. If there is no objection, it will be inserted into the 
record at this point. 

(The document referred to is as follows :) 


OFFICE MEMORANDUM 
12/8/53. 
To: Director of U. S. Operations Mission to Iran. 
From: Jerome F. Fried, Acting Chief, Economic Aid Division. 
Subject: Budget Memo No. 3. 

On Sunday, December 6, Mr. Pirnia met in my office with me, Mr. Reeves, and 
Mr. Ram to discuss the budget accounts for the month of Aban (November) 
which had just come out. A matter of concern to us was the extraordinarily high 
figure for total expenditures of Rls 958 million. This is to be compared with an 
average for the past 7 months of about Rls 760 million a month and for the month 
of Mehr (October) of Rls 733 million. It is further to be compared with the 
projected expenditures in our Planning Table of Rls 829 million per month for 
November through March. Examination of the accounts had indicated that the 
difference lay largely in the payments to the provinces. 

Mr. Pirnia it seemed had also been surprised and concerned over this unex- 
pected increase. He did, however, have an explanation. The high level of 
expenditures reflected payments largely to the provinces for salary increases 
that had automatically taken place at the beginning of the year 1332 (1953) but 
funds for which were not available until the last few months. The total of these 
salary increases for the year amounted to Rls 400 million. Three hundred mil- 
lion of this 400 million had been paid largely in the month of Aban. In addition 
there was perhaps a month’s lag in salary payments to the provinces over and 
against the ordinary lag, and there had been additional payments in order to 
bring the provinces’ salary payments current. Mr. Pirnia assured me that the 
Minister of Finance in the remaining months of the Aid Program would tighten 
= allocations in an effort to bring the expenditures in line with the Planning 

Table. He felt that the additional Rls 100 million still remaining to be paid in 
the coming months for salary increases would be absorbed in the projected 
Ris 829 million expenditure budget. This will be done through requiring the 
ministries to economize in other directions. The Minister of Finance evidently 
has the ability to do this since the salary increases while automatic nevertheless 
were not included in the authorized budget expenditures for the year 1332 under 
which the various ministries are operating. 

The next point that was discussed was the NIOC deficit. This office recently 
received the NIOC summary statement of expenditures and income for 1331 and 
a budget for 1332. The budget indicated that the average cash deficit of the 
NIOC this year would be Rls 132 million monthly. Rls 897 million of this 
projected deficit were to be obtained from Bank Melli and 700 million from the 
Ministry of Finance. The Ministry of Finance responsibility for the 700 million 
began in the beginning of Mehr. Monthly this Rls 700 million would average 
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approximately Rls 16 million as projected in the Table. Allocations, however, 
are being given to the NIOC as needed. The committment of the Ministry of 
Finance is up to Rls 700 million and final payments may be less than this if actual 
requirements turn out to be less than the projected ones. Evidently, therefore, 
our projected deficit of Ris 116 million monthly in the Table from the beginning 
of Mehr still holds despite the fact that the projected monthly deficit according 
to the NIOC is Rls 132 million monthly. (In the next day or two this will be 
checked with the Bank Melli to determine whether they have actually made 
loans of Rls 879 million this fiscal year.) Actual payments by the Ministry of 
Finance to the NIOC have up to now been Ris 130 million out of our Special 
Account. 

Drafts in the Treasurer General’s office have increased to Ris 940 million. 
Mr. Pirnia stated that this was no indication of an increase in the unfunded debt 
but simply that a larger amount of bills had been moved from the Deputy Min- 
ister’s office to his for payment. The unfunded debt, he stated again, is no longer 
increasing. Another meeting is to be held with him Tuesday at which he will 
have prepared for us more detailed information on the unfunded debt. 

Monthly revenues which were projected at Rls 664 million in our Planning 
Table in the remainder of the year had fallen in the month of Aban to slightly 
under Ris 600 million. Two-thirds of this drop were due to lower customs reve- 
nues and lower tobacco revenues. Customs revenues for the coming month, if 
one includes the expected customs revenues on the sugar coming in then, should 
increase somewhat as well as the tobacco revenues particularly in the later 
months. Consequently Rls 664 million monthly revenue average on the Table 
may still be one that will actually be realized. 

Mr. Pirnia brought up the matter of the proposed extra payments to be 
made to the Gendarmerie in line with the ones that have been granted to 
the Army. As you will recall, the Army received out of our Special Funds 
Ris380 million as a first quarter extra payment. All told they should re- 
ceive if this continues on a quarterly basis Rls90 million by the end of the 
fiscal year. The Gendarmerie has presumably made a successful case for 
parallel payments in order to maintain the morale of its forces. These, I 
understand from Colonel McClelland, would represent a total of about 
Rls28 million. The Minister of Finance has approved an allocation of Rls9.6 
million as the first quarterly installment. However, the Treasurer General 
before releasing this amount (and presumably the Minister of Finance) felt 
that we should be consulted. It appears that the Minister of Finance, who 
is faced with all types of requests for allocations from our Special Aid Ac- 
count particularly since a balance is developing, is concerned with resisting 
these as much as possible in order to confine average monthly expenditures 
to something like the level we have jointly projected. The Table indicates 
that if this level is maintained and if the revenues there projected are main- 
tained and if the $10 million now held as part of the note cover is released 
there should remain a balance to take care of the budgetary deficit at least 
through April. In consulting us with respect to the Gendarmerie payment the 
Minister of Finance appears to be requesting that we pass judgment on other 
requests for extraordinary expenditures out of the Special Aid Funds that 
he may be faced with. While we have explicitly indicated by memorandum 
and otherwise to the Minister of Finance that his is the responsibility of al- 
locating the rials from the Aid Program and that at that point we would be 
available simply on a consultant basis the Minister of Finance evidently wonid 
like more of our active participation in order to strengthen his hand in meet- 
ing at this time extraordinary demands on him. This is particularly im- 
portant since confining the level of expenditures for the next three or four 
months to something along the lines of the planned Table is necessary not 
only to conserve the rials and to finance the budgetary deficit over a some- 
what longer period of time but also to minimize the inflationary pressures 
from Government deficit spending. Any aid to the Minister that we can give 
in this matter would appear to be desirable. With respect to the Gendar- 
merie request, a matter which I had discussed with you and Colonel MecClel- 
land prior to this meeting, we replied to Mr. Pirnia’s question as to whether 
we had any objections that (1) the first responsibility of the Ministry of Finance 
with respect to the Aid rials was to provide rials for the Point IV program, 
(2) the second was to provide that rials to meet the budgetary deficit and the 
NIOC deficit and (3) third, and reserves then left over should be allocated with 
discretion to the Impact Program or other extraordinary expenditures; that this 
had been spelled out in a projected form in the Planning Table worked ont mu- 
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tually by us, that requests such as the Gendarmerie came in the category of ex- 
traordinary expenditures. Granting this request would not significantly affect 
the reserve and so could reasonably be made considering the importance at- 
tached to it by the Government of Iran. However, this allocation made it 
rather necessary to examine with care additional requests of this nature if 

funds were to hold out as planned. Mr. Pirnia mentioned several other 

1] requests, namely one for the Irrigation Bongah to carry out a project 
on the Abbass River. I suggested that in the next meeting of the Finance 
Committee the matter of extraordinary expenditures might be reviewed and 
that a procedure with respect to such types of requests be worked out. One 
possible method of doing this suggested by Mr. Reeves would be to make such 
allocations through the Joint Fund for Emergency and Special Economic As- 
sistance, 


Mr. Mountarn. I would like to quote from the first page of this 
cocument : 


a Sunday, December 6, Mr. Pirnia met in my office with me, Mr. Reeves, an 
Ram to discuss the budget account for the month of Nove — which had 
ps come out. A matter of concern to us was the extraordi: ily high figu 
for total expenditures of R1s958 million. This is to be « omtiaxved with an average 
of the past 7 months of about Ris760 million a month, and for the month of 
October of Ris733 million. It is further to be compared with the projected 
expenditures in our planning table of Rls829 million per month for Novembe 
through March. Examination of the accounts had indicated that the difference 
lay largely in the payments to the provinces. 

Mr. Pirnia it seemed had also been surprised and concerned over this un- 
expected increase. He did however have an explanation. The high level of 
expenditures reflected payments largely to the provinces for salary increases 
that had automatically taken place at the beginning of the year 1953 but funds 
for which were not available until the last few months. The total of these 
salary increases for the year amounted to Rls400 million. 300 million of this 
400 million had been paid largely in the month of November. In addition 
there was perhaps a month’s lag in salary payments to the provinces over and 
against the ordinary lag, and there had been additional payments in order to 
bring the provinces’ salary payments current. Mr. Pirnia assured me that the 
Minister of Finance in the remaining months of the aid program would tighten 
up allocations in an effort to bring the expenditures in line with the planning 
table. He felt that the additional Rls100 million stiil remaining to be paid in 
the coming months for salary increases would be absorbed in the projected 
RisS29 million expenditure budget. This will be done throuch requiring the 
ministries to economize in other directions. he Minister of Finance evidently 
has the ability to do this since the salary increases while automatic ne verth eless 
were not included in the authorized budget expenditures for the year 1953 unde 
which the various ministries are operated. 

I think the question I would like to ask about this is whether or not 
; represented a salary increase which was not planned for in their 
ig and wae fore not Mane: in our planning table? 
‘Warne. The situation was, as I remember it Mr. Mount 
a the Sst in law authorize “a an increase in salarie nnil 
first of the Iranian new year or 
Majlis never goi around to e1 ene a budget. 
what we would call a continuing resolution. 

But it had to ae it everv month, And then. after 2 or 3 month 

that p artic ular year, the Lranian Majlis ceased to be an oper: iting body 
,Y , 


1 
In su; 


port of a certalr | palitie al objective of Dr. Mossadegh, the 


jority of the members resigned and rendered the Majlis without 
quorum. 

From that time on it was impossible to get a budget, an authorized 
or approved budget, so that when the new government came in, as i 
did in August of 1953, and our aid program was begun, as it 
September of 1953, it was a litile unclear as to what the exact 
of matters of that sort were. 
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The Iranian employees all said that they had an increase in salaries. 
The Iranian employees, some of them, had not been paid for a matter 
of several months, whether the salaries had been increased or not. 
Even the army had not been paid for a space of many weeks. 

Mr. Reece. And the army was an important factor in [ran at that 
time? 

Mr. Warne. Mr. Reece, the army was the one factor that provided 
the degree of internal security that saved Iran at that time. The 
morale of the army was a serious and constant consideration on the 
part of the Iranian Government and those of us who were working 
with the Iranian Government. In strongest terms, representations 
were made to me later concerning the necessity for the payment that 
is indicated in the planning table. 

Now, I think the Fried memo indicates that very early in this opera- 
tion efforts were made to establish controls; that the Iranian Govern- 
ment had paid salaries to its people, and in so doing had exceeded our 
expected rate of expenditures under the planning table, which at best 
were estimates in the months of October and November of 1953. 

I think the Fried memo shows that the Treasurer-General agreed 
that he himself would exercise a greater degree of control in the future. 
And, my recollection is that he carried that out, at least during the 
time I was there, in a way that I felt was commendable. 

Mr. Reece. That action was, or was that action entirely without 
consultation with your office? At best you were only a consultant ? 

Mr. Warne. That's right. And, it’s my assumption from the para- 
graph read out of the Fried memorandum that the action of actu: ally 
sending that money to the Provinces was taken without prior consulta- 
tion with us; that it was revealed, both to our staff and to the Treasurer- 
General at the same time, when they together reviewed in early Novem- 
ber the actions taken by the Government up to that time. And, the 
agreement was made then, which I think was fait rly well held to, to 
exercise a tighter control. 

Mr. Reece. Mr. Chairman, that brings to my mind a reference to 
our own budget as it relates to salary increases. We have in this 
Government a system of automatic salary increases. Not being a 
member of the Appropriations Committee, I don’t know w hether all 
of those salary increases during the year are provided for in advance 
in the budget. They take place automatically. 

What occurred over there is not comparable to these automatic 
increases, not entirely related, but had I been Director over there 
and needed money to pay for the « army, if they didn’t have it I would 
have provided it, if I could have gotten permission from Wash- 
ington to have done so. 

Mr. Warne. Off the record. 

Mr. Garmatz. Off the record. 

(Discussion off the record.) 

Mr. Garmatz. On the record. 

Mr. Mountatn. Mr. Warne, I shall read from your letter addressed 
to the Minister of Finance at Teheran, dated September 8, 1953. It’s a 
letter, I think you will recall, that makes available on an emergency 
basis the initial payment of $10 million to the Iranian economy. 
The third paragraph reads as follows: 

The utilization of these funds is limited to current expenditures within the 
current budgetary items and such expenditures shall not include any of the 


engagements of the Government of Iran that have accrued prior to the date 
of this note including interest as well as principal. 
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I would also like to read from the following paragraph on page 7 
of your report dated August 23, 1954, which we have introduced into 
the record. This statement is under the he: ading, “Bonuses for 
Army, Police, Gendarmerie, and Other Miscellaneous Payments”: 


This item used Rls156.2 million, or $1.7 million. Included here are the 
various bonus payments made outside the regular budget and various mis- 
cellaneous payments such as those for police uniforms and summer maneuver 
expenses. 


I wonder if those two statements and our discussion of the plan- 
ning table role can be related. 

Mr. Warne. I don’t see any conflicts in those statements. 

Mr. Mountain. There is an indication in the quotation from your 
letter that these payments outside of the regular budget all show 
that the $10 million which form a good portion of these payments 
was only for current budgetary expenditures, and this presumably 
represents either a change of outlook since September 8, 1953, or 
perhaps some payment that was not exactly under control at that 
point. 

(The documents referred to follow :) 


[Translation] 
MINISTRY OF FINANCES, OFFICE OF THE MINISTER 


17/6/1332 (Sept. 8, 1953) 
No. 85850 
His Excellency, Mr. WILLIAM E. WARNE, 

Director, Technical Cooperation for Iran: 

With reference to your letter dated Shahriver 17, 1332 (September 8, 1953) 
relating to the procedures under which the Governm nt of the United States is 
prepared to put the amount of ten million dollars at the disposal of the Ministry 
of Finance, for meeting the urgent requirements of the Iranian Government, 
I concur hereby with the procedures stipulated in the above letter. 

Respectfully yours, 
(Sg¢d.) Dr. AMINI, 
Minister of Finance. 


TEHRAN, IRAN, September 8, 1958. 
His Excellency, Dr. Att AMINI, 
Minister of Finance, Tehran, Iran. 

BxceELLency: I have the honor to refer you to the letter of General F. Zahedi, 
Prime Minister of Iran, August 26, 1953, to Dwight D. Eisenhower, President of 
the United States, and his reply of the same date. 

Pursuant to the exchange of notes of January 19-20, 1952, between William E. 
Warne, Director, Technical Cooperation Mission of the United States of America, 
and Dr. Mohammed Mossadegh, Prime Minister, Imperial Government of Iran, 
the Government of the United States is prepared to transfer to the Ministry of 
Finance for the present on an emergency basis up to $10,000,000 for sale by the 
Ministry for import of essential commodities, including commodities published in 
categories 1 and 2 of the Iranian Government publication relating to import 
commodities, licensed in accordance with established procedures of the Govern- 
ment of Iran. 

The utilization of these funds is limited to current expenditures within the 
current budgetary items and such expenditures shall not include any of the en- 
gagements of the Government of Iran that have accrued prior to the date of this 
note including interest as well as principal. 

If the proposals herein contained are aceptable to you, it is requested that you 
notify me of your Excellency’s concurrence on behalf of the Ministry of Finance. 

Accept, Excellency, the renewed assurances of my highest consideration. 

Sincerely yours, 
(Sgd.) Wii1t1am EB. WARNE, 
Director of U. Technical Cooperation for Iran. 
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CONFERENCE PROCEEDINGS 


At a conference immediately preceding the exchange of notes between William 
E. Warne, Director, Technical Cooperation for Iran, and Dr. Ali Amini, Minister 
of Finance of Iran, pursuant to which the Government of the United States of 
America will transfer to the Ministry of Finance up to $10,000,000 for import 
of essential commodities, it was agreed that the following conditions, provisions, 
required pursuant to United States legislation and Procedure necessary for the 
implementation thereof, shall apply to the use of the funds provided in this 
exchange of notes: 

1. Dollar sales will be consummated through the Foreign Exchange Commis- 
sion at the prevailing commercial rate. 

2. Transfer of dollars to the Ministry will be scheduled in anticipation of 
import requirements and in accordance with the capacity of the commercial 
market to absorb these dollars and export proceeds at the rate of exchange 
established above. 

3. None of the dollar funds herein provided, nor any of the rial funds gen- 
erated by the sale of such dollars, shall be used to make payments on account 
of the principal or interest of any debt of the Government of Iran or on any 
loan made to the Government of Iran by any other foreign government; nor 
shall any of these funds be expended for any purpose for which funds have been 
withdrawn by the Government of Iran to make payment on such debts. 

4. The rial funds generated by the sale of such dollars shall be used directly 
by the Ministry of Finance for the payment of current budgetary requirements 
of the Government of Iran and the Ministry of Finance shal! furnish to the Goy- 
ernment of the United States such certificates, reports, audits, and informa- 
tional memoranda as it from time to time may request. 

5. The Government of the United States of America is prepared to make avail- 
able for consultation with the Foreign Exchange Commission, Bank Melli, and 
the Ministry of Finance, United States financial consultants who will represent 
the Government of the United States of America in all matters pertaining to 
the use of dollars sold by the Ministry, including the relation of commodities 
listed on import licenses to the exchange sold, the establishment of standard 
provisions of import licenses and procedures by which the Government of the 
United States may have recourse, through the Foreign Exchange Commission, 
against purchasers of exchange who fail to comply with standard provisions of 
import licenses, and the establishment of regulations limiting outward transfers 
of capital, and in all matters pertaining to the expenditure of rial funds gen- 
erated by the sale of dollar exchange including the review of budgetary requests 
and expenditures to assure compliance with the provisions of the exchange of 
notes. 

6. The Ministry of Finance will maintain records and documents separate 
from other Ministry accounts disclosing the end use of the dollar funds and rial 
funds generated from the sale thereof in such form as shall be concurred in the 
Technical Cooperation Mission in Iran. 

7. The Director of Technical Cooperation for Iran may delegate to such con- 
sultants or to any member of his staff the powers reserved in the exchange of 
notes of January 19-20, 1952, referred to above. 

Dated, at Tehran, this eighth day of September, 1953. 

For the Technical Cooperation Administration : 

(Sgd.) Wr311am E. WARNE, 
U. S. Director of Technical Cooperation for Iran. 

For Bank Melli Iran: 


(Sgd.) <A. Nasser, Governor. 


lor the Ministry of Finance of Iran: 
(Sgd.) <A. AmMINt, 
; Minister of Finance. 
For the Ministry of National Economy of Iran: 
(S¢d.) Dr. A. A. PouRHAMAYOUN, 
Minister of National Economy. 
For the Foreign Exchange Commission: 
(Sgd.) Naracui, Chairman. 
Mr. Warne. Well, I think you ought to keep in mind what Mr. 
Dale said yesterday and what I’ve said this morning; and that is, 
the Iranian budget was just a little bit on the nebulous side. 
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The statement in the letter of September 8 had two purposes: One 

ras to avoid use of these funds in the liquidation of governmental 
debt of Iran; and the other was to raise a warning against expansion 
of the budget expenditures then in progress by the Government. Now, 
I don’t believe that there is a conflict there. 

Later on, a statement that the bonuses were outside what is said 
to be a normal budget raised a question. There were certain expan- 
sions in the Iranian expenditures during the year that, had there been 
a Majlis, might well have been included in a revised budget. Since 
there was no Majlis in operation at that time, the document that was 
being dealt with was a document that had been approved some 2 
years before and actually had not been operative for many months 
with any degree of sensitivity to changed conditions. 

Mr. Reece. Although all of the bonuses may have become due before 
your letter of September the 8th was written, they had not been paid, 
as I understand it, so that they were a part of the current obligations 
of the Government. 

Mr. Warne. I’m not sure that they had become due. I don’t believe 
they had before September 8. 

Mr. Reece. So, the payment of the bonuses would not necessarily 
have been in conflict with it, as I see it, with this paragraph that was 
read from your report. 

Mr. Warne. That’s right; I didn’t so understand it to be in con- 
flict. I think I pointed that out originally here. 

Our effort was to avoid then any assistance in an expansion of the 
rate of expenditures by the Government of Iran, which would increase 
our problem of aid. 

Mr. Reece. One thing that conceris me somewhat, in parts of the 
auditor’s report and in the—what might be the conclusions, in their 
quotations from Mr. Fried, is an indication that we ought to have 
exercised more—taken advantage of the opportunity that existed there 
to exercise more contro! on Iranian affairs. 

I don’t know how sensitive those people may be, but if they’re like 
most other people—and I’ve found out that human nature is about 
the same wherever you find it—that too much advice, or certainly too 
much control, might very well have been resented; and, as has been 
said before, a most sensitive political situation existed, and I assume 
that we were anxious not to give what might be referred to as “the 
opposition” an opportunity to take advantage of our position over 
there to create sentiment against the Government. 

Mr. Warne. You’re right, Mr. Reece. The people of Iran and the 
Government officials, and the Government itself, are and were sensi- 
tive; and I never felt, myself, inclined, with the modest staff I had, 
to put myself in the position of “contro!” of the Government financing 
in Iran. 

Mr. Reece. I think you’re exactly right and my impression is that 
you went as far, or that your office went as far, or that our officials over 
there went as f: ar as they were justified in going and evidently handled 
the situation rather skillfully, because the results speak for them- 
selves. And, at the risk, Mr. Chairman, of pang repetitious, I am 
disturbed about having a report from the General Accounting Office 
eritical of our—drawing conelusions, not about 1 aaa expenditure 
of funds, but conclusions about our operation in Iran, when that is one 
place that’s been highly successful at a very reasonable cost, a total 
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expenditure of $228 million. Whereas, as I said yesterday, we have 
sent $2 billion and some $200 million to Yugoslavia. Not only is it 
now, apparently, gone down the drain, but it has gone over to the 
enemy. We have spent many billions in France with very doubtful 
results. We have spent many billions in Italy and Greece, and we’re 
still walking a treadmill there at a very rapid rate to keep up with 
it; and, outside of Spain and the other country that we spent money 
in to great advantage—and our negotiations have worked out to great 
advantage—is Western Germany, and, outside of that, the other areas 
that we appear to have active e support and friends in are in Turkey 
and Spain, who had almost to fight their way into our orbit; and it 
just disturbs me very much to have this kind of a report drawing the 
conclusions that it does in certain places with as little justification 
or background of information that 1t has in the one country—in the 
one of the two countries where we have been highly successful, Iran 
and Germany. 

Here’s a bordering country, Jordan, in which we have been oper- 
ating, goes overboard. Nobody’ s criticizing our operations in Jordan. 
Our whole study and criticism, insofar as ‘there i is criticism, is in the 
one country where we have been successful at a moderately small cost ; 
and I still feel that our auditors—although we have largely ceased 
economic aid, or have ceased economic aid, in Japan—there ought to 
be a study made of the some $7 million that’s been spent there, and 
I know how a great deal of it has been spent. It would compare very 
unfavorably with what has gone on here. 

Mr. Garmarz. You may proceed, Mr. Mountain. 

Mr. Reece. That’s—off the record—another speech I regret to have 

ade—— 


Mr. Garmarz. It’s on the record, sorry 

Mr. Reece (continuing). But I feel that our interests are involved 
here to such an extent that it’s giving me concern. 

Mr. Mounratn. Mr. Warne, Id like to refer you to page 6 of your 
report of August, which we have in the record, and the following 
statement appears under “Payments to Government C ommodity 


Agencies”: 
This item has used 664.6 million rials, or $7.2 million. Payments under this 


category are made to the Cereals Bongah, the Tobacco Monopoly, and the Opium 
Monopoly, to purchase crops from farmers. 

As a result of personal investigations and information available to OMI, it 
is thought that this item of expense is the least justifiable of all of the expendi- 
tures made. This is not because of the type of expenditures, but rather because 
of the fact that the expenditures made have not been properly supported by 
facts and records. In addition, requests for new expenditures do not appear 
to be properly justified. 


Mr. Chairman, I’d like also to ask permission to introduce into the 
record at this point, the memorandum dated June 29, 1954, from D, A. 
FitzGerald, who, I believe, although it is not indicated here was the 
Director of FOA at this time, to Mr. Norman Paul, also of FOA. 

Mr. Garmatz. With no objection, it will be inserted in the record 
at this point. 
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(The document referred to is as follows :) 


OFFICE MEMORANDUM 
JUNE 29, 1954. 
To: Mr. Norman Paul 
From: D. A. FitzGerald (initialed D. A. F.) 


Embassy/USOM must think we are Fort Knox (see also EMTEL 2589). 
Something must be done to get them out of the clouds. 

United States is eventually going to get tired of underwriting the Iran exter- 
nal and internal economy. What is Iran doing to increase its exports and foreign 
exchange earnings? I think it is extremely difficult to justify United States 
funds to finance internal purchase of grain and tobacco (see. 1, p. 2 C). How 
about asking a few embarrassing questions along this line? 

As a minor technical matter (assuring early passage of the joint resolution), 
we wouldn’t have to wait until MSP legislation and appropriation finally passed 
to provide fiscal year 1955 aid to Iran (obviously nothing left from fiscal year 
1954, as you know full well), and Iran probably a priority destination for joint 
resolution funds, but this is no reason to fail to press for maximum effort for 
Iran to contribute to solution of its own problems. 

Penciled note referring to italic: Mr. PARLE. So do I. What about this? 

Mr. Reece. I’d just like to make a comment. I wonder if the same 
statement couldn’t be made about our Commodity Credit Corporation 
dealing with the same item in this country. 

Mr. Warne. I may say that while that’s rather a frank statement, 
that it is a comparative statement. 

Mr. Mounrarn. Yes, sir. 

Mr. Warne. It certainly doesn’t say it wasn’t justified. 

Mr. Mounratrn. May I read from Mr. FitzGerald’s memorandum to 
Mr. Paul this sentence: 

I think it is extremely difficult to justify United States funds to finance internal 
purchase of grain and tobacco. 

Mr. Reece. Mr. Chairman, again I just want to say, that is the 
very thing we’re doing in this country and have been doing for 25 
years; and we’re hoping that we’re getting results from it. 

I know Mr. FitzGerald is one man down in the FOA that I do 
know because he’s been there since I can remember, pretty much in 
the same, comparable position that he now holds, and I know a good 
deal about the tobacco situation in Europe because I come from the 
tobacco country. There’s been tremendous pressure to provide oppor- 
tunity for the purchase of tobacco. I know some of the pressure that’s 
been brought on Mr. FitzGerald in connection with that very same 
thing, and I frequently don’t agree with Dr. FitzGerald, but I think 
this is one of the times I’m not inclined to disagree with him. 

Mr. Warne. Let me make a little statement with regard to this 
matter: The Government of Iran established these bongahs for the 
purpose of dealing in these crops which had potentially exportable 
surpluses. There was a very good reason for that, and that reason 
still exists. It was necessary because of the fact that the bongahs 
were operating to supply from some source available to the Govern- 
ment of Iran the funds necessary to purchase these surplus crops. 
That did not mean that they were held for anything else. The funds 
were actually used. The crops were utilized. 

The cereals were turned over to the Bread Administration which 
provided the Government bakeries and other bakeries with flour. 

The tobacco: Some of it was used in barter arrangements with the 
neighbor to the north. 
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The other crops: The opium crop has always been closely controlled 
by the Government of Iran, and I think—I’m not sure what the inter- 
national relationships are, but there are very formidable controls inter- 
nationally on the movement of that crop, and this was an operation 
that was essential to the Government of Iran. 

Mr. Reece. That is, we’re criticizing in Iran the very same thing 
we're doing here. That’s what gets me confused, and we think we’re 
doing the right thing here, and I think we are. 

Mr. Warne. Can | go off the record just a minute? 

Mr. Garmatz. Yes, off the record. 

(Discussion off the record.) 

Mr. GAarmatz. Back on the record. 

Mr. Mounratn. Mr. Chairman, I’d like permission to introduce 
into the record at this point the reply of Mr. Norman Paul to Dr. 
FitzGerald, dated August 5, 1954. 

Mr. Garmatz. With no objection, it will be inserted into the record 
at this point. 


(The document referred to is as follows :) 

AUGUST 5, 1954. 
DD/O--Dr. D. A. FitzGerald. 
O/NEA—Norman 8. Paul: Signed, Norman S. Paul. 
Iran’s Measures of Self-Help. 

In your memoranduin of June 29 you asked what the Government of Iran was 
doing on its own to solve its foreign exchange and budgetary problems. In a 
country like Iran and under its present conditions, the measures to which the 
government has recourse are understandably limited. 

The Minister of Finance, Dr. Ali Amini, stated in February that the govern- 
ment had taken steps to reduce smuggling and simplify import procedures, which 
had already somewhat increased customs receipts. Improved procedures for 
settling tax assessment disputes had raised tax collections, A USOM tax spe- 
cialist is now assisting in reorganizing Iran’s tax system. 

Recently the Iranian Parliament passed a government sponsored bill calling 
for revision of the note cover requirements and lifting the ceiling on the size of 
the note issue. As a result, $7 million in dollar exchange was freed for sale by 
the government of Iran to importers, and, in addition, the government of Iran 
was enabled to issue approximately 800 million new rials. 

You pointed out as well in your memorandum that it was extremely difficult 
to justify using United States funds to finance internal purchases of grain and 
tobacco by the government of Iran. Though the fact may not carry much 
weight, technically the United States has no title to the local currency being used 
in Iran for purposes of budgetary support, including financing government pur- 
chases of grain and tobacco. You may recall that last year the Mission was 
instructed to deposit to the credit of the Ministry of Finance all rials generated 
through the use of United States aid dollars. The responsibility of allocating 
the local currency for budgetary support purposes and for public works type proj- 
ects was given, on FOA/W instructions, completely to the Ministry of Finance. 

These transactions inyolying government purchases of grains and tobaccos are 
actually self-liquidating as the government merely acts somewhat as a broker 
and reselis the products either in the international market or to Iranian mer- 
chants. The government realizes profits from these transactions which are in- 
cluded in normal government revenues, 

Since oil nationalization in 1951, the government of Iran has, with some success, 
pursued a policy of encouraging exports by allowing exchange derived from the 
first category, or most competitive exports, to be used only for the first category or 
most essential imports. 


Mr. Mountarn. I read from that memorandum the following para- 
graph, the fourth paragraph: 
You pointed out as well in your memorandum that it was extremely difficult to 


justify using United States funds to finance internal purchases of grain and 
tobacco by the Government of Iran. Though the fact may not carry. much 
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weight, technically the United States has no title to the local currency being 
used in Iran for purposes of budgetary support, including financing Government 
purchases of grain and tobacco. You may recall that last year the mission was 
instructed to deposit to the credit of the Ministry of Finance all rials generated 
through the use of United States aid dollars. The responsibility of allocating 
the loeal currency for budgetary support purposes and for public works type proj- 
ects was given to FOA/W— 

I assume that’s FOA/Washington. 
instructions completely to the Ministry of Finance. 

Mr. Warne. That’s right. 

Mr. Rerce. That’s true of our Commodity Credit Corporation here 
in many mstances. 

Mr. Warne. That certainly was true in Iran where I think they had 
mé arkets for all exportab! e surpluses. They had a little diffic ulty in 
getting rid of the opium crop one yea ir—lI’ve forgotten which year 

it was—because of the introduction of synthetics in some parts of the 
wor Id. 

Mr. Mountain. Mr. Warne, in the J anua ry revised planning table, 
under “Withdrawals from a/c30824” No. 2, “Government of Iran Con- 
tributions to Projects,” shows that the first withdrawal was in January 
of 1954 in the amount of 54 million rials; the second was in March of 
1954, 23 million rials: and after March 1954, 129 million rials; or a 
total of 206 million rials. It is entitled, as I pointed out, “Gov- 
ernment of Iran Contributions to P rojec ts.” 

In your report of August 23, 1954, covering the activities of the 
fiscal year 1954, there is, on page 7, the following item: 

Contributions of Iranian Government to Joint Projects: This item of 104.4 mil- 
lion rials, or $1.1 million, represents the cash contributions of the Iranian Gov- 
ernment to joint projects with OMI. ‘These projects are all of a lasting nature 
and will make a continuing contribution to Tran’s welfare. 

Are these Iranian contributions to technical assistance projects? 

Mr. Warne. They are Iranian contributions to the joint fund and 
were distributed in support of the technical-assistance program, yes. 

Mr. MowunTarn. As you recall, yesterday we were referring to testi- 
mony given to the Sen: ite that in fiseal vear 1954 it was anticipated that 

the Lranian Government would make a contribution of $18 million 
equivalent in rials. 

Would you know whether this 144 million set forth here would be 
part of that contribution 

Mr. Warne. I think it could be assumed to be, yes. 

Mr. Mounratrn. So that the Iranian contributions as reported to the 
Congress, at least in part, were contributions which were generated 
from United States dollars? 

Mr. Warne. The planning table would indicate that. 

Mr. Mountarn. I have no further questions, Mr. Chairman. 

i GarMATZ. We'll adjourn for this morning. The Chairman will 

inounce the hour for the hearing this afternoon. 

Mr. Warne. Am I excused then? 

Mr. Moun’ rain. We'd like to resume with you, Mr. Warne. 

Mr. Garmarz. [ m not too sure what Chairman Hardy wants to do. 

Mr. Reece. I don’t recall; did you put in the statement, this state- 
ment with reference to the—— 
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Mr. Mountain. Reconciliation ? 

Mr. Reece. Yes, sir. 

(Discussion off the record.) 

Mr. Garmatz. We'll open up the meeting. 

Mr. Mounrarn. I can furnish it to the reporter, and he’ll include it 
in the record, Mr. Reece. 

(The information will be found in item 16, appendix ITT, p. 1101.) 

Mr. Garmatz. Let the meeting stand adjourned until we hear from 
the chairman as to what we’re going to do. 

(Thereupon, at 11:55 a. m., the subcommittee recessed to recon- 
vene at 2 p. m., on the same day.) 


AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Let the record show that the chairman is the only member of the 
subcommittee present. 

Go ahead, Mr. Mountain. 


FURTHER TESTIMONY OF WILLIAM E. WARNE, ECONOMIC CO0- 
ORDINATOR FOR KOREA, INTERNATIONAL COOPERATION AD- 
MINISTRATION 


Mr. Mounrarn. Mr. Warne, I would like to go back to cover, in 
terms of time, the early part of the program, and ask you about a 
transaction involving sugar in which it is our understanding the con- 
troller, or the financial adviser, Mr. Reeves, was authorized to nego- 
tiate an exchange rate for conversion of income on the sugar imports. 

Do you recall having given such authorization to your financial 
adviser ? 

Mr. Warne. I have no present recollection of that. Have you got a 
document up there. Mr. Mountain ? 

Mr. Mountarn. I have a statement I can read to you by Mr. Reeves. 
[Reading :] 


As financial adviser I had been assigned primary responsibility for negotiating 
for the conversion of an additional sum of dollars into rials by means of a sugar 
transaction. 


(Mr. Reece joined the meeting at this point.) 
Mr. Mountatn (continuing) : 


Due to the fact that the rial exchange rate had risen substantially since the 1952 
sugar conversion deal had been negotiated, I began a patient series of meetings 
with Ministry of Finance officials toward the end of getting a better net con- 
version than we had obtained in the previous year. The open market rate for 
rials at that time was something in excess of 80, as I recall, and the American 
Embassy officials and Mr. Warne had negotiated an agreement with the Iranian 
financial authorities to the effect that all official rial needs of the Embassy and 
the TCA mission would be met at an agreed upon rate of Rls75 to the dollar. 

I repeatedly held this agreement before the two Iranian officials responsible 
for the sugar conversion arrangements, repeatedly pointing out that we could 
not justify to our administrative offices in Washington or to the Congress which 
had appropriated the dollars the acceptance of an arrangement which would 
provide a net effective rate of exchange lower than that obtainable by letting our 
disbursing officer convert them directly for us. 

The conversion rate underlying the original 1952 sugar agreement was in the 
neighborhood of Ris67 to the dollar, and the Ministry of Finance people claimed 
that was as high as they could go. After a series of meetings, I appeared to have 
convinced the man directly under the Minister of Finance who was responsible 
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for sugar transactions that we could not consider any negotiation for less than 
a 75 to 1 rate, and he in this last meeting excused himself to go take it up once 
more with the Minister of Finance. 

Half an hour later he returned to his office and told me that the Minister had 
finally agreed to accept an arrangement which would produce a net effective 
conversion rate of 75 to 1. 

3efore I could draft the necessary reports and proposed documents to imple- 
ment this negotiation, I was informed by Mr. Gregory one day that Mr. Warne 
had that morning agreed to a 69—-to—1 conversion rate for this next sugar con- 
version transaction. This acceptance was reportedly made at a meeting with 
several Government officials in the Plan Organization office that morning and 
completely undermined my negotiation for a 75-to-1 rate. 

I told Mr. Gregory of that and he langhingly advised me that I had better 
not tell Mr. Warne that. Since Mr. Warne, as my superior, had made a firm 
commitment with the Minister of Finance in an official meeting, I recognized it 
as a definitive action of the mission, although my rough calculations indicated 
that had I been allowed to continue with my negotiations and the formalization 
of the verbal commitment I had received, the mission would have received 
approximately $250,000 more in local currency than we ultimately did receive 

Mr. Harpy. Now, Mr. Mountain, so that we can be sure what we 
~ talking about, you have just been reading from a sworn statement 

by Mr. Reeves; is that correct ? 

Mr. Mounrain. That is correct, sir. 

Mr. Rerce. What is Mr. Reeves’ identity ? 

Mr. Mountarn. He was at this point financial adviser to the mission 
in Iran. 

Mr. Warne. I don’t know whether he was at that point financial 
adviser or not. What is that date? I guess he was. 

Mr. Mountatn. I presume it was in 1953. The date is not indicated. 
There is no date in this particular text. 

Mr. Harpy. The only way you would be able to fix the date would 
be to determine when the negotiations with respect to this exchange 
were conducted. 

Mr. Reece. I got in a little late. The gist of that, Mr. Mountain, 
is he was negotiating for a more favorable exchange rate which he felt 
could be achieved had he been able to carry through on his own re- 
sponsibility? Is that the gist of it? 

Mr. Mounratn. I believe so, Mr. Reece. The impression I have is 
that two negotiations were underway more or less simultaneously and 
that one would have resulted, presumably, in a more favorable result 
than the other. 

Mr. Warne. I don’t have any reason to dispute the statement that 
Mr. Reeves has made there. I simply say that I don’t have any recol- 
lection of it. And, beyond that, I would point out that in all the 
world the best bargainers I have ever found are the Iranians. 

Mr. Mountain. I don’t think we want to carry this any further. It 
was only Mr. Warne’s comment that we wanted. 

Mr. Chairman, I would like to ask Mr. Warne certain questions 
at this point about the general trend of the rationale for our technical 
assistance and aid program in the years that he was connected with it. 

Mr. Harpy. Go ahead. 

Mr. Mounvra1n. Is it correct, Mr. Warne, to say that initially our 
problem was to introduce, so far as we could, some stability into the 
Iranian situation in the early years immediately following the na- 
tionalization of oil in Iran? 
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Mr. Warne. Well, the first year of technical cooperation aid in Tran 
was a year of planning, and I believe the sum has been in the record 
here of $1, 600,000 having been made available. 

A decision was made with regard to the [ran program in which . 
didn’t participate, but it was made in the autumn of 1951. It 
before | left Interior to take the appointment as Country Director i a 
fran. That decision was that the allocation for the fiscal year 1952 
would be $23,450,000, roughly. 

About 7 months were left of that fiscal year and it was to formulate 
the program and to use that fund that I went out to Teheran. 

Now, this had the effect of fixing the annual allotment to Iran for 
technical assistance for a period to come, as a matter of fact, through- 

mut the period I was there. 

This was designed both as technical assistance and a modicum of 
economic aid to institute, in cooperation with the Iranians a long- 
range improvement program. Certainly, with the purpose of helping 
to stabilize the country and to provide opportunities for raising the 
level of living of the people. 

Now, that was our program and that was our pli in until the situa- 
tion was changed in August and September of 1953 

Mr. Mountain. Referring to the situation In August of 1953, when 
we gave aid to the Government of Tran in the form of budgetary 

istance, as a matter of fact, I think our record shows that in that 
year we gave a grand total of aid of $84, 417,000, according to the 
sibmission made by Mr. Hannah yesterday. Was the initial purpose 

; you saw it then to introduce stability into the Government situation 
there ? 

Mr. Warne. There was an exchange of letters at that time which I 
think stated the purposes. It was to assist Iran in resuming a stable 
vovernment and give her an opportunity to work out some of her own 
problems and to allow time for the planning of the utilization of her 
full resources in her own programs for internal improvement. Well, 
I think that is a rough outline of what those letters said. 

Mr. Mounrarn. Mr. Chairman, [ would like to read the following 
quotation from a statement made by Mr. Byroade before the Hous se 
Foreign Affairs Committee on April 13, 1954, which is printed in the 
es il Security Act of 1954 hearings of that committee, and appears 

1 page 905: 

Turning to economics again, I might start out with Iran. The flexibility we 
asked the committee for last year, I think, has paid great dividends, because we 
were able, under the legislation you gave us, to meet unexpected opportunity 
and emergency in Iran, and we had the funds to doit. The net result is that you 
have in Iran, today, a stable government, and one that is prepared to begin to- 
morrow negotiations with international oil companies to try to settle the oil 
problem. 

I would like to follow that with the following excerpt, from the same 
hearings, of the same date, of a statement of Norman Paul, who was 
regional director of the Oflice of Near East, Asia, and African Opera- 
tions. Thestatement appears on page 209: 

Last summer, when they threw out Mr. Mossadegh, the new Government found 
the treasury empty. They were literally broke. Premier Mossadegh had printed 
currency and gotten rid of it. The Bank Melli had no rials, which is the name 
of their money, and they appealed to the United States for assistance. President 


Eisenhower authorized $45 million of emergency assistance to Iran to tide them 
over this critical period until they could realize some oil revenues. 
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From the Senate Foreign Relations Committee hearings on the 
Mutual Security Act of 19! N54, Mr. Norman Paul speaking, page 320, 
referring to the budgetary aid, and he said: 


That figure— 
referring to the $45 million which had been mentioned earlier— 


has since been enlarged, and as of today we have furnished $60.5 million of special 
assistance to Iran in order to keep that country operating pending the oil 
settlement. 

Mr. Paul again, addressing the House Committee on Appropria- 
tions. The statement apepars in the Mutual Security Act of 1955 
hearings: 

We feel that this— 
referring to the aid given to Iran— 


was justified because all during this period the Iranian Government was nego- 
tiating with the oil consortium. I understand that an oil settlement is believed 
near, and when that does take place the Government of Iran should become 
financially stable. It is not at the present time because without oil revenue they 
have virtually no means of supporting the Government. For that reason we felt 
that it was essential that the United States help to keep up with the situation in 
Iran until the oil revenues could be forthcoming. 


That was on page 363. 

He points out, on page 364: 

I would like to go on record with the committee on that particular point to 
say that the mere fact of an oil settlement does not mean by any means that 
Iran will be self-sustaining or going to become immediately solvent and fully 
able to support itself. 

From the standpoint of the mission, Mr. Warne, do these fairly well 
reflect the situation as you knew it out in the field ? 

Mr. Warne. Well, [ have no quarrel with any of those statements. 
[ think what happened pretty well bears them out. 

Mr. Mountain. As they trace it out, the first problem was to estab- 
lish a stable government which, according to Mr. Byroade’s statement 
was established a year 1: ater; and the see ‘ond was to- 

Mr. Warne. Let me give you the picture as it was in 1953 in August, 
let’s say August 1. 

The Iranian Senate had been disbanded, the Majlis had resigned 
and ceased to function. Relations with Britain had been disrupted. 
A contest had arisen between the Prime Minister and the Shah over 
the control of the army, and a few days later the Shah departed for 
Rome. 

At that point the Government changed. The problem then was 
to reestablish actually the constitutional Government of Iran. It 
was done in a series of actions taken by the Zahedi regime, which 
was culminated eventually by the election of a new Majlis : and Senate, 
which came into operation about the end of March in 1954. 

First, the Shah returned. The controversy between the Govern- 
ment and the Shah was resolved. The army resumed its customary 
place in the body politic of Iran. Great Britain was recognized by 
the Iranian Government or, let us say, Iran and Great Britain 
exchanged ambassadors again. A Majlis and Senate were elected and 
it was possible again for the Government to operate as its constitution, 
which was established in 1905, contemplated that it would. 


79239—56 
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That was completed in the spring of 1954. All of those steps had 
been taken. 

Now, it wasn’t until all of those steps could be taken that other 
actions that flowed from them could occur. 

Mr. Harpy. You could not operate without a stable government? 

Mr. Warne. That’s right. 

Mr. Mountain. The problem after that point, when oil revenues 
returned, was how soon financial assistance was to decrease ? 

Mr. Warne. All of these things had to happen actually before 
an oil settlement could even be begun to be negotiated. The nego- 
tiations proceeded from about that point until the last half of October 
in 1954, when a settlement involving the consortium was presented 
to the Majlis and approved. 

Oil revenues did not flow at once. As a matter of fact, no respon- 
sibilities were assumed by the consortium until the Ist of January 
1955. At that point, under the settlement about—well, there was 
a gradual commencement of revenues which grew or was planned 
to grow steadily for a 3-year period, when a rate would be reached 
of about, I believe, $180 million a year. 

Mr. Mountain. Mr. Chairman, in the Senate Foreign Relations 
hearings on the Mutual Security Act of 1955, on page 256, under date 
of May 12, 1955, Assistant Secretary George Allen, stated in his pre- 
pared statement : 


Any aid to the civilian economy— 
he is talking about fiscal 1956 plans— 


is planned to be on a loan basis, repayable, with interest, in dollars. . Unless 
some unforeseen disaster occurs, it is expected that any aid provided Iran’s 
civilian economy after this year will be limited to that provided by existing insti- 
tutions such as the Export-Import Bank or the IBRD. 

There is a statement, as well, before the Foreign Affairs Com- 
mittee, in their hearings on the Mutual Security Act of 1955, which 
appears on page 287, by Mr. Jernegan : 

Finally, the oil settlement which has been reached promises to reduce that 
country’s need for outside help within a year or so. * * * 

Our assistance to the civilian economy is planned on a loan basis, repayable in 
dollars, as income from the oil industry is expected to make repayment possible. 
Except for technical assistance programs, future aid to Iran’s civilian economy 
will, after this year, be limited to such institutions as the Export-Import Bank 
and the International Bank. 

Mr. Warne, the committee understands that this testimony was given 
to the Congress after your departure as Director of the Operations 
Mission. 

Mr. Warne. That’s right. 

Mr. Mountatn. Presumably, however, it was a reflection of prior 
planning which had been done and, presumably, thinking at the time 
when you were still Operations Mission Director. 

Can you tell us whether these reflect the views that were held by 
the mission before your departure? 

Mr. Warne. I came to Washington in September and stayed part 
way through October of 1954 for the purpose of working out here in 
collaboration with others, including representatives of our Embassy 
out there, and many agencies in Washington, the plan for operations 
for the 1955 fiscal year. Those discussions had been preceded by 
certain—— 





Mr. 
Mr. 
Mr. 
for fis 
Mr. 
1956, @ 
Mr. 
Mr. 
fiscal } 
Mr. 
Mr. 
Mr. 
Mr. 
The 
perhay 
allocat 
ington 
Prime 
missio 
by Mi 
bassy 
with 1 
future 
Nov 
inas 
At 1 
the sh: 
to a le 
and ot 
The 
low ar 
advan 
develo 
a cash- 
Nov 
as a ¢ 
progr 
loan. 
for em 
me we 
Bank - 
Mr. 
Mr. 
Mr. 
what 1 
to, tha 
the fa 
1955 hi 
Mr. 
Mr. 
justi fic 
Mr. 
which 


UNITED STATES AID OPERATIONS IN IRAN 887 


Mr. Mountain. You are talking about 1955 now ? 

Mr. Warne. Fiscal year 1955. 

Mr. Mountain. Our question was addressed chiefly to the planning 
for fiscal 1956. 

Mr. Warne. I will have to get through 1955 before I get through 
1956, and show you what the thinking was there. 

Mr. Harpy. And that was in 1953 that you were in? 

Mr. Warne. 1954. It was at the start, at the very start of our 1955 
fiscal year insofar as 

Mr. Harpy. In the fall? 

Mr. Warne (continuing). Program planning was concerned. 

Mr. Harpy. In the fall of 1954? 

Mr. Warne. That’s right. 

The appropriations had been made late in August, I believe, or 
perhaps a little earlier than that. In any event, no money had been 
allocated to Iran as yet. We had been in correspondence with Wash- 
ington concerning the problem, and I had had discussions with the 
Prime Minister, with the Plan Organization, and with our Joint Com- 
mission on what might be feasible and came back here, accompanied 
by Mr. Bill Rountree, who was then Minister-Counselor of the Em- 
bassy in Teheran, for the purpose of holding a series of conferences 
with regard to the program planning for 1955 fiscal year and the 
future. 

Now, this actually was the last conference of the sort I participated 
in as Mission Director of Iran in connection with the Iranian program. 

At that time, a plan was presented and approved which involved 
the shifting, as of January 1, 1955, it’s my recollection, from a grant 
to a loan basis insofar as the budgetary aid in Iran was concerned, 
and of buttressing that with a loan for economic development. 

The idea being that in this period, when the oil revenues were very 
low and were gradually building up, that it would be appropriate to 
advance funds on a loan basis so that Iran could get her economic 
development program underway without having to wait to proceed on 
a cash-earned basis. 

Now, as a consequence, I believe our program called for $22,800,000 
as a grant for budget aid. It called for a technical cooperation 
program of $21 million, $2 million of that to be incorporated in a 
loan. It called for a loan of $30 million to the Iranian Government 
for emergency aid, and it called for an extension of credit, it seems to 
me we estimated it would total $53 million from the Export-Import 
Bank for economic development projects. 

Mr. Harpy. That is your fiscal 1955 program ? 

Mr. Warne. That’s right, sir. 

Mr. Harpy. And the program planning—I just want to understand 
what we have just been over—the program planning that you refer 
to, that you came back with Mr. Rountree to participate in, was in 
the fall of fiscal] 1954—in the fall of 1954, calendar 1954. Funds for 
1955 had already been appropriated ? 

Mr. Warne. That’s right. 

Mr. Harpy. Now, had there not been some planning prior to the 
justification of that appropriation to the committees of Congress? 

Mr. Warne. Yes, we had been in a constant review of our plans, 
which cultimated in the series of discussions conducted in Iran before 
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my departure from Teheran in September and in the presentation of 
the actual program here. 

Mr. Reece. That was to formalize the plans? 

Mr. Warne. And the basic question was at that time how the pro- 
gram could be worked out, including loans. 

Now, that was the problem that faced us both in Iran and Wash- 
ington at that time. 

Mr. Harpy. Now, to understand, if I may, how this whole thing 
developed, your prior planning had been done before the presenta- 
tion to the committee in the spring of 1954? 

Mr. Warne. That’s right. 

Mr. Harpy. As a matter of fact, your budget must have been 
submitted to Washington in the fall of 1953. 

Mr. Warne. Well, I think the actual figures at that time were 
submitted about the month of March of the year. 

Mr. Reece. When was the consortium agreed to? 

Mr. Warne. It was agreed to—you mean when it was formed ? 

Mr. Reece. Yes. 

Mr. Warne. It was in the late spring of 1954. 

Mr. Harpy. So that this meeting that you had in Washington in 
the fall of 1954 was some 4 or 5 months after the oil agreement had 
been reached ? 

Mr. Warne. Not reached, but the negotiations were well under 
way. The oil agreement was actually reached, I believe, while I was 
in Washington, and it was ratified very shortly after I got back by 
the new Majlis. 

Mr. Harpy. The thing I am trying to understand at the moment is 
the process by which the appropriations were justified and then pro- 
gramed, beginning with fiscal year 1955 and then getting into fiscal 
year 1956. 

Now, I understand that there had to have been some preliminary 
planning and that the planning that you were making in the fall of 
1954, when you came back to Washington, was to centér on specific 
programs for which these funds would be expended. 

Is that right? 

Mr. Warne. That’s right. 

And, the principal item at issue was the manner in which the timing 
of it, and the amount that might be involved in loan programs, ratlier 
than in a grant program. 

Mr. Harpy. Well, the statements that were read from the hearings 
before the Senate committee—was that in June of 1955? 

Mr. Mountain. May of 1955. 

Mr. Harpy. Related to an increased emphasis on loans? 

Mr. Warne. That’s right. 

Mr. Harpy. This, of course, would have had to be in that prior 
planning, the planning that had to proceed the justification before 
the Appropriations Committees. 

What I would like to understand as clearly as I can is what the 
thinking of the mission was about the feasibility of reducing direct 
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grant aid and increasing loans prior to your leaving the mission in 
Iran, which should have been about the time that the justifications to 
the Appropriations Committee were being prepared. 

Mr. Warne. Well, Mr. Chairman, I think I have stated the basic 
considerations in that. 

(The Mission’s views as of January 17, 1955, are outlined in the 
following document :) 


FOREIGN OPERATIONS ADMINISTRATION I[RAN—PROGRAMS 


Date sent: January 17, 1955. 
Date received: January 31, 1955. 
From: USOM/Iran, Tehran. 
Subject: Status Report at the turning point of the Special Assistance Program in 
Iran. 
Reference: TOUSFO A-32, October 13, 1953; TOUSFO A-59, October 20, 1953 ; 
TOUSFO A-158, November 14, 1953. 

In January of 1955, as the Special Aid Program in Iran shifts from grant 
assistance to loans, this turning point is seized upon for a status report on this 
dramatic work, which, I believe, has been successfully carried through. 

Background.—Iran, under Dr. Mohammed Mossadegh, was like a careening 
car leaving the road after nationalizing the oil fields and the Abadan refinery 
in 1951. Through failure to market any of her major exportable commodity 
or to find a substitute source of income or foreign exchange, Iran skidded to the 
very brink of disaster. Relations with Great Britain had been broken in 1952. 
After January of 1953, no serious efforts to resolve the oil question were in 
progress and the deterioration accelerated. Iranian institutions were placed 
under strong attack. The Senate was disbanded. The majority of the Majlis 
resigned. Finally, after a bitter struggle in a climatic action, Mohammed Reza 
Pahlevi, the Shah-in-Shah, departed in his private plane for Baghdad and Rome. 
He left behind him, however, a farman designating General Fazolla Zahedi as 
Prime Minister. On August 19, 1953, General Zahedi made effective his appoint- 
ment. This was done, however, at the close of almost a week of wild disorder 
throughout the country, and after two days during which mobs controlled the 
streets of Tehran, pulled down the statues of Reza Shah and his son, the absent 
king, and hoisted red flags in some squares. 

History—The Special Assistance Program was born in the days following 
the coming to power of General Zahedi. An exchange of letters with President 
Eisenhower led to a request for help, and a generous response. The President 
announced that $45,000,000 would be made available. From time to time the 
initial allotment has been increased. 

Purposes.—The grant was made, in the words of the President, “to restore 
a measure of stability and establish a foundation for greater economic develop- 
ment and improvement in the living standards for all of the people of Iran,” 
and to “allow the development of a healthy economy to which an early and effec- 
tive use of Iran’s rich resources will contribute.” In accepting the aid, General 
Zahedi saw it is an effort “to overcome the financial and economic crisis” enabling 
Iran “to take urgent steps to put into effect programs designed to improve the 
living standards of the Iranian people” and soon “to make maximum use of our 
national resources.” 

Results summarized.—In the USOM/Iran monthly report for September 1953, 
the closing paragraph of my “critique” section read: 

“Calm returned to Iran in the month, so that it was possible for the Regional 
(Provincial) Directors, holding their regular meeting in Tehran, to report com- 
plete cessation of the organized badgering of our people. No more was being 
heard ‘Yankee Go Home.’ ” 

This calm has not since been broken, but has settled into a constant situation. 
Not only is it evidenced by such instances as our newer staff members having 
to search far and wide, cameras in hand, to find a faded anti-American slogan 
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remaining on a wall, but also in many, many other ways. Street disturbances are 
not occurring. The quarrelling, incipient riot that once was present in every 
crowd, from a handful gathered about two cars with locked fenders, to a group 
of hikers headed for the snow line on Tchotchal, is no longer there. No tanks 
are parked in the streets, nor any patrols with sub-machine guns encountered on 
the sidewalks. Order prevails. Iran today is secure. 

The financial and economic crisis of September 6, 1953, when the aid program 
was announced, is so far behind us now as to be difficult to recall in its details. 
In August 1953, the dollar was selling on the black market in Tehran at 132 rials. 
The Bank Melli was virtually without foreign exchange for legitimate trans- 
actions, and the official commercial rate of exchange stood at 100 rials to $1.00. 
Rial notes had disappeared in such numbers, because hoarding was so widespread, 
that the bank could not cash government salary checks. Import trade was at such 
a low level as almost to have ceased, and even government factories were idle 
part of the time for want of spare parts that had to be purchased from abroad. 
Government employees had not been paid for two months, some of them for three 
months. I shall never forget the shock of the realization of the depth of the 
crisis as it swept around the table, through Iranian and American conferees 
alike, during the first meeting held to seek out ways and means of making our aid 
effective. The conference lasted more than six hours and broke up more because 
of our complete exhaustion than because clear solutions had been found. In 
contrast, today the dollar sells on the “free market,” i. e., for “nonessential” 
uses, at 2 points below the official commercial rate of 82 rials. The black market 
that fed the illegal flight of capital from Iran is gone. Imports for months have 
been at record high levels. The government has met its obligations on time. The 
Bank Melli has a rising reserve of foreign exchange and the hoarding of cur- 
rency has been unkown for a long time. But the cost of living has continued to 
rise—35 percent in 12 months—enough to pose a serious, continuing problem. 
Most of the influences bearing on this rise arose before our aid was extended. 

Iran is now making use of her resources. The oil settlement was completed in 
October 1954, and tankers are regularly in Abadan now. The Consortium has 
made an advance on the 1955 earnings, and the Plan Organization is deep in 
its preparation to launch a new seven-year development program. Work is com- 
pleted or in progress in many parts of Iran as a result of the “Impact Program.” 
Hope has returned along with security and stability. Impatience is still a na- 
tional characteristic of Iran, however, and pressures continue to be applied, 
and here and there yielded to, so that sufficient planning is not always accorded 
actions that are supposed to help economic development along. 

Steady progress has been made in programs designed to lift the level of living. 
Strong support has been given the United States Technical Cooperation Program, 
which is the principal effort along this line, the Shah has reinstituted the dis- 
tribution of his estates among the peasants after a disruption forced by Dr. 
Mossadegh, and the Majlis is actively considering several pieces of legislation to 
take other steps along this line. 

What was done.—-The United States made available through USOM/Iran 
grants in aid as follows: 


September 5, 1953 
October 6, 1953 
October 8, 1953 
April 26, 1954 

May 6, 1954 
September 15, 1954 
October 25, 1954 
November 5, 1954 
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These funds have been used as follows: 


A. Through purchase authorities issued by USOM/Iran to import: 
$20, 568, 931 
2, 820, 000 


Commodities used by Iranian Government in its Impact 

program 3, 132, 480 
Other commodities used by Iranian Government 1, 850, 000 
Other essential imports 19, 428, 589 


In the last category the imports weer undertaken by 
Iranian merchants who paid rials for the dollars. The 
types of goods that were imported were as follows: 
Industrial machinery $4, 380, 000 
an MI IN ness an 0 oasis is chiar ne sna ue csi ds os ew abi 3, 500, 000 
Railroad equipment 1, 455, 000 
I as tes 1, 010, 000 
: 994, 000 
a i ica 974, 000 
inne: RIRONGR NOIR as 5 ee eee ce, iia ee ee ee 960, 000 
Sa ie ilies ainan al 830, 000 
820, 000 
Cotton fabrics 600, 000 
Chinaware 516, 000 
Synthetic fabrics 500, 000 
a high lain sins ol reece apse negates sche 466, 200 
Iron and steel 355, 000 
Communications equipment 300, 000 
Textiles (miscellaneous) 250, 000 
Paper 7, 058 
Electric light bulbs 120, 000 
Drugs 110, 000 
SUT SUC te a a, 110, 000 
i Oe DENG: GUC = Stink 100, 000 
Scientific instruments 91, 252 
A nia mI NIE RUNNIN aie casas onic rat hk 85, 000 
es ei i he 80, 000 
Lubricants 80, 000 
I i i te ee 60, 000 
eee CIOS Sar ee ee 59, 700 
Jute sacks 57, 377 
Cement 56, 082 
I a Ean Dilek edrat diab ea ales 54, 291 
(eee Gn Sn ROO co te ee 45, 000 
As tne <mENININID 5 UN 5 lt ois cncs ti eeia aera’ 30, 000 
Bicycles 2, 400 
palecelianedus.. ..... 1... sdxiunisabouiuhgtetindatenak lineata aaa 50, 229 
To be programed 190, 000 


Total as above 19, 428, 589 
B. Through grants to the Iranian Government to make dollars avail- 
able to importers for essential commodities held in Customs 
(mostly United States goods) 25, 000, 000 
©. Through making dollars available to the Iranian National Bank 
(Bank Melli) to enable the bank to provide rials to meet 
Government payrolis in arrears............................ 10, 000, 000 


82, 800, 000 
SUGAR AND WHEAT 


The imports of sugar and of wheat and the imports of other goods for the 
account of the government also were converted to rials by the process of having 
rials paid for them by the agencies to which they were provided. From these 
two sources, therefore, the private business community and the government 
agencies, rials totaling 7,352.8 millions were obtained for a special account, 
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originally designated number 30824, which became the source of help to the 
government of Iran. These rials were paid out of this account for the following 
purposes : 





Rials Dollar 
(millions) equivalent 


Iranian Government budget: 
General deficit ___. : naan 3, 975.8 | 44, 770, 000 
National Iranian Oil Co aS uli chgrs poraisde beset tencte Fore ey 1, 309. 0 14, 740, 000 
Seven-year plan organization pricea cakes’ 274.9 3, 090, 000 
Commodity agencies. - - - pied 822. 6 9, 260, 000 
Miscellaneous asiaitnteaeiatiak tit tate aide accent mt diana han stee 39.0 | 440, 000 

72, 300, 000 


WOE ntici csi wee nnn kvese nt EES NS Fae sak 6, 421.3 


Tranian Government contributions to USOM/Iran program: 
Projects 3 104. 4 1, 180, 000 
Program support - i —_ canada eteaa 100. 0 1, 130, 000 

etic inncen : alcatnn ; : 204. 4 | 2, 310, 000 

Impact program: 
Local expenses_....---.-- Sir eS alt eee ; oil 455. 0 5, 120, 000 
si sacri nae ng ee Eat mee ar cimen fe a 232. 1 2, 620, 000 


ae J Kab nde heada Cinredta 687.1 | 7, 740,000 
Balance to be programed. : ELENA ECE SAIL OR Oe 40.0 450, 000 


Grand total cara eaati arth deltihdnanione / ae 352. 8 82, 800, 000 





While the accounts summarized above are not all closed as yet, it will be seen 
that every dollar of aid money was controlled and its destination is known, and 
it can be seen too, that every rial obtained from the special assistance is 
accounted for and its destination is known, except the amount of rials yet to be 
programed and these cannot be drawn out of the aid bank account until the 
Planning Table is amended to include their use. Some relatively small items 
included in these statements remain estimates, since the transactions are not yet 
completed, but a final audit later, when the last ship of sugar, for example, has 
arrived and the last installment has been paid, will not disclose much change in 
the amounts. 

Sta/f.—Of the 12 persons, Americans and Iranians, gathered hastily to launch 
this program, only two have worked with it continuously since—Charles White 
and myself. Great contributions have been made, however, by those who were 
loaned temporarily, such as Robert C. Carr, Economic Counsellor of the Embassy 
at Cairo and formerly in Tehran; those who have spent part time on it such as 
William Dale, Regional Treasury Representative in Beirut; those who have 
completed their tours, such as Jerome Fried, formerly of USOM/Iran, and those 
who have joined the staff in midstream. 

Conclusion.—This special assistance program carried its stated objectives. 
It has been considered from the first a temporary program, and therefore its 
objectives have been limited. It was designed to provide time and an atmos- 
phere in which the new government of Iran could organize to meet its almost 
overwhelming problems, restore security, stability, and confidence, resolve the 
financial and economic crisis with which at the outset it was faced, and work 
out ways to employ all of its resources in long-range development programs, and 
to organize and launch efforts to raise the level of living of all the people. 
Step by step progress has been made on all of these lines. The economic devel- 
opment program has not been launched, but it was not the purpose of the 
emergency assistance program to launch such developments, but rather to make 
it possible to use all of Iran’s resources in devising and conducting such a pro- 
gram. With the revenues from the oil, Iran now is starting a planned develop- 
ment of national scope. 

It will be necessary for Iran to have assistance for a while longer, but her 
future seems so secure that she now can borrow the remainder of the money 
she will need. In the new phase of the program that lies ahead, there will be 
more independent effort, less reliance on support. The work ahead will be as 
arduous and more thrilling because of concrete achievements, but probably less 
exciting. 

WILLIAM FE. WARNE, 
Director of U. S. Operations Mission to Tran. 
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Mr. Harpy. You discussed the conferences you had in Washington 
in the fall of 1954, and I understand that the fundamentals that were 
under consideration with respect to the program, the definitive pro- 
gram planning for 1955, were basic to the justifications to the Con- 
gress for fiscal 1956. Is that right? , 

Mr. Warye. I think so. This is the chronology: This statement 
that Mr. Mountain read was made in May of 1954. 

Mr. Harpy. Of 1955. 

Mr. Mountain. George Allen’s statement that we read was made on 
May 12, 1955 before the Senate Foreign Relations Committee in the 
hearings on the Mutual Security Act of 1955. 

Mr. Warne. W ell, that isn’t the statement I am referring to. You 
read one by Mr. Byroade. 

Mr. Mountarn. That one by Byroade had to do with stability being 
established in Iran as of the spring of 1954. 

Mr. Warne. Let’s go back and see if I can trace the chronology for 
you. 

Mr. Harpy. The one thing that I am trying to understand a little 
better, if I can, is, in the first place, Byroade testifies before the com- 
mittees that there is a stable Government now and we can look reason- 
ably soon to a reduction in grants. 

Mr. Warne. After the oil settlement. 

Mr. Harpy. That is right. 

[ believe he says a period of 1 to 3 years. Is that what he says? 
Something to that effect. 

Mr. Warne. That’s right. 

Mr. Harpy. Then, coming up in connection with pending appro- 
priations for fiscal 1956, in the late spring of 1955, we have testimony 
from whom? Who was that? 

Mr. Mountain. Mr. George Allen, Assistant Secretary of State for 
that area 

Mr. Harpy. We have his testimony and some other. 

Mr. Mounrarn. Mr. Jernegan. 

Mr. Harpy. Mr. Jernegan and Mr. Allen. It was to the substantial 
effect that we are getting to the point now where we can concentrate 
on loans rather than grants. 

The one question that I was tr ying to be sure of was that this tran- 
sition from grants to loans, or the feasibility of going from grants to 
loans, which was presented in Washington by representatives here, was 
consistent with the thinking in the field, in the Mission. 

Mr. Warne. Let me review again what our situation was. The 
question was raised with me in the summer of 1954—I am not sure 
it hasn’t been raised more or less academically before that—but it was 
raised with me in the summer of 1954 by communication from Mr. 
Stassen, whether it would be feasible to go on to a loan program. 

I am sure similar questions were r: aised with the E mbassy at that 
time. 

This problem was discussed by me specifically with appropriate 
Tranian officials. A specific plan was worked out which involved three 
shifts: (1) a shift of $2 million of economic aid in point 4 program to 
a loan; (2) a shift of $30 million in the budgetary aid, or emergency 
aid, toa loan; and (3) the introduction of a loan for economic deve slop- 
ment purposes through the Export-Import Bank. 
















894 UNITED STATES AID OPERATIONS IN IRAN 


Now, the thought was this, that the grant of $22,800,000 would sus- 
tain the needs of the Iranian Government until January 1, 1955. 
As a matter of fact, it actually operated until about the end of March 
1955. With the coming of the first of the oil revenues, that were 
expected to begin to flow at about that time, it was believed it would 
be feasible to enter a loan agreement for the remainder of the aid 
contemplated in that fiscal year. 

That actually occurred on the 31st day of March in 1955, when the 
loan agreement was signed, for the $30 million. 

Mr. Harpy. Just to clarify, I get this picture: The $30 million loan 
was apparently one of the features that was discussed during the fall 
of 1955 when you were developing a definitive program. 

Mr. Warne. The fall of 1954. 

Mr. Harpy. I mean the fall of 1954. 

Mr. Warne. That’s right. That was a part of it. 

Mr. Harpy. When these funds were appropriated, were they justi- 
fied on the basis of a total grant ona partial loan and partial grant? 

Mr. Warne. Well, I don’t recall now. I do know that loans were 
discussed before congressional committees in the 1955 appropriation. 
I don’t know that a commitment had been made on the part of our 
agency with regard to any specific amounts 

Mr. Harpy. Well, I thought maybe you did know. 

Mr. Warner. But I am pretty sure that Governor Stassen made the 
declaration that he would do his level best to see that in appropriate 
instances the aid there involved would be through loans. 

Mr. Harpy. The question that I was hoping you knew the answer 
to, which I don’t, I haven’t seen anything on it at all, was to determine 
whether the entire amount of $52,800,000 was set up to be used as a 
grant originally, and subsequent decision was made to take the $30 
million and use it as a loan, or whether it was contemplated in the 
beginning. 

Mr. Warne. Well, I am sure that as of the time the appropriation 
was made, any possible breakdown between grant and loan had not 
been determined. 

Mr. Reece. Mr. Chairman, if I could interject, I can see where 
commitments for loans to the Iranian Government might be discussed 
and pretty well defined in the minds of our officials in advance of the 
signing of the oil agreement, and the ratification of it, but I should 
think it would be very difficult to have finalized them until after the 
agreement had been signed up. 

Mr. Warne. I don’t think it could have been done. 

Mr. Reece. Which would seem to me to account for the discussion, 
but not definite action with reference to loans in that period from the 
fall—from the summer of 1954 until the spring of 1955. 

Mr. Harpy. I think that it might not have been possible to have had 
any complete and buttoned-up proposition, but it is not unusual for 
appropriations to be made specilicalty for use as a loan rather than as 
a grant. I think it is entirely conceivable that any discussions with 
respect to a specific amount that would be earmarked for loans might 
have been off the record or classified at the time of the consideration 
by the Appropriations Committee. That was why I hoped that maybe 
Mr. Warne could at this time shed some light on it, from his personal 
knowledge, because I think the only other way we might be able to 
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make a definite determination would be from the classified records of 
the Appropriations Committee. 

Mr. Warne. Well, so far as I know, Mr. Chairman, and I think I 
would know, there was no specific amount set in any legislative action 
or appropriation action. 

Mr. Harpy. I think the significance of it to me stems just from 
the fact that during the consideration of the 1956 appropriations 
loans were discussed pretty freely. 

Mr. Warne. That’s right, because by that time we had actually 
gotten past the period of uncertainty with regard to the oil settle- 
ment, and also we had actually negotiated and completed the first 
loan agreement. 

Mr. Harpy. I would understand from that last statement of yours 
that at the time you left Iran it was your opinion that the situation 
would lend itself more properly to the use of loans than it had 
previously ¢ 

Mr. Warne.- Yes, I think that’s right. We had done some pre- 
liminary planning for the 1956 fiscal year before I left Iran. How- 
ever, I didn’t participate in any more actual programing operations 
after this one that I mentioned here. 

Mr. Harpy. I could understand that you wouldn’t, but I would 
have thought that you must have participated in some of the pre- 
liminary justifications for the Appropriations Committee, at least 
so far as the thinking stages were concerned. Otherwise, I don’t 
know how the people in Washington would have been able to base 
their own presentations. 

Mr. Mountarn. Mr. Chairman, I would like to read the following 
quotation from the House Foreign Affairs Committee’s hearings on 
the Mutual Security Act of 1956, which was part of a prepared 
statement submitted by Mr. S. P. Dorsey, acting regional director 
of the Office of Near East, Asian, and African Operations of ICA. 

This statement was made on April 24, 1956. While it is beyond 
the time of Mr. Warne, there is an aspect of it that I think Mr. 
Warne can comment on. 

The following statement appears: 

Our assistance to Iran over the past several years has been as significant 
as it has been complex. We were instrumental in tiding Iran over the diffi- 
culties in which that country found itself during the prolonged period of nego- 
tiation that succeeded the dispute with England over the oil nationalization 
issue. In its present form, United States assistance permits an economic devel- 
opment program, an enlarged military effort, and current normal operations 
of the Iranian Government to exist simultaneously. Oil revenues, allocated 
to a separate department of the Government, the 7-year plan organization, 
are used almost entirely for the long-range development program of the country. 

Mr. Warne, all during the period that we have been discussing in 
these hearings, was it not true that the Iranian law required that oil 
revenues, when they did obtain, would go to the 7-year plan organiza- 
tion, with some minor percentages later to accrue to the Government 
by modification of the law? 

Mr. Warner. I have a statement on the first 7-vear plan here which 
has been fairly carefully worked out. I wonder if it wouldn’t be 
advisable to include it in the record. 

Mr. Harpy. How long is it? 

Mr. Warne. It’s about two of these long pages and a little over. 
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Mr. Harpy. If the information contained in the statement has not 
already been placed in the record, we will be glad to accept it at 
this point. However, I do hope we can avoid being repetitious. 

Mr. Warne. I don’t know if any of it has been in before. 

Mr. Harpy. If it is significant I will be glad to have it all. 

Mr. Warne. I believe it is significant. Its a statement wth regard 
to the Plan Organization. 

Mr. Harpy. Without objection, we will put it in the record. 
(The document referred to is as follows: ) 


IRANIAN DEVELOPMENT AND THE First 7-YEAR PLAN 
HISTORICAL ORIGINS 


The first serious effort in recent times to develop the Iranian national econ- 
omy was made during the 1930’s by Reza Shah, the father of the present 
Shah. He mobilized the resources and energy of the Government behind a 
program which resulted in a series of basic improvements, including highway 
and port development, the construction of a railway system, the provision 
of electric power to most sizable towns, and the construction of a number 
of industrial plants. These latter included chemical plants, textile and flour 
mills, cement and brick factories, and a copper smelter. 

This program accomplished much for Iran although some of the efforts 
were poorly coordinated and lacked overall economic and national perspec- 
tive. The motivation behind it was the amazing elemental force and ambi- 
tion of one man. Hence, when he abdicated in 194i, this drive was temporar- 
ily lost. The Second World War put an effective stop to such efforts, owing 
to the political difficulties it created in Iran and to the fact that a large por- 
tion of the country was occupied. 

After the war, and after the eventual liberation of the northwestern part 
of the country from puppet Communist control, the Shah and many responsi- 
ble Iranian officials realized that the country’s strongest defense against both 
internal and foreign pressures lay in raising the standard of living through 
an orderly program of national development which would raise the standard 
of living and start Iran on an uward spiral of productivity which would gratify 
the people’s rising expectations. 

First, a 7-year plan of development was drawn up by the Iranians. A little 
later, a development survey was made by the American engineering firm of 
Morrison-Knudsen, International. At the suggestion of the International Bank 
for Reconstruction and Development, the Iranian Government then contracted 
with a group of American engineering and consulting companies to study the 
plan and weigh it against the potential of the Iranian economy and make rec- 
ommendations regarding priorities to be assigned to specific projects. This 
organization, known as Overseas Consultants, Inc., submitted a brief tentative 
report on January 12, 1949, indicating that Iran had the resources to execute 
the plan. A final, detailed and comprehensive report of six weighty volumes 
was submitted on August 22, 1949. 

Meanwhile, on February 15, 1949, the Parliament passed a law authorizing the 
execution of the plan. This law established and defined a semiautonomous 
agency of the Iranian Government, known as the plan organization, and charged 
it with the execution of the plan. The law included a detailed breakdown of 
planned revenues and contemplated expenditures. 


OUTLINE OF FIRST 7-YEAR PLAN 


A. The law established the following program of expenditures: 
Millions of rials 


Be RN ia osetia ts canes ta a asco eigenen ei lniprtg etn e tg 1, 000 
20; "Se St Fa 3 a I ee ee ed a 5, 250 
Beene Gn tA 0 O oss cieit ob tht ceetlie tie iudiadscuscede leases 5, 000 
Bi Rk ce conctiaba eS ices eterna te i eal it tale at iti ae a 3, 000 
eye een ceeehisccethanpeaie we ialeesael 750 
6. Social and municipal improvements...._...........--.--.-.--_----- 6, 600 





1 Approximately $643,000,000. 
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B. This program was to be phased over a 7-year period as follows: 

Millions of rials 
9d half of 1937 (Sept. 21, 1948—Mar. 21, 1949) 1, 000 
1328 (ending Mar. 21, 1950) 2, 000 
1329 (ending Mar. 21, 1951) 2, 800 
1580: (emis Bie Bey BOD) an 8 nk eee ee 3, 200 
1331 (ending Mar. 21, 1953) 3, 500 
1332 (ending Mar. 21, 1954) 3, 600 
1333 (ending Mar. 21, 1955) 3, 600 
ist half of 13834 (ending Sept. 21, 1955) 1, 200 


1 $643,000,000. 


By the terms of a new contract, the OCI maintained a staff of 11 consultants 
in Teheran to furnish consulting services to the plan organization. This contract 
lasted until January 1951, when it was canceled and the consultants were 
withdrawn. 

C. Revenues (planned): 1327: Rls600 million from AIOC payments, 1328~- 
1334: All of Iran’s oil revenues. 

Credits: 

1. Authorized borrowing from Bank Melli up to R1ls750 million annually at 
2 percent. 

2. IBRD loans up to $250 million total authorized. 

3. Credit from nongovernmental institutions and foreign commercial concerns. 


D. Revenues (actual): 


Oil Other Total 


Total to December 1949...-....---..---------- ‘ £741, 223, 471 £141, 916, 247 £883, 139, 718 
December 1949 to December 1950_...------ ----| 1,592, 244, 467 242, 483, 153 1, 834, 727, 620 
December 1950 to December 1951_...------ 405, 194, 630 393, 932, 372 799, 127, 002 


rene 778, 331, 772 3, 516, 994, 340 





KE. Expenditures (actual) : 
PYOSGGG Beene meron s2 ad oe oo a hel dence Rls 1, 772, 237, 122 
Loans, advances to subsidiary companies______---_-----_---- 638, 324, 571 
Liquidation, Industrial & Mining Bank 178, 726, 117 
Administration 386, 903, 882 
"ECs Ne ER PO cece eres ed as enters en seca praca amram erence 192, 321, 507 
Other 171, 209, 375 


Total 3, 229, 996, 381 


Oil revenues ceased as of May 1951, with nationalization. Henceforward to 
August 24, 1952, no further grants were received from GOI. On August 24, 1953, 
Mosadegh authorized a Rls 3 billion credit for projects over a 3-year period. 

During the years from March 1953 to March 1955, the plan organization’s 
operations were largely limited to maintaining itself as an organizational entity, 
paying its employees, and financing the numerous factories and enterprises it 
had inherited from the Industrial & Mining Bank. 


APPRAISAL OF FIRST 7 YEARS OF PLAN 


1. Money received and expended by the plan organization to December 1951 
approximated one-sixth of the amounts originally envisaged by the law. This 
resulted partly from the increasingly weak budgetary position which necessitated 
the use of some oil revenues for ordinary budgetary operations of the Govern- 
ment, and partly from the closure of the oil industry in May 1951, resulting in 
the total cessation of oil revenues for 314 years. 

2. Of the money actually spent only one-half went to new projects, the re- 
mainder being drained off by the necessity to support the multifarious factories 
and enterprises inherited from the Industrial & Mining Bank. In effect, this 
meant the plan organization absorbed costs which otherwise would have been 
borne by the ordinary budget. 
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3. The money used on these industries and factories did provide some benefit in 


that some of them were actually put on a sound financial basis and their opera- 
tions were improved. 


4. Some valuable construction projects were advanced: 


(@) Railroad roadbeds to Meshed and Tabriz completed. 
(bv) Karkhed Dam commenced. 


(c) Cement plant built in Teheran. 

(d) Six airfields were improved. 

Mr. Mountarn. Mr. Warne, the basis of the question which we have 
pending perhaps needs a little clarification. 

In the congressional presentation, from which excerpts have been 
read into the record, there have been a series of representations to the 
Congress that when oil revenues resumed after an oil settlement, and 
after a suitable period of time, budgetary assistance would no longer 
be necessary. 

On the basis of the allocation of all these oil revenues to the 7-year 
plan organization, doesn’t it represent, if not a contradiction, at least 
something that needs to be reconciled with these statements to the 
Congress? Doesn’t it appear that the oil revenues couldn’t support 
the budget under the Iranian law ? 

And, subsequently, at the present time, isn’t it also true that the 
continued justification for aid to Iran is no longer the oil situation but 
adherence to the Baghdad Pact? 

That last one is a little beyond your time, I appreciate, but this is 
the tenor of the question. 

Mr. Warne. Well, let me say that almost at the very outset of the 
7-year plan, as a matter of fact, the oil nationalization occurred, so 
that there wasn’t much of an opportunity to operate under the first 
7-year plan law. 

The first 7-year plan law set up revenues for the National Iranian 
Oil Co. and also for the plan organization. I believe provision was 
—— the 7-year plan to extend certain credits to the Government 
as well. 

Mr. Mountarn. Mr. Warne, are you sure on that last one that the 
provision was made for the Plan Organization to extend credits to the 
Government ? 

I might help to refresh your memory on this. Isn’t it true that 
under the Plan Organization, the 7-year plan, the first year 600 rials 
of the oil revenues were to go to the plan, and after that the entire 
revenues of the oil income were to go to the Plan Organization; that 
in addition to those oil revenues authorization was given to borrow 
from the Bank Melli and also to borrow from the International Bank 
for the purpose of carrying out the plan, with the provision that the 
oil revenues would continue to be utilized after the completion of the 
plan to pay off the loans obtained from the Bank Melli and the Inter- 
snadieansl Henk, with whatever interest was required ? 

Mr. Warne. Yes; I think that is right. That is essentially what 
it was. 

Mr. Mountain. And that eventually—— 

Mr. Warne. But the fact is that the 7-year plan was put in a state 
of collapse by the action of the oil nationalization. 

Let’s see. It first started operating in 1327; that would be our 
year 1948. It is a little hard to translate these. 

So the first 7-year plan actually had run its legal course by 1955, 
and it was well understood that a new arrangement would be neces- 
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sary after the so-called oil settlement of 1954 had been reached and 
when a new Majlis was available. 

Mr. Mountain. And the second 7-year plan provides, I believe, for 
a schedule of activities in the development field with oil royalties in 
their entirety to go to the Plan Organization, with certain exceptions, 
one exception being to cover the operating expenses of the National 
Iranian Oil Co. and the other one being to make a 10-percent, I believe, 
payment to the Government budget. 

I think there are also some additional accruals from oil revenues 
which may go to the Government budget for additional liftings. 

Mr. Warne. Yes. The Plan Organization will receive all the oil 
revenues except the following: 1954 to March 21, 1958, 10 percent of 
the revenues from agreed production levels will go to the Ministry of 
Finance. 

And, parenthetically, the agreed production levels were those mini- 
mum guaranteed levels included in the oil settlement with the con- 
sortium. 

And 30 percent will go to the National Iranian Oil Co., with all 
unexpended balances thereof reverting to the Ministry of Finance. 

Now, until March 21, 1959, the excess over 144 million in 1956 and 
188 million thereafter was to go to the Ministry of Finance; 60 percent 
of the revenues up to 144 million would go to the Plan Organization. 

From March 21, 1958 to 1962, 80 percent of the total oil revenues 
would go to the Plan Organization, less 5 percent to the Ministry of 
Finance if needed for maintaining nonprofit establishments and 20 
percent to the NIOC, less unexpended balances which revert to the 
Ministry of Finance. 

Mr. Harpy. So the Ministry of Finance did not stand to get much 
out of that for governmental use ? 

Mr. Warne. For the first 7 years he stood to get a certainty of 
10 percent of—— 

Mr. Harpy. 10 percent of the minimum amount. 

Mr. Warne. Of the minimum amount. 

Mr. Harpy. Thereafter, 5 percent of 80 percent. 

Mr. Warne. And he gets the unexpended balances of 30 percent 
allocated to NIOC. Frankly, I don’t know the obligations of NIOC 
or what obligations they intend to put against this 30 percent, but 
that was many times, or several times at least, the operating costs of 
the NIOC. 

Mr. Harpy. 30 percent was? 

Mr. Warne. Yes. Probably that meant that the NIOC was to 
finance the pipeline from the oilfield to Teheran. 

Mr. Harpy. You mean several times their normal operating ex- 
pense, but under this arrangement was there any limit to what they 
could use out of that 30 percent ? 

Mr. Warne. Not so far as I know, there was no limit on that. 

Mr. Harpy. So that it was problematical as to whether any part 
of that 30 percent would actually get into governmental operations? 

Mr. Warne. It’s just speculation on my part, Mr. Chairman; I 
don’t know. 

Mr. Harpy. You have no actual knowledge of what took place? 

Mr. Warne. I have no knowledge. All I can say is that 30 percent 
for that 7-year period is a much larger amount than NIOC needs for 
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operation, and I assume that they planned to use it for capital im- 
provements related to the oil developments such as the pipeline—— 

Mr. Harpy. Rather than turn it into the Ministry of Finance? 

Mr. Warne. Yes, 

Mr. Harpy. Do you know what this 10 percent of the minimum 
amount would amount to in terms of dollars? 

Mr. Warne. I think someone else can do better than I on that, 
but it would amount to about $18 million a year, I think. And, what 
the excess over the amount stated would amount to, I just don’t know. 
I haven’t followed it that closely, since I left Iran in March 1955 
before this second plan was formally adopted. 

Mr. Harpy. The period of time that this percentage arrangement 
was to run expired when? 

Mr. Warne. March 21, 1958. 

Mr. Harpy. Is that the expiration of the first 7-year plan? 

Mr. Warne. That is about 4 years of the second 7-year plan. 

Mr. Harpy. Isee. Then the 80.5 percent arrangement 

Mr. Warne. Was torun from March 21, 1958, to 1962. 

Mr. Harpy. I see. Now, under that then the amount accruing to 
the Government for governmental operation was reduced actually, 
was it not, unless the total amount of oil—— 

Mr. Warne. Yes; it would be reduced. One would come to the 
conclusion that in 1958 they anticipated cutting in two the amount 
that went to the treasury. 

Mr. Mountain. Mr. Chairman 

Mr. Warne. I think it might be pertinent to observe here, in con- 
nection with planning of the program in Iran, that the oil revenues 
were not the only source of increased revenue anticipated for the 
Government. 

The virtual cessation of imports, for example, in 1952 and the first 
half of 1953 had reduced customs collections to a minimum; and those, 
as business was resumed, were expected to revive. They did increase 
materially. 

Mr. Harpy. I am a little bit at a loss, though, to understand repre- 
sentations which were made to the effect that the working out of the 
oil agreement would provide substantial revenues for the Government 
and reduce the necessity for our participation. 

Mr. Warne. Mr. Chairman, before nationalization the Government 
had additional revenue from the operations at Abadan, where the 
refinery was. It sold to the AIOC the rials needed in operations at 
the official rate of 32.5, and had a certain margin between the official 
rate and whatever the rials might be worth commercially available 
in foreign exchange. Now the oil agreement of 1954 eliminated that 
source of revenue to the Government as it finally was worked out. 

Mr. Harpy. Well, the thing that is bothering me a little bit here is 
that these statements in congressional presentations said that now 
that the oil agreement has been worked out we can look forward to 
an improvement in oil revenues and a lessening of the need for 
budgetary aid. Now 

Mr. Warne. Don’t you think the record does justify it, though? 

Mr. Harpy. Well, maybe the record from other sources, but I do 
not see it from this picture where the amounts of revenue from: oil 
that could go into the Iranian budget were fixed by law, and it was 
limited virtually to 10 percent until 1958, and cut in half after that. 

































IER 1 LS EL, a 
















ae 




























th: 
an 
fr 


he 
of 
an 


UNITED STATES AID OPERATIONS IN IRAN 901 


Mr. Warne. Well, the 10 percent, of course, is a substantial figure. 

Mr. Harpy. But 10 percent—lI asked you a while ago about what 
that was, and, of course, I realize we are not too accurate about it, 
and you expressed about $18 million. 

Mr. Warne. Yes. I don’t have available to me what other revenues 
from oil have been rendered available to the Government. 

Mr. Harpy. The thing that I just cannot quite get through my 
head is how this $18 million is going to take care of even the amount 
of budget aid that we have been supplying. What does the total 
amount. run to? 

In 1954, it was $60 million. 

Mr. Warne. And in 1955, it was—— 

Mr. Harpy. Fifty-two. 

Mr. Warne. Fifty-two million; and in 1960—I mean 1956—I don’t 
have the figures 

Mr. Harpy. But my point is simply this—we are going to have to 
answer the call, but my point is simply this: On the basis of the statu- 
tory limitation on the amount or the percentage of revenues which 
could go to the budget of the Iranian Government, and using this 
figure of yours, w hich we all ac ‘knowledge is just a guess, $18 million 
would lack a whole lot of filling the hole that we had been filling. 

Mr. Reece. I am wondering, Mr. Chairm: in, if we may not be un- 
derestimating the possibilities of the revenue from the 30 percent allo- 
cated to the, is it the NIOC? 

Mr. Warne. NIOC. 

Mr. Harpy. Well, that, of course, is a possibility, but testimony 
has already been given from some source that the NIOC was under- 
taking to build a “pipeline out of its revenues, and so it would seem 
unlikely that any appreciable amount could come from that source. 

That is one of the things that bothers me about this background that 
I have been reading on this proposition. 

Mr. Warne. Well, Mr. Chairman, there will be another witness, 
I presume, who can give you a lot better information than I on this. 

Mr. Mountarn. Mr. Chairman, I would like to point out that in 
vour letter of May 21, 1956, to the Secretary of State, you asked 
for submission of some 11 schedules that will cover, when they are 
finally in our hands, each one of these figures accurately. 

Mr. Harpy. If we are going to have that, we do not need to pursue 
it any further, the testimony. 

Mr. Warne. Yes, sir; I am not the best witness. 

Mr. Mountain. I have just one more question. 

Did the mission in Iran know what the provision of the T-year- 
plan law was? 

Mr. Warne. Did I know what the 7-year-plan law was? 

Mr. Mounrarn. Yes. 

Mr. Marne. Certainly I did, and I was in constant communica- 
tion with the Iranians with regard to what their plans were for the 
second 7-year plan. 

Mr. Reece. Before we close, I wanted to advert to a very, very 
minor question that seemed to receive a good deal of emphasis in the 
early part of the hearings, I believe when Mr. Reeves was on the 
stand, and I never did know what it was all about. 

What I am going to say can be stricken from the record if you deem 
it advisable. 


79239—56——58 
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That was about this automobile they kept talking about here for 
about a half-hour one day. 

Mr. Harpy. Well, I would suggest that we discuss that off the rec- 
ord, since I believe our record is complete on that matter. 

(Discussion off the record. ) 

Mr. Harpy. On the record. 

Mr. Warne. Mr. Chairman, before you adjourn, would it be feasible 
for me and Mr. Mountain to work out the manner in which some of 
these things can go into the record? 

Mr. Harpy. I wanted to go into specifics with you on some of 

Mr. Warne. We have already covered about six out of this list. 

Mr. Harpy. Actually, I think it might be feasible for you and Mr. 
Mountain to discuss hie things. I have been through some of it. 
I presume you have in mind this folder. 

Mr. Warne. Yes, this folder. 

Mr. Harpy. The thing that I object to is repetition, and if there 
is something of substance here that we have not had in before, I would 
like to have it. 

Mr. Warne. All right. 

Mr. Harpy. But if it is repetitious of something that has already 
been read, I hope we don’t put it in. 

Mr. Warne. I will abide by that. 

Mr. Reece. It is agreeable to me to work it out with Mr. Mountain. 

There is one more thing I am interested in, and J do not know 
whether there have been all the implications and conclusions of the 
GAO report answered. If not, I personally would like to see them 
answered. 

Mr. Harpy. I will have to say this before we adjourn : Certain ques- 
tions have been raised about the GAO report, and certain comments 
that have been made in the hearing about the GAO report have been 
called to the attention of the Comptroller General. 

He has requested an opportunity to review the testimony or the 
statements that have been made, and I think that that is a matter that 
we will have to consider subsequent to today. 

Mr. Reece. If we may take just a minute. 

I saw here somewhere—one thing runs to the—as to whether the 
mission exceeded its authority in the acquisition of heavy equipment, 
and so forth. 

Now, I saw somewhere here a brief by the Department, or possibly 
not a brief, at least a statement which covered that aspect of it. 

Is it in the record ? 

Mr. Harpy. Let me just make this observation—— 
_ Mr. Reece. I think it ought to be in the record if it is not already 
in. 

Mr. Harpy. The complete reply of the ICA is in the record, and 
I presume it covers every specific point. We have tried to give every- 
body opportunity to clear up everything, and if there is any point 
that is still not cleared up after we get through with this particular 
session today, there will still be opportunity to do it. 

I certainly do not want any reflection left on anybody in ICA or 
the State Department or the GAO, and if there are reflections cast 
on = from the GAO, I want that cleared up. 

Mr. Reece. This is entirely an amicable discussion. 
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Mr. Harpy. I want you to understand what my purpose, my intent 
is, too. We are going to keep the record open, and we want to be sure 
that there is not anything that is casting any improper reflection on 
anybody. 

Mr. Reece. I felt the legal basis for the Department’s action ought 
to be put in the record, if it has not been. 

Mr. Harpy. Off the record. 

(Discussion off the record. ) 


(Mr. Warne’s prepared closing statement is as follows:) 


STATEMENT OF WILLIAM E. WARNE 


Before closing, let me say that I asked for an audit several times and did not 
get one while I wasin Iran. We succeeded in recruiting end-use investigators in 
1954, but the task was too big for the staff even then. I favor joint administra- 
tion services and have no objection to the Embassy supervising them, but an 
operating program will generate problems every day and vacant administrative 
positions will not resolve them. We, and I include specifically Ambassador 
Henderson in this statement, fought desperately for an adequate joint adminis- 
trative staff. We saw the frustrations and difficulties of some of the good people 
who came to us break their hearts. All their efforts without a sufficient staff were 
not equal to the demands inexorably made by the program once it was started. 

In closing, I repeat that I am proud of what was done in Iran. A few weeks 
after I left Iran, that country, then internally secure, spoke for the west at the 
Bandung Conference and a few months later joined the Baghdad Pact. I do 
not claim credit for the result for me, nor exclusively for point 4, nor the special 
assistance program instituted after August 1953. Ambassador Henderson pro- 
vided unique leadership and wise guidance. In my opinion, he performed a 
diplomatic service in Iran in this crucial period of history that is unequaled in 
the decade. American initiative and teamwork played a role. Iran could not 
have been saved from the fate which it so nearly met had it not been for the 
patriotism and love of freedom of the Iranian people and the courage and dedica- 
tion of some of their leaders. 

I thank you. 


Mr. Harpy. The committee will stand adjourned, subject to the call 
of the Chair. 

Mr. Warne. Thank you, Mr. Chairman. 

Mr. Harpy. Thank you, Mr. Warne. 

aa tn at 3:30 p. m., the subcommittee adjourned, subject 
tocall. 
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FRIDAY, JUNE 29, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 
The subcommittee met at 9:35 a. m., in room 304, Old House Office 
suilding, Hon. Porter Hardy, Jr. (chairman of the subcommittee) 
presiding. 

Present: Representative Hardy (chairman), and William L. Daw- 
son. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg, special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. Let the record 
show the presence of the chairman of the full committee, Mr. Dawson, 
who is an ex officio member of this subcommittee, and myself, consti- 
tuting a quorum under the committee rules. 

I am especially glad to have the chairman of the full committee with 
us this morning. This is the first time he has had an opportunity to 
sit with us during the course of these hearings. He is always very 
helpful to us as we try to evaluate the results of the various hearings 
we are conducting. 

Mr. Chairman, I am grateful to you for coming over. 

We are entering a final phase of this series of hearings today. Over 
a considerable period of time now, we have been examining the opera- 
tions of the TCA Mission in Iran. This morning we want to get an 
expression from the Department of State concerning some of the same 
matters that we have been discussing from an operational point of 
view. 

Of necessity, when you study operations in this field you are bound 
to touch, at times, upon policy matters. The Department of State, 
however, in this type of thing, has some operational as well as policy 
responsibilities. 

We are glad to have had with us this morning Mr. Rountree, repre- 
senting the Department, and there are certain phases of this total study 
that we would like to have him testify about. 

Mr. Rountree, will you come up to the table, please, sir. I don’t 
believe you have been sworn. 

Mr. Rountrer. No, sir, I have not. 

Mr. Harpy. Will you be sworn. 

Do you solemnly swear that the testimony you are about to give 
before this subcommittee will be the truth, the whole truth, and noth- 
ing but the truth, so help you God ? 

Mr. Rountree. I do. 
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TESTIMONY OF WILLIAM M. ROUNTREE, DEPUTY ASSISTANT SEC- 
RETARY OF STATE FOR NEAR EASTERN, SOUTH ASIAN, AND 
AFRICAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Harpy. Will you have a seat, please, sir ? 

We are grateful to you for being with us this morning, and I wonder 
if, as has been our custom with the other witnesses, you would be kind 
enough to give us a brief biographical sketch. 

Mr. Rounrree. I am at the present time Deputy Assistant Secre- 
tary of State for Near Eastern, South Asian, and African Affairs, a 
post which I have held since November 1, 1955. 

I have been with the Department of State and the Foreign Service 
since 1942. My previous experience has included service from Novem- 
ber of 1953 until August of 1955 as Minister Counselor of the Ameri- 
can Embassy in Teheran. It also included service with the American 
Embassy in Cairo, the American Embassy in Ankara, and the Ameri- 
can Embassy in Athens, Greece. 

Mr. Harpy. At the present time, what is your position again, Mr. 
Rountree? 

Mr. Rountree. Deputy Assistant Secretary for Near Eastern, South 
Asian and African Affairs. 

Mr. Harpy. It is in that capacity that we particularly want to get 
some expression from you this morning rather than as your previous 
capacity as Minister-Counselor in Iran, although I believe you were 
in that capacity during the period that the committee has been con- 
cerned with; is that right? 

Mr. Rountree. That is correct. 

Mr. Harpy. Thank you. Iam grateful to you for coming over and 
helping us this morning. 

Mr. Mountain, do you have some specifics you want to take up with 
Mr. Rountree ? 

Mr. Mountarn. Yes, sir. 

I believe, Mr. Rountree, you have a schedule showing the budg- 
etary deficit position of the Iranian Government over the past 15 years; 
is that correct? 

Mr. Rountree. I do. 

Mr. Mountarn. Mr. Chairman, at this point, and with reference to 
this schedule, I request permission to introduce into the record a copy 
of the chairman’s letter of May 21 to the Department of State request- 

ing the submission of 11 schedules showing certain financial informa- 
tion, such as payments to the Anglo-Iranian Oil Co. and actual ex- 
penditures of the Iranian Government, and so on. 

Mr. Harpy. Without objection, let it be put in the record. 

(The document referred to is as follows :) 

House oF REPRESENTATIVES, 


INTERNATIONAL OPERATIONS SUBCOMMITTEE, 
Washington, D. C., May 21, 1956. 



































JOHN Foster DULLES, 
Secretary of State, Washington, D. C. 

Dear Mr. Secretary: In connection with this subcommittee’s current inquiry 
into United States aid operations in Iran, we would appreciate receiving the 
following economic information from the Department: 

1. Schedule of payments by Anglo-Iranian Oil Co., from 1940 on, by year, to the 
Iranian Government. 
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2. Schedule of estimated foreign exchange earnings of Iranian economy by 


reason of operations of Anglo-Iranian Oil Co., exclusive of royalty payments, by 
year for same period. 


3. Schedule of plan organization planned expenditures as set forth in the first 
7-year plan set up by the Majlis, by year, and in second 7-year plan. 

4. Schedule of actual expenditures by plan organization during its history, by 
year. 

5. Schedule of planned sources of income for financing 7-year plans. 

6. Schedule of sources actually used during the life of first 7-year plan, show- 
ing amounts supplied by each for each year. 

7. Schedule of foreign exchange earnings of National Iranian Oil Co., by year 
since its inception to March 1956. 


8. Schedule of distribution of foreign exchange earnings of National branian 
Oil Co., for same period showing distribution by year and by recipient. 

9. Schedule of United States contributions directly or indirectly to plan or- 
ganization projects, by year. 

10. Schedule of Iranian Government budget, showing revenues (including 
breakdown by major sources) and expenditures (including breakdown by major 
objects), and surpluses or deficits resulting, by year, from 1940. 

11. Schedule of foreign loans made to Iran since 1941 by the United States or 
U. N. agencies, such as International Bank, Export-Import Bank, etc., showing 
amounts, kinds, purposes, utilization, and repayments to date. 

I shall appreciate whatever efforts the Department can make to supply this 
information as soon as possible. 

Sincerely yours, 
PorTeR Harpy, Jr., Chairman. 

Mr. Harpy. I presume you are now going to discuss certain replies 
that we have received. 

Mr. Mountarn. Yes, sir; Mr. Chairman. All of the schedules are 
not yet in. 

Mr. Harpy. One of them came in this morning that you probably 
haven’t seen. I haven’t done anything but look at it. I have just sent 
for it. 

Mr. Mountain. A number of the schedules have already been in- 
troduced into the record, and additional submissions will be included 
as they are received, Mr. Chairman. 

(The schedules referred to appear in appendix VI, p. 1154.) 

Mr. Mounrarn. I want to refer to schedule No. 10 which shows an 
estimate of ordinary budgetary expenditures and revenues of Iran 
for the given year, the period from March 1942 to March 1956. 

Just before doing so, however, the testimony that has been received 
by this committee has been to the effect that in the years 1951, 1952, 
and 1953, our fiscal years, we gave Iran technical assistance in the 
amounts roughly of $1.6 million for 1951, $22.3 million for 1952, and 
$23.2 million for fiscal 1953. 

The record further shows that beginning with fiscal 1954, we gave 
Iran additional aid in the form of budgetary support which, when 
included with our technical assistance funds, have amounted to figures 
approximating for fiscal 1954, $83.4 million, for fiscal 1955, $76.4 mil- 
lion, and for fiscal 1956, $73 million. 

I want to refer now with that background information, to schedule 
No. 10 and ask you if in the 15-year period from 1942 to 1956 the Gov- 
ernment budget of Iran has always been in a deficit position with the 
exception of the year ending March 20, 1946. Is that correct ? 

Mr. Rountree. According to the schedule that I have here, Mr. 
Mountain, and which I have not had an opportunity to study inde- 
pendently, that is correct. 

Mr. Harpy. That is an official schedule, isn’t it, Mr. Rountree? 

Mr. Rounrresr. Yes. 





908 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Mountain. That was prepared under the direction of Mr, 
Hannah who is there with you? 

Mr. Rountree. That is correct. 

Mr. Mounrtatrn. I am sure you will feel free to consult with Mr, 
Hannah if there is any question about these. 

Mr. Rounrrer. If I may, I would like to do so. 

Mr. Mountatn. Does the schedule show that in the years 1954, 1955, 
and 1956, which are the years in which we have been giving budgetar Vv 
support to the government of Iran, the budgetary deficit has been 
consistently increasing through those years? 

Mr. Rountree. That is correct. 

Mr. Mountatn. Does it also show that in the last 2 years, 1956 and 
1955, the budgetary deficit of the Government of Iran is at the highest 
point of any point on this 15-year schedule? 

Mr. Rounrrer. Yes. 

Mr. Mountarn. Mr. Rountree are you familiar with the fact that in 
congressional presentations in the last 2 years there have been state- 
ments made to the Congress that further aid to the civilian economy of 
Tran would be given on a loan rather than a grant basis? 

Mr. Rounrree. Yes. I have read the testimony given before the 
various congressional committees with regard to that matter. 

Mr. Mounratrn. Has the basis of this presentation to the Congress 
been the thought that the Iranian economy is in such shape that repay- 
ment of loans was economically possible ? 

Mr. Rountree. I think, sir, the statements undoubtedly were made 
to the Congress on the basis of the best estimates available to the wit- 
nesses at that time as to the capacity of the Iranian Government and 
their ability to foresee into the future the ability of Iran to meet its 
economic problems without grant budgetary assistance. I think 
you will recognize that it is not always possible clearly to foresee cir- 
cumstances and situations which might render it desirable in our 
national interest to pursue policies that had not been anticipated sub- 
stantially in advance. 

Mr. Harpy. I think all of us would recognize that, Mr. Rountree, 
but the thing that does bother us a little bit is that we find ourselves 
in the position here in Congress of having been told for at least the last 
2 years that we can anticipate a lessening, a falling off, of the direct 
aid, budget aid, and a substitution of loans, and it hasn’t materialized. 
Is it not a fact that the economy of Iran has substantially improved 
during this same period of time? 

Mr. Rountree. Yes; it is a fact. The Iranian economy has sub- 
stantially improved, especially because of the renewal of the oil 
revenues. 

Mr. Harpy. Well, now, we are talking about the total economy and, 
at the same time, the governmental deficit has increased; is that 
correct ¢ 

Mr. Rountree. That is correct. 

Mr. Harpy. Now, then, let’s take one other aspect of it. The gov- 
ernment deficit during the last 2 years has been the largest at any 
period of the 15 years that we have been talking about, and our budget 
aid has been approximately the same. The question that is in my mind 
has to do with whether these figures for increased Iranian budget 
deficits take into account the loan | aspect of our aid in 1955. I am re- 
ferring to our fiscal 1955. How does our fiscal year relate to Iran’s¢ 
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Mr. Rountree. Well, the 2 fiscal years do not exactly correspond. 

Mr. Harpy. That is what I know. 

Mr. Rountree. The $52.8 million indicated here as budgetary aid 
to Iran is for our fiscal year beginning July 1, 1954, and ending June 
30, 1955. 

Mr. Harpy. Now, the deficit on this schedule 10, this deficit which 
would compare to our fiscal 1955, would that be the one marked as 1954— 
55, or 1955-56 ? 

Mr. Rountree. These figures are for the Iranian fiscal years end- 
ing on March 20 of the years indicated. 

‘Mr. Harpy. So, then, our figure, the budget aid of $52.8 million 

ite 


would apply to schedule 10 as to the next to the last item; is that 
right ? 


Mr. Rountree. Roughly; yes. 

Mr. Harpy. Now, my question is this. In the $52.8 million, as I re- 
call it, there was a figure of $30 million for a hand is that right? 

Mr. Rounrrer. That is right. 

Mr. Harpy. The other $12 million was 

Mr. Rountree. The other $22.8 million was in the form of grants. 

Mr. Harpy. Now, is the $30 million loan reflected in the budget 
deficit as computed in this schedule 10? 

Mr. Rountree. That would be applied to fill the deficit shown. 

Mr. Harpy. The figure that i is shown here, then, if you consider that 
the obligation of the ‘Tranian Government to pay off their $30 million, 
would have to be increased by a $30 million equivalent; isn’t that right ? 

Mr. Rountree. It is my understanding that the $30 million was ap- 
plied to filling the deficit which is indic: ited here. It does not indicate 
that a deficit in excess of this amount in fact existed. 

Mr. Harpy. That is my question. Does the amount of deficit shown 
in this tabulation include the $30 million ? 

Mr. Rountrer. Well, to make certain that I understand your 
question 

Mr. Harpy. Let me explain my question by referring to our own 
budget. When we have a deficit here, it increases our national debt. 
Presumably, the $30 million that is involved here would increase the 
Iranian national ‘debt, at least it would increase the obligations of 
the country. 

Mr. Rountree. This does not reflect, sir, the national debt. It is 
the internal budgetary deficit. 

Mr, Harpy. I understand for the year, that is right, but the thing 
that I am trying to find out is what happened to this $30 million. He 
it included in this figure or is it an addition to his figure? The $3 
million was applied to the Iranian Government deficit for that ico 
ticular year. 

Mr. Rounrrer. That is correct; the $30 million was used to help 
cover this deficit. In using the $30 million to help cover the deficit 
as indicated here, the Iranian Government increased its external debt 
by $30 million. 

Mr. Harpy. That is what Iam getting at. So the $30 million would 
not be in addition to this amount shown here. 

Mr. Rountree. That is correct. 

Mr. Harpy. That is what I wanted to understand. 

Now, with respect to the 1955-56 fiscal year, was there a $10 million 
loan included in the budget support of $35 million ? 
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Mr. Rounrrer. Yes. The $10 million was included in that figure. 

Mr. Harpy. And, likewise, then, that $10 million is included in the 
amount of the deficit shown on the table? 

Mr. Rountree. Yes. 

Mr. Mountain. In regard to this question of grants versus loans, 
is it your statement, Mr. Rountree, that we did consider, as reflected in 
the congressional presentations, that at one time aid to the civilian 
economy of Iran should proceed from here on out on a loan basis? 

Mr. Rountree. Yes. We have considered as an objective of our 
promeaes operations in Iran, to operate to the fullest practicable and 

easible extent on a loan basis rather than on a grant basis. 

Mr. Harpy. In the 1956 budget support, we started out with a $15 
million budget aid program; is that right 7- 

Mr. Rountree. Yes, sir. 

Mr. Harpy. Was that all a grant or was that partially a loan? 

Mr. Rountree. There was a $5 million grant, and a $10 million 
oan. 

Mr. Harpy. That was the initial $15 million? 

Mr. Rountree. Yes, sir. 

Mr. Harpy. So that the remaining $20 million, which was a supple- 
mental appropriation, was all grant? 

Mr. Rountree. Yes, sir. 

Mr. Mountain. Did this remaining $20 million start off as a loan? 

Mr. Rountree. Did it start off as a loan? 

Mr. Mountain. Did we originally offer it to the Iranians as a loan? 

Mr. Rountree. We informed the Iranian Government, in response 
to their urgent request, that we would be prepared to extend to them 
an additional $20 million for budgetary assistance, and in the early 
conversations we did not specify whether it would be on the basis of a 
loan or a grant. Later, we decided that if at all feasible, this should 
be on a half-grant, half-loan basis. 

It subsequently was determined, however, that that was not feasible 
for a number of reasons, and the decision was made to render the ad- 
ditional $20 million on an entirely grant basis. 

Mr. Mountain. At this point in history, the time that you are 
talking about, it was true, was it not, that the oil revenues accruing 
to Iran were reaching sizable proportions? 

Mr. Rountree. Yes; they were. The oil production at that point 
was going along slightly ahead of previously anticipated levels. 

Mr. Mountarn. Can you tell us approximately what those oil reve- 
nues were in total ? 

Mr. Rountree. I can’t say what they were in total, I can say that 
at this time the rate of offtake of Iranian oil was producing revenues 
to the Iranian Government in excess of $100 million a year. 

Mr. Mountain. And perhaps we had better fix the point in time 
yo — are talking about. At what point in time are we talking 
about ¢ 

Mr. Rountrer. In March of 1956. 

Mr. Mountain. March of this year. 

Mr. Rountree. Yes. I might say that the rate of offtake at the 
present time is substantially beyond that figure. 

Mr. Mountain. Is it the estimate of the Department that this rate of 
offtake will continue to improve 
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Mr. Rountree. Yes. It is anticipated that by the end of the calen- 
dar year 1957, the minimum levels guaranteed under the consortium 
agreement with the Iranian Government will not only be met but, in 
all probability, will be exceeded. In that case the revenue accruing 
to the Iranian Government would be in excess of $180 million a year. 

Mr. Mountain. If a loan were granted to the Iranian Government 
over a period of years—would this not make it possible for repayment, 
amortized over a period of years, to be economically feasible? 

Mr. Rountree. Well, from a purely statistical point of view, it 
would be entirely feasible. The resources available to the Iranian 
yovernment at the present time and anticipated in the future are such 
as to make it practicable to obtain loans. There are certain other 
aspects of this matter which are political and psychological in nature, 
which render it extremely difficult to say that from a practical point of 
view the Iranian Government could have negotiated long-term loans 
for budgetary purposes. 

Mr. Mountarn. Is it true that the bulk of the revenues which accrue 
to Iran from oil do not go, by Iranian law, to the Iranian Government 
as such for budgetary purposes ? 

Mr. Rountree. That is true. The bulk of the Iranian revenues de- 
rived from the oil operations go into the Plan Organization for the 
development program and into the National Iranian Oil Co. for its oil 
operations. 

Mr. Mountain. Is it true that it was the finding of the Department 
as late as February of this year that of all the underdeveloped coun- 
tries receiving United States aid, Iran appears to be in the best 
economic position to repay it? 

Mr. Rountree. That is correct, and again, I would emphasize that 
that is viewing it from the point of view of the economic or statistical 
factors alone and not from the point of view of overall political and 
practical considerations. 

; - theory, it could be said that Iran was in a good position to repay 
the loan. 

Mr. Mountain. Well, referring to this $20 million, which I believe 
you have said at one point the Department’s thinking was to be half 
oan and half grant and has ultimately wound up as entirely a grant, 
can you tell us the factors which in tha light of this economic situation 
led to that decision ? d 
_ Mr. Harpy. I believe I would like to withdraw that question for 
just a moment. I would like to get back to it in just exactly those 
terms, but I would like to get a picture of the developments imme- 
diately prior to the considerations that went into this extra $20 
million. 

Now, there have been representations made to the Appropriations 
Committee, I believe, to support a request for $15 aiiiee for fiscal 
1956. Was the original request for more than $15 million ? 

Mr. Rountrer. No. The executive branch, in the illustrative figure 
used in its presentation, anticipated the provision of $15 million for 
budge assistance. 

Mr. Harpy. And do you recall about when that testimony was pre- 
sented to the Appropriations Committee? Wasn’t it along about 
May or June of 1955? 

Mr. Rountree. I don’t recall the date. 

Mr. Sxacer. I believe it was in May, sir. 
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Mr. Harpy. In any event, I know that was one of the last bills 
to clear the Congress and, in any event, it was in the late spring or 
early summer of 1955 and the representations were substantially that 
we are tapering off our budget aid to Iran—do you have the direct 
quote from that, Mr. Mountain / 

Mr. Mountain. Yes, sir. 

Mr. Harpy. I think we ought to get it in the record because I want 
to lead up to the question that Mr. Mountain just raised about the 
consideration that went into the additional $20 million. I think 
we probably used the same quote the other day. 

It looks like I haven’t got here what I thought I had. I don’t 
have a copy of the appropriations hearings on this particular point 
with us, but, in any event, on May 12, 1955, Mr. George Allen, in a 
statement to the Senate Foreign Relations Committee, appearing on 
page 256 of the hearing, said: 


Any aid to the civilian economy is planned to be on a loan basis, repayable, 
with interest, in dollars. 


That is the civilian economy. 


Unless some unforeseen disasters occur it is expected that any aid provided 
the Iran civilian economy after this year will be limited to that provided by 
existing institutions such as the Export-Import Bank and International Bank 
for Redevelopment. 

Mr. Mounrarn. I am sorry, I don’t have the House appropriations 
hearings here, Mr. Chairman. 

Mr. Harpy. In any event, the point I am trying to develop is this: 
Representations were made, and the specific citations have already 
been read into our record, that. we were drawing to an end on grants 
in budget aid and they were going to be reduced. 

Now, when did the consideration begin with respect to providing 
an additional $20 million to Iran’s budget, to aid Iran’s budget 
deficit ? 

Mr. Rounrrer. I believe the consideration of the additional budg- 
etary assistance to Iran in the fiscal year 1956 began in the fall of 
1955. I think it was in the month of September. 

Mr. Harpy. That, I think is correct, and I think that our infor- 
mation that we have assembled would support approximately that 
date, and that leads me to this question. 

I wonder if you can explain how in the world we could be more 
than 100 percent off in our thinking as between May or June 1955 
and September of the same year. In May and June we were talking 
in terms of $15 million only, and in September we need $20 million 
more. How do you explain that? 

Mr. Rountree. In the first place, sir, I am sure you understand 
that the figures presented were no more than illustrative. 

Mr. Harpy. They still are. 

Mr. Rountrrer. Secondly, the objective was to show the minimum 
figure that might be needed to accomplish the objectives of our pro- 
gram in Iran. 

Now, I can say that the decision to request only $15 million in 
budgetary aid in that year was made after considering the feasibility 
and desirability of ooliaie it a larger amount. There were economic 
factors which might well, at that time, have justified a larger sum. 
But the most important point, however, is that during the course 
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of the months immediately preceding the decision to extend an addi- 
tional $20 million in budgetary assistance to Iran, there were certain 
important developments in Iran which, in our judgment, rendered it 
necessary and desirable from the point of view of the attainment 
of our objectives, to give Iran this additional aid. We felt it was 
needed and that it was justified by these new considerations. 

Mr. Harpy. The thing that I just don’t quite understand is how our 
people on the scene over there in May and June can send back in- 
formation on which people over here, at the Washington level, make 
the presentations to Congress and, in substance, say that we are going 
to cut this thing down, we are cutting off or are reducing our budget 


ogg . ° . 5 
aid; $15 million, we think, is going to hold us, and hereafter we are 


going to operate on the basis of loans. Then we come back, just a 
matter of 3 or 4 months later, saying not only we made a mistake and 
we have got to have some more money, but we have got to have more 
than the amount that we asked for, originally, for the whole year. 
Do you see the thing that is worrying me, Mr. Rountree? 

Mr. Rountree. I see the thing that is worrying you, Mr. Chairman. 
I wish I could be more articulate in describing the factors as I saw 
them in Teheran and as I see them here in Washington. We were de- 
termined to try, insofar as possible and practicable, to maintain the 
program on a minimum basis, with the maximum in loans instead of 
grants. 

Also, I must say that it is awfully hard in retrospect to describe a 
situation, an atmosphere, in a country such as Iran, which led to po- 
litical and economic determinations on the part of the mission and the 
Embassy and on the part of the executive branch here in Washington. 

You, of course, know that Iran had been undergoing a very severe 
strain for a good many years. The problems which were encountered 
by the new Government when it came into power under General Zahedi, 
who was later succeeded by Prime Minister Ala, were enormous and 
covered the whole range of governmental operations. The Govern- 
ment had problems in the security field, in the economic field, and in 
the domestic-political field, which were of very considerable magni- 
tude. 

Now, these considerations that led to the decision to grant the 
additional $20 million were not isolated economic factors. They took 
into account the general complex situation. 

Mr. Harpy. I appreciate that but let me ask you this. 

Weren’t those same factors present, even though they might not 
have been present in quite the same degree, but weren’t they present 
in the situation in May or June, prior to September ? 

Mr. Rountree. Mr. Chairman, the existence of such factors makes it 
extremely difficult for anyone to predict with any degree of accuracy 
exactly what will be required in the American national interest in a 
period ahead. The only thing that the executive branch could do 
was to render the best judgment possible in light of the situation as it 
was seen, and make recommendations to the Congress accordingly. 
__Mr. Harpy. Well, one other question which is related but not quite 
identical. 

Did any of the funds we put up for the direct forces support go 
to meet charges which normally would be considered budget charges ? 

Mr. Rountree. I would like to be in a position to give you an un- 
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qualified answer to that, but I think you have to take into account the 
fact that any expenditures on the part of the United States for the 
kinds of programs and projects undertaken in Iran for purely de- 
fense measures might conceivably affect in some degree military ex- 
penditures on the part of the Iranian Government. I think it is cor- 
rect to say that the effect upon the budget of direct forces support 
expenditures was not a direct one, and that by and large the money 
allocated for direct forces support did not relieve the Iranian Govern- 
ment of its normal budgetary responsibilities. 

Mr. Harpy. In March of 1955, was there information to the effect 
that there would be a large deficit in budget operations and also in 
foreign exchange, with the recommendation from the field that these 
be offset with funds provided for military purposes? 

Mr. Rountrer. Mr. Chairman, I recall no such recommendation, 
but I would have to consult with my colleagues and perhaps review 
the file to give you a categoric reply. 

Mr. Harpy. Weare referring to some information that came through 
FOA, about March 20 or 21. 

Mr. Rountree. The presentation, sir, that you are referring to 
was submitted by the ICA Mission. 

Mr. Harpy. Well, the thing that I am leading to there is my recol- 
lection that the amounts involved there were probably something over 
$100 million. The thing that I am trying to raise here on that par- 
ticular point is that here, I believe, was a recommendation from the 
field requesting or suggesting, maybe, the use of military aid funds, 
maybe not as such, but something equivalent to that, to meet budget 
shortagesinIran. Is that an improper—— 

Mr. Rountree. Mr. Chairman 

Mr. Harpy. Deduction ? 

Mr. Rountree. I should tell you frankly that I have not studied 
the particular document which you have in mind, nor do I recall any 
recommendations from the field that military funds be diverted for 
economic purposes. I do notice that in one communication on the 
date mentioned suggestions were made regarding defense support 
funds which need not, as you know, be military funds, but, rather 
may be funds for economic purposes to support the military effort. 

Mr. Harpy. I understand, so we can put that in either category you 
want to call it. I wasn’t sure that we didn’t have some of both 
involved, defense support funds and 

Mr. Rountree. The military funds actually provided for Iran in 
the form of direct forces support and defense support were not for 
economic projects. They were for military projects. 

Mr. Harpy. I understand that but actually, didn’t a considerable 
portion of those serve in some manner or other as budget aid? 

Mr. Rountres. No, sir. I would stand by the reply that I made to 
that question earlier, that it was not the purpose to use any of those 
funds as budgetary assistance. 

Mr. Harpy. The second question that I have in connection with the 
March 1955 memorandum that I referred to, if you have it there before 
you, is in the light of that information do you have any explanation 
as to the basis for representatives to the Congress that we would begin 
to taper off our budget aid to Iran at the $15 million level ? 

Mr. Rountree. I am sure you understand, Mr. Chairman, that 
as a program of this magnitude was implemented and as problems 
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were encountered in Iran which required most careful and constant 
scrutiny, it is natural that from time to time recommendations or 
proposals would be made to pursue one course or another. I think the 
record would show that a good many recommenadtions were made by 
individuals or groups which were formulated on the basis of the situa- 
tion as they saw it within the framework of responsibilities which 
they had. Those suggestions or recommendations don’t necessarily 
constitute governmental policy. 

Mr. Harpy. That is correct. 

Mr. Rountree. They come into the mill where they are taken into 
account along with all other pertinent factors in deciding what we 
should do. 

Mr. Harpy. Allright. Now, let us refer to the Appropriations Com- 
mittee testimony given by Mr. Seager on June 17, 1955. He had this 
tosay: 

* * * the Iranian Government next year is going to be able to undertake a 
rather modest economic development activity out of its own resources, after 
having funded the normal operating expenses. 

That would contemplate, I would think, that there would be no 
budget deficit. What about that, Mr. Seager? Is that what that 
meant? That is what it means to me. 

Mr. Sracer. I would assume that we had in mind at that time, 
Mr. Chairman, that the oil revenues, including the Plan Organiza- 
tions would suffice unto the purposes. 

Mr. Harpy. The revenues going to the Plan Organization, though, 
didn’t go to the budget uses of Iran; isn’t that right? 

Mr. Seacer. Well, not to the normal budgets, no. The oil revenue 
does that as stated. 

Mr. Harpy. Well, this statement impresses me because here we are— 
this is on June 17, 1955, and this is a statement made to the Appropria- 
tions Committee which says that the Iranian Government in 1956 
is going to be able to undertake a modest economic development 
activity out of its own resources, after having funded the normal 
operating expenses. 

Now, if that doesn’t mean that the Iranian Government is not going 
to have a budget deficit and they are going to have a little something 
left over, then I don’t know what it does mean. 

This is on June 18, 1955. I am going to read on. Mr. Seager says 
this. Maybe he qualified it a little because here is what he says: 

However, it should be pointed out that the oil revenues will not have reached 
a level sufficient to do these things and at the same time expand the Iranian 
capacity for defense. 

So, then, a representation is made that we need money for defense 
and then he continues : 


Given the political temper in Iran— 


and this is from page 240 of the hearings of the Appropriations Com- 
mittee for the mutual-security appropriations for 1956— 


given the political temper in Iran, it is our belief that it would be dangerous to 
cut back on Iran’s development effort, leaving unsatisfied the need for essential 
normal services; and from our mutual standpoint, it is dangerous to delay the 
increase in military effort. Thus the need for our assistance next year arises 
principally from Iran’s defense requirements. 
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But, notwithstanding that, in September we found you couldn’t even 
meet budget requirements. I just want to know why in the world, with 
the economists we had over there, the people evaluating this picture, 
the representations that had been made from the Operations Mission, 
the situation changed so much from June 17, 1955, to September 1955. 
I can’t understand it. I think you should understand the committee’s 
perplexity to find a complete switch around in the Department; to 
have the Department, after telling the Congress that it could meet 
Tran’s budget requirements, come back about 3 months later and say it 
not only needs more money, but needs twice as much as was appro- 
priated in June. 

I think I might read one further quote from Mr. Seager’s testimony : 

Out of the $55 million proposed for Iran, $37,500,000 will be for defense support 
and $7,500,000 for direct forces support, and the balance for continuing technical 
cooperation programs in that country. 

Now, that is not exactly consistent with the way it was finally worked 
out, but that was the basis that was presented to the Appropriations 
Committee as justification. I don’t know whether you have any com- 
ment that would help clear up this thing, but, honestly, it certainly 
does seem strange to me that our people in the field and here in Wash- 
ington can’t evaluate a situation any better than that, to have a com- 
plete reversal of our position in that short period of time. 

Mr. Rountree. May I make just a couple of observations? 

First, I think that I should say that we operated under the assump- 
tion for a long while that it would be possible for the Iranian Goveru- 
ment to utilize for ordinary budgetary expenditures part of its oil 
revenues and as necessary to borrow money from foreign sources to 
supplement the remaining oil revenues to carry out an economic de- 
velopment progiam of the magnitude that was generally agreed should 
be undertaken. 

That assumption, however, was not borne out by the practical pos- 
sibilities in Iran. It was not possible for the Iranian Government 
at that time to divert to the ordinary budget operations substantial 
quantities of oil revenues. As a result, the need for finding some 
other way of meeting the budget deficit arose. For a number of 
reasons which I earlier attributed primarily to political, psychologi- 
cal, and practical factors, we decided to provide an additional $20 
million to supplement the $15 million program previously specifically 
requested of the Congress. 

Now, the second observation that I would like to make is that the 
term “defense support,” as I understand it, and as it applied to the 
funds requested in the 1956 fiscal-year program, related to all eco- 
nomic aid with the exception of direct forces support and technical 
assistance. Defense support funds are not, as you know, Mr. Chair- 
man, necessarily bound to be used for purposes directly related to 
the military forces themselves. 

Mr. Harpy. I understand that, but let’s see if we interpret the 
language in the same way, and again this is Mr. Seager’s testimony. 
He says: 


Thus the need for our assistance next year arises principally from Iran’s 
defense requirements. 


Now, then, does that not mean military requirements? 
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Mr. Rountree. That means requirements, I assume, which derive 
from the fact that the Iranians had to maintain military forces 
beyond the capacity of the economy to bear. 


3 The program that we set forth included funds for a defense con- 
struction program. 


Mr. Harpy. All right, but the $3714 million that was presented 
in the budget, or in the request for defense support, as you pointed 
out, was no necessarily used for military activities, and, as a matter 
of fact, it wasn’t used for military activities; was it? 

Mr. Rountree. Well, some of it was, sir. 

Mr. Harpy. Well, percentagewise it was small. 

Mr. Rountree. $1714 million of that was used directly for that 
purpose. 

Mr. Harpy. Where do we get that figure from? 

Mr. Rounrrer. In addition to $1714 million in defense support, 


9 which was for a construction program, there was direct forces sup- 
4 port of $714 million, provided in dollars, making a total. program 
] for the military construction efforts of $25 million. 

4 Mr. Harpy. So that that amount was for military construction ? 


Mr. Rounrres. Yes. 

Mr. Harpy. All of that was used for military construction ? 

Mr. Rountree. Yes, sir. 

Mr. Harpy. And then the $35 million is the $15 million originally 
requested and justified plus the $20 million which was requested in 
September ? 

Mr. Rountrer. The $35 million figure is the $15 million justified 
in the congressional presentation plus the additional $20 million which 
was authorized recently. The $5 a of course, was to —— 

nt the technical assistance program aid to carry out the Americ 
effor ‘t to help the Iranians in their ies elopment program. 

Mr. Harpy. O. K., go ahead, I am going to get off that now. 

[ don’t think we have had too good an explanation of why the De- 
partment’s position regarding the amount of money for Tran changed 
so greatly in such a short period of time. That was all I was trying 
to understand. You might try to get back to your original question, 
Mr. Mountain. 

Mr. Mounratn. Yes, sir. I would like, if I may, to ask one ques- 
tion following up the discussion which was just held. 

Mr. Rountrrer. Mr. Chairman, you apparently are not satisfied with 
the explanation that I have attempted to give with regard to the addi- 


S tional $20 million, and I would feel remiss if I didn’t offer to provide 
q further explanation. 

» fr XY e 

Mr. Harpy. Well, I appreciate that, Mr. Rountree. Actually, I 


recognize the limitations under which you are testifying. Asa matter 
of fact, I recognize some limitations with respect to some of the infor- 
mation that we already have before us. But I was trying to see if I 
couldn’t develop the thing a little bit better in open session. Maybe 
ve are going to have to wait until we get ate executive session. 

Mr. Rountree. ‘There are some aspects that would better be covered 
in executive session. 

Mr. Harpy. I was trying to get as much as I could on the open 
record so we would be able to prepare our report on the basis of the 
open record as far as we can. I didn’t mean to be critical of you in 

= this because I know you are limited, but there is still, in my mind, 
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such a wide change in attitude by the people in the Department be- 
tween June and September that, frankly, I have a hard time justifying 
it under any conditions. Itw ould be different if there had been a war, 
but there wasn’t, and during that period of time the economy had 
continued to improve. But, notwithstanding the representations that 
had been made stating that budget aid would be discontinued, the 
Department comes back in a matter of 3 or 4 months and asks for more 
money than they had asked for in their original budget request. I 
just can’t add itup. Thatisall. The same factors had to be present. 
The fact of the matter is that the factors which were present in the 
spring of 1955 should have been somewhat mitigated in the fall of 
1955 because the improvement was continuous. That is why I don’t 
understand it. 

Mr. Rounrree. May I just end with this observation, Mr. Chair- 
man? That the $20 million did, in fact, come from the President’s 
emergency aid fund which was designed to take care of—— 

Mr. Harpy. I am fully aware of the fact that it came from the 
President’s emergency aid fund but, in my mind, that doesn’t change 
the picture because there was no assurance that you were going to 
be able to get that money out of the President’s emergency fund at the 
time you appeared be fore the committee with your request. 

Mr. Rountrer. Our budget request had to be based on the picture 
we saw at the time. The situation changed rapidly after that pres- 
entation. 

Mr. Harpy. That is the thing that isn’t clear to me. The situation 
changed rapidly after that. Frankly, I don’t believe the record sup- 
ports that, and that is what bothers me. But, anyway, I think maybe 
we had better go on to something else. 

Mr. Moutarnn. Mr. Rountree, isn’t it correct that the Iranian budg- 
etary deficit, the Government budget, had been computed from the 
beginning of the time we gave them aid at, roughly, $5 million a 
month ? 

Mr. Rountree. Yes; I think that is correct. 

Mr. Mountarn. Is it also correct that as early as February of 1955 
a computation had been made that the Iranian Government deficit 
over the next year would continue to run at the rate of $5 million a 
month ? 

Mr. Rountree. That is correct. 

Mr. Mowunvatn. So that prior to the congressional presentation to 
which the chairman has been referring there was knowledge on the 
part of the Department 

Mr. Rountree. I am sorry; would you repeat that ? 

Mr. Mountarn. Prior to the congressional presentation made in 
June of 1955, to which the chairman has been referring, there was 
knowledge on the part of the Department that the Iranian budgetary 
deficit would probably be at the continuing rate of $5 million a month. 

Mr. Rountree. As I understand it, the estimate that the budgetary 
deficit would continue at the rate of about $5 million a month was 
made in early 1954, even before the oil agreement. Were you refer- 
ring to an estimate at a later date, Mr. Mountain ? 


Mr. Mountain. I was referring to one made about February of 
1955. 
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Mr. Rountree. The establishment of an estimate of what the deficit 
would be over any given period of time is one factor in determining 
what is required from the United States. The other factor which 
must be taken into account is, How can that deficit be met? What re- 
sources are available to the ‘Tranian Government, or could be made 
available to the Iranian Government, to meet the deficit, other than 
American aid ¢ 

As the committee knows, it was our hope and our expectation that 
the governmental deficit which we anticipated would continue for 
some time could, after the oil revenues began to flow in subst: antial 
volume, be rendered manageable. This might follow from increased 
economic ac tiv ity, increa sed customs revenues, and improvement of the 
Government’s collection of new taxes which have been imposed by law. 
When these factors were taken into account, it was felt that it would 
be possible for the Iranian Government in the near future to reduce 
the budgetary problem to proportions which it could handle. 

Mr. Mounvan. Are you saying, Mr. Rountree, that while the esti- 
mate was that their deficit under the then current conditions would 
run at this rate, that if they would undertake certain steps on their 
own behalf, the deficit could be reduced to manageable proportions 
without our aid ? 

Mr. Rountree. Yes. If it were possible for them to take measures 
on their own account, it statistically could be proven possible for them 
to cope w ith the problem themselves. 

Mr. Mountain. Then, can we regard this continuing budgetary aid 
as an indication that they have not been able, or at least have not taken 
those measures which were foreseen ¢ 

Mr. Rountree. ‘They have undertaken many of the measures which 
were foreseen, but, of course, it takes time to perfect them. You have 
to take into account the fact that when the Zahedi government came 
iuto power in the fall of 1958, the Lranian administrative s system was 
pretty much in shambles. A great deal was needed. ‘They had a num- 
ber of high-priority projects that they had to undertake. It has taken 
time for Zahedi and Ala governments to make progress in these vari- 
ous directions. ‘They have made progress but at the present time it 
has not been such which, in our judgment, would render it unneces- 
sary for us to extend budgetary support. 

We expect that the situation will come about in the near future in 
which the question of American budgetary support will be reduced 
considerably more in importance. 

Mr. Mounrain. Mr. Rountree, would one of the measures to effect 
this improvement be a better tax-collection system ¢ 

Mr. Rountree. Yes. 

Mr. Mounrarn. Mr. Roudtree, the committee has had access to a 
report written in 1954, with which you are familiar, regarding the 
tax situation in Iran. Would you say that the situation reflected in 
this report has been substantially changed and improved 

Mr. Rounrrer. Well, I would say, Mr. Mountain, that this report 
was filed on the basis of work per formed during and shortly after the 
Mossadegh government. This is, I think, typic al of the kind of prob- 
lem that the Government under General Zahe di, and more recently 
under Prime Minister Ala, inherited. It was a problem that was of 
very deep concern to the m, and to such people as the Minister of 
Finance, Dr. Amini, who is the present Ambassador to Washington. 
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The Shah has shown a very great interest in improving the situa- 
tion regarding governmental operations generally, and the quesiton of 
taxation in particular. There has been new legislation and a program 
in which they have endeavored to improve this basic problem, and I 
think it is accurate to say that there has been an improvement since 
the report was filed. 

Mr. Mounrarn. It is true, however, as I think we have had testi- 
mony earlier from you, that, the budgetary deficit of Iran has been 
increasing in the last 3 years, and is at the highest point now that it 
has been in the last 15 years. 

Mr. Rountrer. Yes. The budgetary deficit has increased. I must 
say there are a number of reasons for that. It is not easy, simply by 
glancing at the magnitude of budgetary deficits, to appreciate the 
factors involved in those deficits. One would have to analyze with 
regard to the deficits indicated in schedule 10 the period covered, the 
political- -economic situation that prevailed at the time, and all other 
pertinent factors involved in the matter. 

You have stated that in the last 2 years the deficit has been higher 
than at any previous time. That is, the years 1954-55, and 1955-56. 

Mr. Harpy. Is there any significance in the fact that in 1955-56 

the deficit doubled over the preceding year / 

Mr. Rounrrer. Yes. There is significance because I think it reflects 
the kind of situation which the new government inherited when it 

came into power. The financial position of Iran was in a chaotic state 
when Mossadegh fell and the new government was installed. They 
discovered a concealed deficit in previous years which had to be over- 
come. The Mossadegh government had printed currency greatly ex- 
ceeding the legal limitations. There were accumulated unpaid bills 
and other obligations. That was, in fact, one of the major economic 
problems confronting the new government after Mossadegh left. 

It is taking time to put the Iranian financial house in order. It is 
as yet far from being in order. Yet we do feel that progress in that 
direction is being made, and in Iran progress is the important thing. 

Mr. Harpy. I have a little difficulty in understanding the logic of 
your statement that the increase in the deficit by doubling in the 
last 2 years reflects the efforts of this gover nment to cope with the 
condition it found in the preceding one. 

Mr. Rountree. Mr. Chairman, our main point was in mentioning 
the concealed deficits. 

Mr. Harpy. You mean they didn’t find it until this last year? They 
must have found it. 

Mr. Rounrree. I doubt that the deficits indicated here for the years 
immediately preceding 1954 in fact represent the total deficits with 
which the Government was confronted. I am told that after the 
change of governments it was discovered that there were substantial 
‘ bliga ations that had been concealed. 

Mr. Harpy. But it seems to me that they would have been uncovered 
earlier by the new government. That is what I don’t understand. 
I don’t see why it took this long to find that out. 

Mr. Rountree. I am informed by Mr. Bray who, incidentally, was 
counselor for economic affairs in Teheran while I was there, that the 
determination of the deficit is based upon actual income and payments 
on a cash basis; that the deficit would be reflected only when the bills 
were paid, and that there were substantial bills unpaid at the time the 
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new government came into power. These were not immediately appar- 
ent, but took some time, up to 12 or 14 months, to come to light. ae 
magnitude was reflected to some extent in the deficit reported in the 
last 2 fiscal years. 

But I do not wish to imply, Mr. Chairman, that the present govern- 
ment is operating without a deticit. There is a deficit, and it is sub- 
stantial, as the records will show. The reasons for that deficit, I think, 
have been outlined in various elements of testimony before you. The 
Government has been confronted with the necessity of increasing pay- 
ments to the military forces; it has deemed it essential to maintain the 
salaries of the government workers at a living-wage basis, and the 
revenues coming into the government have simply not been adequate to 
meet the total requirements. 

It is, therefore, a combination of a number of factors which has 
led to the marked contrast of the deficits as shown for the last 2 years 
with those for preceding years. 

Mr. Harpy. Well, I don’t know whether we can accomplish much 
by pursuing that partic ular point any further. 

One other thing that we need to clear up, and then we are going to 
have to adjourn. 

I wanted to get a little bit of information in connection with the 
reason for this I: ist $20 million being a grant instead of a loan. Now, 
there was a loan in 1955 of $30 million. You started out with a loan 
of $15 million, added $15 million for 1956 and then we come in here 
for the additional $20 million. I want to ask you, first—and Mr. 
Mountain, you can pick it up but I would like to develop the basis on 
which it was determined that this would be a grant rather than a Joan. 
(xo ahead, please. 

Mr. Mounratn. I believe, Mr. Chairman, that was the question we 
had pending some while ago as to what the basis was in determining 
that this should be a grant instead of a loan. 

Mr. Rountree. Yes; as I indicated ear lier, there were a number of 
factors involved, not entirely economic factors, which led us to that 
conclusion. 

Mr. Mounratn. Was one of those factors the unwillingness of the 
Iranians to accept this money as a loan ? 

Mr. Rounrrer. One of the factors that has to be taken into account 
in financial matters in Iran is a deep-seated opposition on the part of 
the Iranian people, generally, and this has historical foundations, to 
the expenditure of oil revenues for ordinary Government purposes. 

Mr. Mountain. May I ask at this point, Mr. Rountree, if it is not 
true that in, I believe, calendar 1951, when the Iranian law was in ef- 
fect that all of the oil revenues would go to the plan organization and 
none to the Government budget, and when the Iranian Government, 
in effect, was trying to operate an oilless economy, that they got them- 
selves into certain financial straits, and regardless of the law, found 
it necessary to turn over some of their oil revenues to support their 
Government ? 

Mr. Rounrrer. That is true; yes. 

Mr. Mountain. And that was at a time when there was no United 
States budget support? 

Mr. Rounrrer. Yes; there was no American budget support at that 
time. 
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Mr. Mountarn. Would it be fair to say that when faced with the 
necessity of supporting their Government out of their own resources, 
they found it feasible to use their oil revenues for that purpose? 

Mr. Rountree. I think, sir, that you will recognize that develop- 
ments in Iran under the Mossadegh regime were most extraordinary 
in many respects. This decision was, as you say, taken at that time. 

I might ihe point out that during the Mossadegh regime, as a fur- 
ther means of meeting governmental requirements, contrary not only 
to Iranian law but to strong feelings of the Iranian people and Parlia- 
ment, a substantial amount of currency was issued without financial 
backing. The issues exceeded by a substantial amount the legal limita- 
tion upon the currency which should have been in circulation at any 
given time. 

Mr. Mounrarn. It is true, however, Mr. Rountree, is it not, in con- 
nection with this currency issue, that while it did, in fact, as you have 
stated, exceed the legal requirements of the Iranian law under which 
their finances are governed, it did not in any sense exceed banking 
principles, as far as having adequate cover for the currency # 

Mr. Rountree. Well, that is a question of judgment. It exceeded 
sound banking principles as enunciated by the Iranian financial people 
for many years. 

Mr. Harpy. They had a lot better reserve to support the currency 
issued by Mossadegh than we have ourselves ; didn’t they ? 

Mr. Rountree. The Iranians have traditionally maintained a high 
level of foreign exchange and gold backing for their currency. 

Mr. Harpy. I commend them for it, but isn’t it true that even with 
that issue and without overlooking the fact that it was illegal—of 
course, it was illegal—isn’t it true that the backing for their outstand- 
ing currency was still percentagewise stronger than our own? 

Mr. Rountree. I think, at the present time, the percentage is some- 
where in the neighborhood of our own. 

Mr. Mountatrn. But at the time we are speaking: 

Mr. Rountrer. It is 40 percent at the present time. 

Mr. Mounrarin. At the time we were speaking of, it answers the 
description the chairman has given it; isn’t that correct? 

Mr. Rountree. At that time it was higher than at the present, but 
I think it was only about 43 percent. 

Mr. Mounrtarn. Isn’t it also true that since that time they have 
altered the law, and if the current law had been in effect at the 
time that this note issue was made by the Mossadegh government, 
it would have then been legal? 

Mr. Rountree. Yes; that is correct. 

Mr. Mounrarn. But the expansion of the currency did not exceed 
what is now Iranian law? 

Mr. Rountree. Part of the actual cover for Iranian currency is 
represented by the crown jewels, the valuation of which is more or less 
a moot point. The backing for the currency issue in the form of 
gold and foreign exchange is not now or was not, at that time, quite 
as high as it might appear from the statistics. 

Mr. Mountarn. It is true, however, that the rate of valuation of 
such things as gold holdings and foreign exchange was at 32.25 rials 
to the dollar? 

Mr. Rountree. That is correct. 
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Mr. Mountatn. At a time when the commercial value of the rial 

was more nearly 86 rials to the dollar? 

Mr. Rountree. That is correct. 

Mr. Harpy. Going back to this question of the loan, I want to raise 
one question in connection with it as to w hy we changed and made 
a grant instead of a loan of the last $20 million. I w onder whether 
or not a comment of Mr. Warne might be reflected in that decision. 
Mr. Warne, in very recent testimony, June 27, the day before yester- 
day, said: 

I would point out that in all the world the best bargainers I have ever found 
are Iranians. 

Now, I just wonder whether they were practicing their skill : 
bargaining and we didn’t do so good. Do you want to comment on 
that ? 

Mr. Rountree. I can say that the decision to make the $20 million 
available on a grant basis was taken by the executive branch in light 
of its determination of what was in the national interest of the United 
States. 

There were several factors involved in this determination. One 
was that, if possible, we thought it should be on a loan basis although 
we recognized the formidable difficulties of making it on that basis. 
Nevertheless, we tried. There are certain considerations which I 
would like to mention in our executive session. In addition to those, 
however, I would say we were faced with the practical proposition 
that it was too late to take up in the Parliament a highly controversial 
issue, such as this, with any hope of favorable action before it 
adjourned. 

Mr. Harpy. The Majlis was in session at that time; wasn’t it? 

Mr. Rountree. It was in session but it was adjourning very shortly 
for the No-Ruz Holidays, after which there would be new elections. 

Mr. Harpy. How did it happen they were able to get across to us 
and our representatives the urgent need to get them more grant money 
when the Majlis didn’t have time to take action to get it from other 
sources? Do you think that poses an awkward situation for us to 
accept back here ? 

Mr. Rountree. It is a situation that I am frank to admit is difficult 
to explain 

Mr. Harpy. Would it be out of order 

Mr. Rounrrer (continuing). Unless one is thoroughly familiar 
with the situation in Iran, the atmosphere in Iran, all the circum- 
stances which led to the conclusion that we should go ahead with a 
grant instead of a loan. 

Mr. Harpy. Would it be improper to inquire in open session as to 
whether the Baghdad Pact had anything to do with this decision ? 

Mr. Rountres. I think I would answer that question, Mr. Chair- 
man, by saying that quite aside from the Baghdad Pact, it is our policy, 
our objective i in Iran, to do everything we can to—— 

Mr. Harpy. Of course, you know I can agree with what you are 
about to say before you say it because I recognize the pattern. But 
you know that doesn’t respond to my question. 

Mr. Rountree. What I was leading up to, Mr. Chairman, is this: 
The fact that Iran had adhered to the Baghdad Pact *eflected the kind 
of policy of the Iranian Government that has led us to conclude that 
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the program which we have implemented in Iran is a right program, is 
. re program, and has achieved objectives for which it was estab- 
ished. 

Now, we certainly did not press the Iranians to join the Baghdad 
Pact. It was a decision they made themselves. It reflected a depar- 
ture from the traditional neutralism that has typified Iranian policy 
for many years. Certainly, when you have a successful program which 
demonstrates its success through such action as that taken by the 
Tranian Government then I think that one is naturally inclined to be 
highly sympathetic with the problems of that country. 

Mr. Harpy. I will let you off with that one until we get into execu- 
tive session. The Baghdad Pact, however, has been discussed in con- 
gressional presentatitons and I don’t want to get too far into it at the 
moment. We are going to have to answer the roll and we will have to 
adjourn. 

But, Mr. Mountain, did you have a quick one? 

Mr. Mounrain. I believe we have. I would like to ask Mr. Roun- 
tree if it is not true that the $20 million we have been discussing which 
was given Iran as a grant, was given to make up certain deficits which 
had been established? I believe you said there was an urgent need—— 

Mr. Rountree. Yes; it was provided to meet the deficit. 

Mr. Mounratn. Is it true that after the announcement or the com- 
munication to the Iranian Government that this $20 million would be 
available, that their expenditures increased by $20 million ? 

Mr. Rountree. No, sir. It is true that the budget presented to 
the Majlis reflected an increase of about that magnitude. We dis- 
cussed that with the Iranian Government and the Iranian Govern- 
ment said notwithstanding this budgetary presentation, it would hold 
expenditures to the so-called Forouhar level, which was the level 
anticipated at the time we were considering the $20 million addi- 
tional grant. 

That information, when conveyed, reassured us, and has now been 
published by the Iranian Government. 

Mr. Mounratrn. Isn’t it true that as of about March of this year, 
the Iranian Cabinet—isn’t the Council of Ministers roughly the 
equivalent of our Cabinet? 

Mr. Rountres. Yes. 

Mr. Mountain. That they approved an additional request for funds 
in the amount of $20 million and thus destroyed any possibility of 
balancing this budget with the $20 million grant? 

Mr. Rountrrer. They approved the ee ee but subsequently said 
that expenditures would be held to the previous level. 

Mr. Mountarn. In other words, additional expenditures would not 
be made; is that the story? 

Mr. Rountrer. That is correct. 

Mr. Mounrarn. Have they been successful in keeping their expendi- 
tures to that previous level? 

Mr. Rountree. My understanding is that they have. I have here 
a statement to the press made by the Minister of Finance, Mr. Forou- 
har, on April 14, which goes into the details of this budget, and enun- 
ciates the policy of the Government with regard to the level of expendi- 
Seas, As I have indicated to you, they are to be held at the previous 

evel, 
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Mr. Mounratn. Then, as of this moment, we are in a relatively 
certain position that there will not be additional budget deficits for 
us to support through this next year? 

Mr. Rounrree. On the basis of our understanding and the state- 
ment made by the Minister of Finance, we believe that the deficit 
will be held to the level which was reflected in the Forouhar budget, 
that is 

Mr. Mounrarn. Would it be fair to say this was your expectation 
in prior years as well ? 

Mr. Rounvrree. This has never occurred in prior years. 

Mr. Harpy. Well, actually, aa we got exactly the same sit- 
uation we had when you made the budget presentation last year? 
In your budget presentation you said budget aid would be cut off 
aft ter the $15 million. 

. Rountree. Mr. Chairman, I wouldn’t be so rash as to say that 
tae is certain not to arise in the future which would not 
require 

Mr. Harpy. I wouldn’t expect you to make such a statement. 

But the thing is clear on its face that you have got a situation that 
you absolutely can’t predict. You base your judgment on the factors 
that are present, and you don’t see the factors that are going to destroy 
the very balance that you profess to believe is going to occur. You 

cepted a statement by the Ministry of Finance that they would not 
nea the additional $20 million they put in their budget. If they 
weren't going to spend it, why did they put it in? I think it is worth 
nothing that they did not put it in until they received the $20 million 
grant. Tome, it boils down to the question of who is fooling whom. 

Mr, Rounrren. The only thing we could do was to operate on the 
basis of the best judgment of the factors as we see them. 

Mr. Harpy. Certainly, but we have got to look at all of the factors, 
Mr. Rountree. We pu t up $20 million to offset an increasing budget 
imbalance over there and immediately thereafter the Iranians in- 
creanest their budget by $20 million, but said they are not going to 
spend any more money; they were just going to put $20 million in the 
cian and hold down their expenditures to previously planned levels. 
How gullible are we? 

Mr. Rountree. I don’t think it is a question of gullibility, Mr. 
Chairman, to take into account official statements made | by the Gov- 
ernment of Iran. 

Mr. Harpy. Allright. Now, getting back to Mr. Warne’s statement, 
these are his words: 

I! would point out that in all the world the best bargainers I have ever found 
are the Iranians. 

My thought thereafter would be I wonder if in all the world the 
“ae bargainers are ourselves. I hope that is not the case. 

*. Dawson, have you got any questions or comments ? 

Mr. Dawson. None at all. It amounts to peace at any price. The 
franians know it. They know how far we will go to buy peace with 
dollars. 
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Mr. Harpy. Mr. Rountree, I do want to express our appreciation 
for your testimony this morning. You have been very helpful, and I 
am sure there are a lot of other things we couldn’t cover because of it 
being an open session, but we are going to have to explore some of 
those points in executive session. 

The committee will stand adjourned, subject to call of the Chair. 

(Whereupon, at 11:15 a. m., the subcommittee adjourned, subject 
to call of the Chair.) 
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MONDAY, JULY 16, 1956 


Hovss or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 2:20 p. m., in room 307, 
Old House Office Building, Hon. Porter Hardy, Jr. (chairman of the 
subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr. (chairman) and B. 
Carroll Reece. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator, Charles Rothenberg, special counsel ; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reece and myself. 

I want to make a brief statement in connection with this hearing. 

During the past 2 months, in a series of public hearings, this subcom- 
mittee has taken testimony relating to the foreign aid program in Iran. 
In this work the subcommittee has pursued the avenue of its jurisdic- 
tion and responsibility, that is, the economy and efficiency of Govern- 
ment foreign-aid operations. 

A central element of this study was an excellent report compiled by 
the General Accounting Office on the basis of comprehensive field anc 
Washington audits of ‘the Iran program. The subcommittee found 
this report adaptable to its ends, broad in scope, and generally accurate. 

However, as the hearings progressed, some questions were raised 
concerning the proper scope of the activities of the General Account- 
ing Office in connection with the preparation of such reports. The 
Comptroller General is here to clarify the role of the General Ac- 
counting Office in the conduct of these audits. 

Tam happy to have the Comptroller General, Mr. Joseph Campbell, 
with us this afternoon for this purpose. 

This is the first opportunity that I have had to have an association 
with you. I hope that our contacts will be more frequent and more 
intimate. 

In the past years, during the almost 10 years now that I have been 
in the Congress, I have worked very closely with the General Account- 
ing Office. And I hope that that relationship will continue, that we 
may continue to pursue our mutual concern in the efficiency and econ- 
omy of governmental operations. 

am sorry we do not have a larger membership of our committee 
with us today, but Mr. Reece and I have been holding forth on this 
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assignment for some little while. At least, we will make a record here, 
and I believe you have a prepared statement. 

Mr. Camrsett. I have. 

Mr. Reece. I would like, if I may, to take the opportunity to share 
in the expressions of regard which he has made for the General Ac- 
counting Office. I look with great pride back to 1920 before I became I 
a candidate for Congress the first time to one of the letters which I 'y 
preserved, to the statement that I thought one of the two most impor- 
tant things that desired the attention of Congress—one was the Budget 
Bureau and the other was the General Accounting Office. 

So that early I had an interest in this subject as it relates to govern- 
mental activities. 

Of course, the importance of that relationship has greatly increased 
as the Government’s activities have grown so much. 

I do not want anything that I may have said to indicate either a 
lack of regard on my part for the importance of the General Account- 
ing Office nor the fine work which it has done and is doing in an overall 
way. 

I do not think any agency of the Government has gained greater 
confidence than has the General Accounting Office, certainly, so far 
as Congress is concerned. And I think the same is true so far as the 
people are concerned. 

{ did, during the course of the hearings, out of this regard for the 
importance of the GAO, raise some questions which I am sure will be 
clarified by the Comptr oller General in this discussion. 

Mr. Harpy. I am glad that the gentleman made those comments. 
Ac ‘tually, the General Accounting Office i is an agency of the Congress 
and the Comptroller General, to my mind, is one of the important “staff 
people insofar as the Congress is concerned. I hope you do not feel 
any umbrage at that kind of reference, Mr. Campbell, because I say 
“staff” in the sense of somebody that we have to lean on heavily. 

Mr. Reece. It is an agency of Congress, primarily, and I think very 
properly so, because basically the Congress is the one responsible for 
the appropriations, the end result of which becomes the expenditures 
of the Government. 

Mr. Harpy. So, again, let me express appreciation for your presence. 
And if you will just proceed i in your own way. I suppose you would 
want to present, first, your prepared statement ? 


STATEMENT OF HON. JOSEPH CAMPBELL, COMPTROLLER GENERAL 
OF THE UNITED STATES; ACCOMPANIED BY ROBERT F. KELLER, 
ASSISTANT TO THE COMPTROLLER GENERAL; GEORGE H. 
STAPLES, ASSISTANT DIRECTOR, CIVIL ACCOUNTING AND AUDIT- 
ING DIVISION; AND FREDERICK K. RABEL, CIVIL ACCOUNTING 
AND AUDITING DIVISION, GENERAL ACCOUNTING OFFICE 






Mr. Camppe.u. Yes, sir, Mr. Chairman. 
Thank you very much, Mr. Chairman, for your comments on our 
Office, and thank you, Mr. Reece. 

We sometimes find it necessary to remind members of various 
committees that we are the agent of the Congress. We are your 
employees in every sense of the ‘word. 
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Mr. Reece. Off the record. 

(Off the record. ) 

Mr. Campsett. We understand that during the hearings before the 
subcommittee on the General Accounting Of fice teport on the United 
States Assistance Program for Lran, certain questions have been raised 
concerning the audit activities of the General Accounting Office. 

We appreciate the opportunity to appear before the subcommittee in 
order that the duties and responsibilities of the General Accounting 
Office in this matter will be clearly understood. 

The General Accounting Office was established by the Budget and 
Accounting Act, 1921, as part of the legislative branch of the Govern- 
ment. The broad function of the Office is to audit Government finan- 
cial activities and to assist the Congress in matters relating to public 
funds. 

As an agent of the Congress, the Comptroller General and the Gen- 
eral Accounting Office, by the 1921 act, and by subsequent legislation 
enacted by the Congress, have been given broad authority and re- 
sponsibility to review the activities of the executive agencies. Im- 
portant among the various statutes governing the activities of the 
General Accounting Office are sections 312 (a) and 313 of the Budget 
and Accounting Act of 1921, section 206 of the Legislative Re- 
organization Act of 1946, section 206 (c) of the Federal Property and 
Administrative Services Act of 1949, and sections 111 (d) and 117 
(a) of the Budget and Accounting Procedures Act of 1950. 

In order to carry out more effec tively the duties and responsibilities 
given by law to the C omptrolier General and the General Accounting 
Office, there was instituted in 1949 auditing on a comprehensive ae 

Stated as simply as possible, the purpose of the co mprehensive aud 
is to determine how well the agency or activity under audit has ie 
charged its financial responsibilities. 

Financial responsibilities are construed as including the expendi- 
ture of funds and the utilization of property and personnel in the 
furtherance only of authorized programs or activities and the conduct 
of programs or activities in an effective, efficient, and economical! 
manner. 

z comprehensive audit includes consideration of the following: 

That the agency is carrying out only those activities or programs 
canada by the C ongress ‘and is conduc ting them efficiently and in 
- manner authorized by the Congress. 

‘That expenditures are made only in the furtherance of authorized 
activities and in accordance with the requirements of applicable laws 
and regulations, including decisions of the ¢ ‘comptroller General. 

That the agency collects and accounts properly for all revenues 
and receipts arising from its activities. 

4. That the assets of the agency or in its custody are adequately 
_— and controlled and utilized in an efficient manner. 

That reports by the agencies to the Congress and to the central] 
eontiel agencies, such as the Bureau of the Budget, disclose fully the 
nature and scope of activities conducted and prov ride a proper basis for 
evaluating the agencies’ operations. 

Congressional “authority for this type of audit clearly exists in the 


Budget and Accounting Act of 1921 and the Accounting : and Audit- 
ing Act of 1950. 
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Section 312 (a) of the Budget and Accounting Act of 1921 states: 


The Comptroller General shall investigate at the seat of government or else- 
where all matters relating to the receipt, disbursement, and application of public 
funds (42 Stat. 25, 31 U. S. C. 53). 

Section 117 (a) of the Accounting and Auditing Act of 1950 
provides that— 

Except as otherwise specifically provided by law, the financial transactions 
of each executive, legislative, and judicial agency, including but not limited 
to the accounts of accountable officers, shall be audited by the General Accounting 
Office in accordance with such principles and procedures and under such rules 
ane eae as may be prescribed by the Comptroller General of the United 
States. 

In the determination of auditing procedures to be followed and the extent 
of examination of vouchers and other documents, the Comptroller General shall 
give due regard to generally accepted principles of auditing, including consider- 
ation of the effectiveness of accounting organizations and systems, internal audit 
and control, and related administrative practices of the respective agencies 
(64 Stat. 837, 31 U. 8S. C. 67). 

The audit of the International Cooperation Administration, and its 
predecessor agencies, was initiated on a comprehensive basis in 1952. 
The audit has covered the economic and technical assistance programs 
formerly under the administration of the Technical Cooperation Ad- 
ministration, the Institute of Inter-American Affairs, and the 
Economic Cooperation Administration. It has been a continuous 
assignment in which audits are made of selected activities or func- 
tions either at a given date or for a selected period. 

In our audits we have been cognizant that any objective appraisal 
of the administration of the mutual security program must take into 
account certain unique factors which characterize the program. 

For example, the program and its underlying activities, together 
with the day-to-day operations, are carried on in coordination with 
foreign governments. Consideration must be given to laws, customs, 
practices, and traditions which are quite different from those in our 
own country. 

Also, the mutual security program is authorized and carried out as 
an integral segment of the foreign policy of the United States. Con- 
sequently, levels of aid, timing, administration, and methods of 
financing are sometimes affected by considerations which are not 
always consistent with the most effective program planning and 
execution. 

In our reports we have not intended in any way to express views 
on foreign-aid policy, nor to evaluate the political factors which moti- 
vate programs, nor the results of programs in terms of foreign-policy 
objectives. 

Our principal concern has been the relative effectiveness with which 
the agency has discharged its administrative responsibilities. We 
have reported conditions which we believed required correction and 
presented recommendations for remedial action. 

Our audits have been conducted at the Washington office of the 
agencies supplemented by visits to the overseas missions of the agen- 
cies where the country programs are being administered. In the sum- 
mer of 1955 an audit team visited Iran, Lebanon, Egypt, and Israel. 

Based on our examination in Washington and at the overseas mis- 
sions, audit reports on Iran, Lebanon, and Egypt were transmitted 
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to the Congress during the past few months. A report for Israel is 
in the process of being prepared. 

Prior thereto reports were issued on two other significant country 
programs—India in July 1954, and Pakistan in December 1955. The 
programs in Iran, and Pakistan are the largest among these countries. 

In addition, reports on other aspects of mutual-sec urity activities 
have been transmitted to the agency and the Congress in the past 
several years. 

The aid programs in Europe also have been the subject of audit 
since their inception. These programs have consisted principally of 
financing commodity imports. From the standpoint of effective ad- 
ministration, these programs do not have the continuing problems of 
project planning and execution which are the major characteristics 
of the programs in the countries mentioned above; rather the prin- 
cipal problems are those relating to procurement procedures, counter- 

part fede. and end-use inspection. 

Procurement procedures have been examined in conjunction with 
our audits of the agencies’ financial transactions. The procedures 
governing counterp: art funds and end-use inspection were reviewed 
in 1953 by our European branch for the United Kingdom, France, 
Western Germany, and Italy, and a report was issued ‘to the agency. 

Recognizing the desirability of a broader examination of these ' types 
of activities on a specific country basis, audits have been in progress 
for the past several months for Yugoslavia and Spain, which are the 
only European countries presently receiving economic assistance from 
the United States. 

Of the countries in the Far East where a major portion of mutual- 
security funds are being spent, we have initiated audits of the pro- 
grams for Korea, Indochina, and Formosa. Our work will include 
limited examinations in these countries. 

There was a particular matter brought up at these hearings which 
we feel needs clarification. On pages 22 and 23 of our report on Iran, 
mention is made of a generally undesirable procediane relating to the 
unilateral control exercised by the Iranian Government over counter- 
part funds. 

It is stated in the report that the system of control by the mission 
was based on a planning table approved by representatives of Iran 
and the United States, which set forth projected deposits of local 
currency funds and their utilization. 

Actual withdrawals of these funds were then made by the Iranian 
Ministry of Finance. It is stated further that in fiscal year 1954 the 
mission experienced withdrawals which could not be reconciled to the 
planning table and left some disbursements unaccounted for. 

In discussion of this matter at these hearings, the thought was ad- 

vanced that this part of the report was based on statements or trans- 
actions not sufficiently verified by our auditors. 

The established system for control of counterpart funds for other 
aid-receiving countries, which ICA and its predecessors have followed 
consistently provides for joint control of counterpart funds by pro- 
cedures such as approving individual releases for specific purposes and 
countersigning withdrawal checks. This system is designed to give 
the United States assurance that aid funds are utilized in accordance 
with United States objectives. 
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The system in Iran did not afford ICA this desirable measure of 
control. The Iranian Government merely reported actual withdrawals 
from the counterpart account by broad categories and it was then up 
to the Mission to determine, after the fact, whether such withdrawals 
corresponded to the proposed transactions as forecast in the planning 
tables. 

The reference to the disbursements unaccounted for in fiscal year 
1954 was based on information taken from the files of the agency and 
was cited by us as an illustration of the weakness in the procedure 
followed in Ivan. 

The substance of our comments on the counterpart funds was in- 
tended to emphasize a procedural deficiency and in no way inferred 
any impropriety by reason of disbursements not accounted for. ‘The 
agency has advised us that it is considering a plan for requiring spe- 
cific releases, which appears to confirm the soundness of our comments. 

Also, we would like to invite the attention of the subcommittee to 
the hearings before the Independent Offices Subcommittee of the House 
Appropriations Committee on February 22, 1955. 

During these hearings question was raised by the Honorable John 
Phillips concerning the audit of the foreign-aid program. Comments 
of Mr. Phillips, which appear on page 775 of the hearings of the sub- 
committee, are as follows: 

There have been 1 or 2 problems in the last couple of years. I would like to 
bring up, again, this matter that the chairman spoke about: FOA. 

I don’t think that you are doing enough in that, and I am inclined to think 
Mr. Thomas may think the same thing. It is not a question—if you are doing 
what might be called a comprehensive audit, or investigation of it, it is not a 
question of whether the actual amount of money expended has been legally spent. 

It is, first, a very practical problem of the number of people who are spending 
the money and how they are spending it, and second whether the results we are 
getting are constructive insofar as the policy of the United States is concerned. 

I would say that is a prime field in which the GAO could work and has not 
done so, and I think to that extent you are subject to some good-natured criticism. 
I think you should have been there long ago. 

We believe that the legislative history of the statutes which govern 
the operations and activities of the General Accounting Office is clear 
that the Congress intended the responsibility of the General Account- 
ing Office to go beyond the examination of receipts and expenditures 
for legality alone, and that it expects the General Accounting Office 
to examine and report on financial management and efficiency and 
economy of operations. 

We are endeavoring to carry out that responsibility to the best of 
our ability without attempting to substitute our judgment on matters 
of basic legislative or executive policy. 

That, Mr. Chairman, is a very brief statement which I hope will 
clear up some of the questions which you have had before you during 
the past few weeks. 

Mr. Harpy. Thank you, Mr. Campbell. I am glad to observe that 
it does touch on some of the specifics that were raised. 

It occurs to me, however, that Mr. Reece raised most of the specific 
points and he may have some further questions. Mr. Reece, I think 
you might want to comment on the extent to which Mr. Campbell’s 
statement actually does dispose of some of the doubt which appar- 
ently you had about General Accounting Office activities. 

Mr. Reece. Yes, Mr. Chairman. 
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The one thing, a Campbell, that I had in mind which disturbed 
me some after lo into the question more fully than i had oppor- 
tunity to do so wee was the implication that the report of vour 
auditors carried in particular reference to the demonstration proj 
ects—they might be called demonstration projects—in Iran—that t! 
legal requirements of the law had been violated. 

That is, expenditures were made for certain heavy equipment which 
had not been authorized according to the General Accounting Office 


report. je 
After I had opportunity to look over the legal brief—and I might 
say that I am not crite: al of your staff in that respect—lI think it is 


best to err on the side of caution, than otherwise, Mr. Campbell; but 
[ was impressed that this was a big program whieh had considerable 
history and that possibly your au litors had not had opportunity to 
cet the whole legal background of the questions involved here because 
as I studied the question I felt myself that there was substantial legal 
justification for the expenditures. 

I, also, am aware of the fact that possibly the ICA legal staff and 
the State Department legal staff had not fully explored and exposed 
the various legal aspects ‘of this question at the time the auditor was 
over there. 

So I am not approaching this from a critical standpoint at all, but 
[ thought when that report appeared in the record ‘that it put the 
ICA and its predecessor agency in the improper legal ance wag 

That was the primary basis of any suggestion I had to make with 
reference to the report of the General Accounting Office. 

There are other matters in detail to which I took some exception. 

The State Department, or the ICA, which now is part of the State 
Department, made a legal study of that whole question for the benefit 
of the committee and it was placed in the record, which I read with 
a great deal of interest 

Going back to the time the President submitted his message, which 
is referred to in this brief, the discussions in Congress, the amend- 
ments which were offered, the discussions which were had relating to 
the amendments, I think all added up that the ICA was expected to 
have engaged in making expenditures on the types of projects which 
they did do, for which they did spend money for over there. That 
was my concern. 

It was not a criticism of the GAO, neither was it a defense of the 
ICA. It was simply an effort to get the picture in the right perspec- 
tive; that is, legally. 

Mr. Srapies. We did not raise any question on that but we did com- 
ment on the fact that the dev elopment projects have been improperly 
designated as “demonstration projects.” 

I assume, Mr. Reece, that is what you have reference to. 

Mr. Rexce. It was not—I do not think—the name they carried that 
was so important as whether the expenditures were properly or im- 
properly made. That was what my mind was going to. 

I can understand how some demonstration project might have been 
improperly described, but the implication was raised as to whether 
the Department had made expenditures according to the law. 

At least, that was the way I interpreted your testimony. 

Mr. Harpy. Would you say that the question that is here involved 
is one as to whether it would be proper to spend money on a develop- 
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ment project which had been classified as a demonstration project and 
which had been approved as a demonstration project ? 

Is that the key to this distinction ¢ , 

Mr. Srapres. If I understand it, Mr. Chairman, I believe that is 
what Mr. Reece is referring to. 

Mr. Reece. It revolves around page 17 of your report ? 

Mr. Sraptes. That is right; that is what I am looking at now. 

Mr. Reece. But as I got it—unfortunately, I was absent the day you 
testified, you and your associates—but from reading the testimony, I 
got a clear implication that the FOA had exceeded its authority in 
making these expenditures and a question was raised about that. _ 

Mr. Sraptes. I do not believe in our report we raised any question 
as to the legality of it. 

Mr. Reece. That pretty well clarifies that. 

Mr. Stapies. We did make some comments regarding the adminis- 
trative propriety of designating these expenditures as being demon- 
stration projects when in actual fact we believed that they were eco- 
nomic development projects. 

And we took the position quite some time back that Congress had 
appropriated funds for technical assistance, and we felt that a proper 
interpretation of congressional intent was that funds appropriated 
for technical assistance were intended to be largely for the transmission 
of technical know-how and only in a very minimum sense for expendi- 
ture on equipment. 

Mr. Harpy. I think, in view of your comment in that connection, we 
ought to call attention to the brief which was submitted by the at- 
torneys for ICA having to do with congressional intent with respect 
to lumping together technical assistance and economic assistance. 

I presume you are familiar with the presentation which was made 
to the committee, and may have had an opportunity to review that 
brief. 

I do not know whether you would find any inconsistency in the 
position which you have taken in that regard with the position that 
was taken in the brief which Mr. Saccio presented to the committee. 

Mr. Campse.x. Our office has not had that yet, Mr. Chairman. 

Mr. Harpy. I would say that if Mr. Saccio does not have an extra 
copy that he can provide you with, we will make available to you the 
one he submitted to the committee. 

Mr. Reece. The copy that I have here is not the exact copy of the 
one that he submitted to the committee, but it is a similar copy to the 
one about which I raised the question. 

Mr. Harpy. If the gentleman will permit this further observation, 
that same question was a matter of concern to this subcommittee in 
connection with some of the expenditures in Latin America. I haven’t 
tried to evaluate this legal document that Mr. Saccio brought 
in to us—the fact of the matter is I do not think I would understand 
it, if I tried—but in any event, apparently, he goes to some consider- 
able length in discussing the congressional intent as to involve tying 
together these two elements of foreign aid. 

I wish that Mr. Keller and his cohorts who get heavily involved in 
the legalistic activities of the GAO would scrutinize that particular 
set of documents and give the committee the benefit of a critical 
analysis. Maybe it is entirely sound and maybe we are off base. 
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Mr. Campsetu. We will take it as a request from you to review this 
brief and submit our comments. 

Mr. Harpy. I would very much like to have you do that. 

Mr. Ketter. We will be glad to do so. 

(The comments requested appear in appendix 10, p. 1189.) 

Mr. Reece. My interest ran back as to whether your office, that is, 
the members of the staff who are making the audit, had sufficiently 
familiarized themselves with the legislative history of this subject so 
as to be in a position to adequately reach a conclusion. 

At least, it becomes pretty involved. 

That was the basis of my concern about this phase of the project, 
that I felt here was a department—of course, it is needless for me to 
say that I was not acting in defense of anyone or anybody, or any 
oflice, but I did express “the opinion that this happened to be one 
place where we had assumed responsibility for economic aid and de- 
velopment and military assistance, that I thought got magnificent 

results thus far. 

And I questioned whether the auditor had made a sufficient study 
of the legislative history to know, to evaluate, whether our officials over 
there were acting within the sphere of the law. 

Mr. Harpy. I think I ought to make a comment of my own in con- 
nection with that observation which the gentleman has made a number 
of times. 

He, apparently, has actually become convinced that this is an 
outsianding achievement of our foreign-aid people the ICA, its pred- 
ecessor agencies, and the State Department. Personally, I do not 
share that conviction as of now, for the reason that I do not feel that 
we have made a complete enough evaluation of all of the informa- 
tion that has been gathered to pass judgment. 

Now my distinguished colleague from Tennessee has had a wider 
experience in this field, and I defer to him as far as his judgment is 
concerned. But when he expresses a conviction that this has been 
an outstanding, successful program so far as foreign aid is con- 
cerned he expresses his views and, certainly, does not express mine. 

Mr. Reece. I agree with you, Mr. ¢ ‘hairman, t that the results, what- 
ever they may be, may not be properly charged to any one activity 
or any one program. 

But, in any event, that is what becomes important to me, that is 
the one country in a most critical area which is still on our side. That 
is what [ had in mind. 

Mr. Ketier. If I may, Mr. Chairman, I would like to point out that 
as a part of our regular audit procedure our auditors, with the 
assistance of our lawyers, make a very thorough examination of 
the legislative history of the particular activity audit. We maintain 
detailed files of the legislative history of most laws enacted by the 
Congress. 

Some of us may arrive at different conclusions in interpreting the 
history or legislative intent. 

Mr. Harpy. That is just exactly it. I think it is important that 
the GAO legal department review this subject and give the com- 
mittee the benefit of its appraisal of some of the same factors that 
necessarily had to be taken into account by the counsel for the ICA in 
developing this opinion which has been presented for the record. 
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In that connection, I think I shall want to hold our record open 
until the GAO has had an opportunity to make such an evaluation for 
the committeee. 

Mr. Ketter. We will be glad to do it, sir. 

Mr. Reece. That was the basic concern I had insofar as it was 
concerned about the study. 

Then there were some minor questions that were raised which would 

cast reflections upon the office which, as the hearing developed, I had 
considerable question about. 

For instance, in the GAO report reference was made to the water 
distributing system in Iran being an open gutter. As I interpreted 
that statement and testimony before the committee, that implied that 
the money which was spent Improv ing the Iranian water-distributing 
system was fruitlessly spent because it got into open gutters. 

And I think the testimony before the committee pr retty well showed 
that all of the improv ements that were made with our money, the water 
was distribtued in channels. 

That isa small item. 

And there were a number of things like that that ran through it, 
which caused me to question whether there had been as thorough a 
study made as there ought to have been. 

Mr. Harpy. I wonder if Mr. Campbell, or some of his people, would 
like to comment on that ? 

Mr. Srapues. I would like to comment on that. 

The substance of what we said in the report. was not that there 
had been any waste or that the project had been fruitless, but that 
the project would not realize its maximum benefits until the piping 
had been installed, so that fullest utilization could be made of the 
benefits to the eople from the water-treatment plant. 

Mr. Reece. But as I understand, of course, it could not all be 
done at one time. And as I understand, the meney that was spent 
in improving the water treatment and distributing system was spent 
in a way that it was fully utilized and did not get into channels of 
distribution which were open and had a chance to become contam- 
inated before being used. 

Mr. Sraptes. I do not believe we raised any question on that. 

Mr. Reece. I thought I read that implication into your statement. 

Mr. CAMPBELL. May I quote from page 50 of the report ? 

Mr. Reece. It was on page 15. 

Mr. Campsei. Page 50 goes into detail and reads as follows: 

We observed that the water-treatment plant will only partially fulfill its 
purpose until the piped water system now being installed for the city of Teheran 
has been completed. The present distribution system still uses open gutters 
and thus the treated water would become contaminated, thereby losing the 
advantages of the treatment plant. 

And the paragraph then goes on to describe the conditions in 
Teheran. 

Mr. Harpy. Actually, it seems to me we are talking about something 
here that I do not think is necessarily a point of criticism. What is 
said here is that the water-treatment system is not going to fully serve 
its purpose until after the pipes have been installed which the city 
is now installing. I think I ie catch an odd note of criticism from 


the standpoint of timing, which certainly seems to me to be a worthy 
point. 
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I certainly cannot be too exercised about that one. 

I am inclined to think that having made that observation, the 
GAO personnel would have been somewhat out of line if they had not 
reported it. That is my own observation on it. 

Mr. Reece. Insofar as any money which we spent to purify the 
water, improve the water-distribution system is concerned, was spent 
on phases of projects where the water flowed into open gutters or 
channels and had opportunity to become contaminated before being 
used, now I think they would have been wholly justified. 

But as I recall the testimony was that none of the money which was 
spent was spent in a manner where the water had an opportunity to 
be come rec ontaminated again. That was the question I was raising. 

{ thought even the statement which Mr. Campbell read would be 
suscey ptible to that, to the interpretation that I placed on it. 

Mr. Harpy. I think there is probably very little point in our getting 
into that kind of thing in detail now. I think what we have got to do 
on that is evaluate the testimony. We have complete testimony on it, 
and I think it will be up to the committee to sit down and analyze 
that testimony and see just where we do come out. 

Mr. Reece. Another example was on the utilization of the farm ma- 
chinery. And I am only raising these questions, Mr. Chairman, be- 
cause I rather assumed that the questions that I raised might be 
largely responsible for the General Accounting Office, that is, for 

the ¢ ‘omptroller General’s presence here today. 

Mr. Harpy. That is correct. 

Mr. Reece. Therefore, I wanted him and his staff to understand my 
thinking, which is, that is, so far as 1 am capable of being objective, 
wholly objective. 

\s I understood from further testimony the auditors only visited 2 

v3 of the farm areas, observed certain machinery that was not being 
Sei Of course, we are all in favor of—we all realiz e the impo! tance 
of the equipment we send over there being utilized to the maximum 
advanta ge, but since there were some 10 or 12 farming areas, I won- 
dered 1f they had made a sufficient study to make a comprehensive 

tatement on the subject. 

The FOA officials took the opposite view from what your auditors 
did. I realize that it is just human nature they would attempt to 
defend the actions which they had taken. And we have to approach 
it from that standpoint. And you and your staff are in the position 
of dealing with this more objectively than would the officials of the 
FOA, who are naturally desirous of justifying any action they had 
taken. 

That is an example. 

Mr. Camprety. I think, Mr. Reece, we covered three areas. Nat- 
urally, we could not cover the entire areas, but as I understand it, the 
[CA did not dispute our findings with respect to those three areas 
Mr. Reece. I presume you were raised on the farm. 

Mr. Campseti. No; I was not. 
Mr. Harpy. Being a farmer myself, I can talk that language with 


you, Mr. Reece. 


Mr. Reece. It is pretty easy to go into an area and find some farm 
machinery not in use. The mere fact that they found some pieces of 
farm machinery that was not being utilized at the time would not 
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necessarily seem to me to justify a broad conclusion about the tarm 
machinery program in the area. That was a question that I raised. 

And if I may go on, so as to get a few of the other things before 
you that I had in mind 

Mr. Campsetu. I do not think, Mr. Reece, that we expanded our com- 
ments on the three to include all areas. I think that the auditing staff 
did confine itself to those three areas. 

Mr. Reece. I am sure that is the case. 

Mr. Harpy. So far as you know, the situation in the other seven 
might be worse ? 

Mr. Camrsett. Worse or better. 

Mr. Reece. Might have been worse or better. But your office, when 
it comes to making these studies for the departments of the Govern- 
ment, occupies what might be called « semijudicia] position. You 
occupy a position of great influence, great power. 

And, therefore, I think that increases the importance of being care- 
ful, that is, the staff being careful of not getting certain limited sets 
of facts and throwing out an inference that applies to a general 
situation. 

And I felt that is what happened here in this particular instance. 

Mr. Camrsety. I would deplore that in any examination or report 
made by our people. 

Mr. Reece. I have the highest regard and respect and highest ad- 
miration for not only the Office and the functions of the Comptroller 
General but also of the work which it has done. And I am completely 
in sympathy with making the audit of the foreign spending on just 
as broad a basis as it is possible. 

I share what has been said that the criticism was not begun earlier 
and on a sufficient basis. And I know the limitations of personne] that 
you have, however. 

The other thing that I started to make reference to was about the 
improper labeling of road machinery for this Knudsen project. 

It appeared that an audit of equipment was made by the depart- 
ment, an inventory, rather, and all equipment was accounted for. As 
to whether some had been improperly labeled, that I do not know. 
But I thought that again carried an implication that equipment had 
been misappropriated. 

Mr. Harpy. I will have to take exception to your observation that 
all of the equipment was accounted for. 

This particular point is not directly related to the GAO report, but 
I would like to observe that my own understanding is that the equip- 
ment was eventually accounted for through the expedient of making 
transfers to the master joint fund. I believe our record will support 
that the equipment was not physically accounted for item by item. 

My recollection of the testimony is that equipment in this particular 
situation was transferred to a particular project, I believe. But, any- 
how, when you go to accounting for all of this equipment—I am talking 
about equipment generally—my recollection is that there has been 
no indication that all of the equipment was accounted for on an item- 
by-item basis. I believe that the record will support that. 

Mr. Rerce. I remember asking the specific question of one of the 
witnesses before the committee whether the inventory was complete 
and whether it was all accounted for. And the response was that it 
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had been. The justification for the response I am unable to com- 
ment on. 

Mr. Harpy. That is the key point that is involved in this. Trans- 
fers, as I recall the testimony, were made through the expedient of 

transferring titles by the use of documents. 

There is not anything to indicate that there was an actual physical 
inventory of the equipment and certification, or verification, of the 
fact that it was all accounted for. 

Mr. Reece. I think that is very well. 

Mr. Harpy. I think it is important to have that clear. 

We will not make a final determination with respect to these points 
until we do get into an analysis of the testimony. 

Mr. Srapres. There was no inv entory at all, so far as we know, 
made up to the time that we were in the field. W e were informed that 
the mission had intended to and had undertaken an inventory after 
we had completed our examination. 

Mr. Harpy. I do not think we are going to serve any purpose by 
getting into this kind of a discussion for the reason that there is going 
to be testimony in our record to the effect that there was an inventory. 
There is going to be subsequent testimony in the record that points 
to the fact that the inventory was virtually nonexistent, or if it existed 
at all it was not necessarily an accurate one and was not a physical 
inventory. 

That is the kind of thing that I think we could hassle over here 
for a long time and still come up with nothing, because it is a matter 
that is going to have to be evaluated in the light of testimony which 
is not entirely consistent. 

I do not mean to say it is necessarily conflicting. That is the point 
that I wanted to make. 

Mr. Reece. I am not raising this question as part of the record of 
testimony, so to speak, but only in connection with the appearance here 
of the C ‘omptroller General’s Office today in the discussion which was 

raised to let them know some of the things that I had in mind that 
caused me to raise some of the questions that I raised. 

It isn’t a question of evaluating the evidence that is in our record. 

Another one of them was that the report states with reference to 
the reorganization of the master joint fund control that the neces- 
sary control was accomplished, where assistance funds made availa- 
ble in subsequent years after 1952, through the establishment of the 
joint fund, in particular the master joint fund, in April 1954. 

That statement itself isn’t critical of the procedures used, but I 
got the impression that the auditors did not make a study of the 
master joint fund; therefore, were not in a position to make a state- 
ment from which inferences might be drawn. 

If they had not made an audit ‘of the funds of the master joint fund, 
then I think it would have been better to have left it out, not to have 
commented on it. 

Mr. Strapites. Mr. Chairman, on that point, I do not believe that 
we were talking about an audit of the joint fund or the master joint 
fund as such. 

Mr. Harpy. It ismy regret that you did not make one and I wish you 
would. ; 

Mr. Reece. I agree with you, Mr. Chairman. I agree with you. 
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Mr. Harpy. That is the thing that I regret about that. I think 
they stopped too soon. 

Mr. Reece. I am in complete agreement. Not only would I like to 
see that done in Iran, but I would like to see it done in every other 
country where we have made substantially 

Mr. Harpy. Particularly, Yugoslavia. And I will join the gen- 
tleman in that hope. 

Mr. Reece. I did raise Yugoslavia as an illustration of a country 
where I thought that the auditors might be early induced to make 
a study. 

Mr. Harpy. I find myself in a most awkward position. I am rapid- 
ly approaching the point of view on foreign aid that the gentleman 
from Tennessee has held for so long. Some of my doubts have been 
raised as a result of what I have learned from the GAO report on Iran 
and these hearings. However, while my own skepticism develops out 
of studying this particular program, I find that my friend from Ten- 
nessee regards it as the one bright light on the whole foreign-aid 
horizon. 

So I confess that I am not sure—maybe I have been off the track all 
of the time and am just beginning to get on it. 

Mr. Reece. If I may say something off the record. 

(Discussion off the record.) 

Mr. Reece. In your preliminary statement, Mr. Campbell—I am 
not.in disagreement with what you said—I am wondering to what 
extent—and I am asking this question, realizing that the authority 
under which your Office functions is very broad, and I think properly 
so—to what extent are your auditors, or your Office, justified in making 
comments on the objectives of a program ? 

I just do not know—there is a question in my mind on that subject— 
how far your authority does go in the matter of commenting on the 
objectives of a program such as the one we have under study here. 

Mr. Harpy. I think if you would permit me just to add to that this 
thought. 

Mr. Reece. Yes. 

Mr. Harpy. Mr. Campbell, in his opening statement, quoted a com- 
ment made by the gentleman from California, Mr. Phillips, which 
has a bearing on this subject, and I do not believe in his subsequent 
discussion he got very far into that. 

I underlined that portion of the statement containing Mr. Phillips’ 
remark that he considered that the GAO had a responsibility for look- 
ing into “whether the results we are getting are constructive insofar 
as the policy of the United States is concerned.” 

Is that not what you had in mind? 

Mr. Reece. That is only partially it. The results and objectives 
are two different things, as I see it, Mr. Chairman. 

Mr. Harpy. The results determine whether we have fitted the objec- 
tives into the policy. 

Mr. Reece. That is true. 

Mr. Camrseti. You mean the program objectives as against the 
program results ? 

Mr. Reece. The program—that, I think, embraces part of what I 
had in mind, Mr. Campbell. It is the extent, after going over the 
facts and the figures, that an auditor in the course of his work natu- 
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rally develops, then to what extent is it his prerogative to discuss the 
objectives of the program which he is auditing 

Mr. Campcety. I would s say, in answer to that, as a matter of foreign 
policy objective, I do not think that we should comment, and w ould 
not comment. 

I think when it comes to an administrative objective, or a procedure 
for implementing the policy objective, we might well have responsi- 
bility to call attention to it. 

Mr. Reece. I agree with that; I agree with that. 

Mr. Chairman, I think I have made reference, in a feeble sort of a 
way, to most of the things that I had in mind in my questions grow- 
ing out of the auditor’s report. 

Mr. Harpy. One of the things that I would like to be sure we have 
cleared up, in the light of some of the previous discussions we had, is 
whether, in your opinion, the General Accounting Office personnel got 
out of bounds or went too far in their study of this matter. I think 
if there is any such feeling it should be aired here and now. 

Mr. Reece. I think the: questions in my mind arose basically out of 
what I undertook to say earlier, that I had a question, after reading 
it, in looking over the GAO report, hearing the testimony of the 
representatives of the ICA, as well as the report of the GAQ, as to 
whether the auditors, before they entered upon this operation, had 
made a sufficiently comprehensive study of the history of the legisla- 
tion so as to be thoroughly saturated with what the pur poses and really 
some of the finer legal points involved might be. That is the basic 
question that I had in my mind. 

Mr. Camesety. Mr. Chairman and Mr. Reece, in all of my experi- 
ence I have never seen an office that so completely documents matters 
of this kind. I am astonished by the extent to which the auditing 

staff are schooled and briefed on the legislative history, the legislative 
intent behind each of the programs which they are about to audit. 

Mr. Harpy. One of the things that I think we ought to point up 
before we adjourn is the kind of procedure that GAO employs be- 
fore it issues one of these reports. 

This report on Iran was submitted to ICA some time before it was 
released. How long did ICA have that report; can you tell us? 

Mr. Srapues. I think about 4 weeks. 

Mr. Harpy. About 4 weeks ? 

Mr. Sraptes. Yes. 

Mr. oie, And ICA prepared its comments about that report, 
about the entire report, before it was released; isn’t that correct / 

Mr. Sraptes. That is correct. 

Mr. Harpy. Isn’t it also correct that ICA had an opportunity to 
object to the release of anything in that report that it might have 
considered detrimental to our foreign policy ¢ 

Mr. Sraptes. Yes, sir. 

Mr. Harpy. ICA did not object before that report was issued to 
one single thing that was in there, insofar as its propriety for re- 
lease was concerned; is that correct ? 

Mr. Srapies. That is right. We are extremely careful about that. 

Mr. Harpy. I wanted to ask Mr. Saccio or Mr. Seager this ques- 
tion: At this late date what in this report do you consider was im- 
proper to release which you did not object to when you issued your 
statement on the whole thing ? 
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STATEMENT OF LEONARD J. SACCIO, GENERAL COUNSEL, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Saccio. You mean insofar as it affected our foreign policy, 
sir? 

Mr. Harpy. Insofar as it affected anything. You had a completely 
wide open field for 4 weeks to study this report and to make your 
comments; is that right ? 

Mr. Saccrio. That is right. 

Mr. Harpy. And you did not raise any objection that was not taken 
care of by the General Accounting Office; is that correct? 

Mr. Saccio. I do not know whether that is correct or not. I am 
sure that we did make certain objections, and I am not sure, however, 
how many they took up on the basis of our comments. 

Mr. Harpy. You do know that GAO did not even let Congress see 
it until you had cleared it; isn’t that right ? 

Mr. Saccio. I would not use the term “cleared.” 

Mr. Harpy. Maybe we should get Mr. Hollister to tell us just what 
you did do. 

Mr. Saccio. Mr. Chairman, I just do not think that the word 
“cleared” was the proper term to use. 

Mr. Harpy. What would you call it? 

Mr. Saccio. Well, an opportunity to comment on what the GAO 
was going to include in its report. 

Mr. Harpy. An opportunity to object to anything that was in it, if it 
was detrimental to our foreign policy or to our programs; isn’t that 
correct ¢ 

Mr. Saccio. That is true, too. 

Mr. Harpy. Do you know of any single objection that was made, 
either by ICA or State, that was not deleted by the GAO? 

Mr. Saccio. I am sure that—first, I should say I do not think State 
had an opportunity to look at it. That may have been entirely a 
fact 

Mr. Harpy. They could have had an opportunity to look at it. 

Mr. Saccio. Certainly. 

Mr. Harpy. And if ICA had wanted them to. 

Mr. Reece. Except insofar as now ICA isa part of State. 

Mr. Harpy. It wasa part of State at the time. 

Mr. Campsett. We would not go to State with it. 

Mr. Harpy. I understand that you would go to ICA with it. But 
ICA is an agency of State? 

Mr. Saccio. That is true. 

Mr. Harpy. If there was anything in there detrimental to our for- 
eign policy, it should have been cleared up through the representations 
which you made to the GAO before that report was ever released. 

Mr. Saccio. ‘That is quite true. 

Mr. Harpy. And you know that that report was made available to 
ICA when not a Member of Congress could look at it 

Mr. Saccro, I don’t know. 

Mr. Harpy. I know it. I will say that as a fact, because we tried to 

et it. 
7 Until the report had been seen by ICA, we could not even get it 
from GAO, an agency of Congress. And now, to have this kind of 
stuff bandied around here, stimulated by ICA 
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Mr. Reece. Now, Mr. Chairman—now, I do not like that word 
“bandied” around, when you talk about a member of the committee. 

I do not mean to say that I put myself on a level above “bandying” 
something, but that is not the purpose of my comments. 

Mr. Harpy. Permit me to make this statement to the gentleman. 
I certainly did not intend, and have no intention of, anything de- 
rogatory to him at all. These comments have no connotation of 
anything derogatory to him or to any member of ICA. My whole 
point——— 

Mr. Reece. But “bandying” 

Mr. Harpy. If that is a bad word, please let us take it out. I do 
not want it in the record if the gentleman construes it in any such 
manner. 

Mr. Reece. I have not been “bandying” anything around. 

Mr. Harpy. If the gentleman objects to “bandying,” I certainly 
do not want to use it. 

el Reece. That is all right. 

fr. Harpy. My point is simply this: We have before us a report 
of the GAO that we have been studying. In all probability the com- 
mittee may come up with conclusions which will not be in complete 
conformity with the conclusions of the GAO. 

It would not be unusual if that should be the result. 

Nevertheless, I have gotten the feeling that ICA has taken some 
considerable exception to some of the statements in the GAO report, 
to which they did not object at the time the report was submitted 
to them for review, or at least to which they did not make any serious 
protest. And I am addressing this to ICA with respect to their com- 
ments, you see. 

Mr. Reece. I am not in a position to be free of criticism of the 
ICA, and I am wondering if ICA was on the ball, so to speak. 

Mr. Harpy. Maybe they were not. 

Mr. Reece. And had made a study, itself, of the very question I 
raised with reference to the auditors, whether the ICA had made a 
thorough study of the history of this legislation at the time; and, 
if it had not done so, then to that extent I am critical of the ICA. 

I would like to ask Mr. Saccio, I presume your office prepared the 
on that were submitted to the committee. Was that done after 
the GAO report had been returned to GAO, or was it done in con- 
nection _Wwith your study of the GAO report? 

Mr. Saccro. Not only done after the GAO report—it was done 
after our official comments to the GAO on the official report of it. 

Mr. Harpy. Which are you talking about, the brief that you filed 
with the committee? According to my recollection, that was made 
back 2 or 3 pees ago. 

Mr. Saccto. I did not prepare it. It was back in 1952. 

Mr. Harpy. You did not know man it ? 

Mr. Saccro. That is the fact. I did not have the time to go 
through every legal point on this. 

Mr. Rerce. I have a copy of a report on Iran dated June 7, 1950. 

Mr. Harpy. I will give you an opportunity to say anything, to 
submit a statement up here. And I am going to review it. 

I will not get into a lengthy session here now, but I want to give 
you an opportunity to submit a statement for our consideration, as 
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to anything in the record that you do not think has been appro- 
priately covered. 

Mr. Saccio. I appreciate that. 

Mr. Harpy. I will tell you what is the fact. I think I have leaned 
over backwards. I do not think that you people have done too good 
by us. 

To get back to where we 

Mr. Saccio. Iam sorry. Ali I wanted to say was that in connection 
with the brief that was presented to this committee, if we read the 
report of the GAO, you will have to do a bit of construing to say 
that the statement about listing industrial projects as demonstration 
projects indicates an illegality in our action, whereas during the 
course of the testimony before this committee it was implicitly and 
explicitly stated that it was contrary to the intent of Congress. That 
is when I became—— 

Mr. Harpy. I think, Mr. Saccio, that you are referring to an obser- 
vation which I made. 

Mr. Saccio. I could be. 

Mr. Harpy. It could be. And I think that is accurate. 

Mr. Saccio. That is when I became rather concerned about the 
implication of the GAO report, and I made a special study of that 
and found back in 1952—— 

Mr. Harpy. I am not sure whether I made a comment or asked a 
question. But actually, I think I asked a question of somebody who 
was on the stand as to whether or not this was not contrary to con- 
gressional intent, even if it was not illegal. 

Mr. Saccio. That is the occasion that I became very concerned 
about as to the meaning of the GAO report. 

Mr. Reece. Here is the question, because it is in this brief that 
I have a time or two made reference about going in the record, and 
I have been told that the content of it was already in the record. 

Mr. Harpy. I was depending on Mr. Saccio for his evaluation. 

Mr. Reece (reading) : 

Mr. RaBet. We understood that the congressional intent was that technical 
assistance funds should go for demonstration projects, but not for capital-invest- 
ment type of expenditures. 

Mr. Harpy. What you are saying is that, essentialy, the technical-assistance 


program was used as a program of direct economic aid. 
Mr. Rape, Yes, sir; that is correct. 


This is the question now that is in reference to this. 





Mr. Harpy. Which, of course, was in violation of the congressional intent, not 
the letter of the law. We have, I think, seen other evidences of the same thing. 

Anybody that had the responsibility for administering an act would 
feel, I think, pretty strongly that he ought to see aetien he had 
violated the letter or intent of the law. 

Mr. Harpy. I will certainly have to agree with that, and I would 
have to compliment the counsel for being sure of that, even if it was 
a little belated. 

Mr. Saccto. The only defense I have is that I didn’t think that 
question was involved in the GAO when it made its report. 

Mr. Srapres. It was not. This whole question of legality is not 
pertinent to our report, particularly in the case of Iran. All we meant 
to convey here was that they had. reported and represented certain 
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development projects as demonstration projects, and by so doing the 
implication is clear that this was technical assistance, because demon- 
stration projects are associated with technical assistance. 

And we did not think that that was right for the agency to so repre- 
sent and report its projects that way. 1 mean, that was the sum and 
substance of our observation here, that they should report things as 
they really are, rather than giving ‘the misle: ading i impression that this 
was technical assistance when it was not. There is no question of 
legality. 

‘Mr. Harpy. I do not know whether there is any point in pursuing 
this general discussion any further. 

Mr. Reece. I do not think so. 

Mr. Harpy. I had one other point that I wanted to make in con- 
nection with Mr. Campbell’s statement. 

Mr. Reece. If I may, just before you divert there. 

And, again, I happened to be a member of the Foreign Affairs Com- 
mittee when this was up, and I remember Mr. McGee appearing very 
well, Assistant Secretary of State for the Near East. 

Mr. Gary raised the question if this $23 elton includes certain 
material and help. 

That is correct— 
iy Mr. McGee. 

We must go beyond the pure technical program if this program is to be effective? 

Mr, MoGge. Yes. 

\nd on and on. 

Che legislative history of this program, when you study the com- 
ments in the committee, in the message to Congress, the debates on the 
floor, becomes a rather interesting one. That is what aroused my 
interest. 

[ will agree with what you said, that it was in the course of the 
presentation and the discussion that a great many of these implica- 
tions to which I refer developed. And I can accept what you say 
readily—except what you say that the implications may not have been 
intended when you wrote the report. 

lsut nevertheless, they did result from the report and the discussion. 

Mr. Harpy. So long as we are getting into questions of implication, 
ohe, apparently, that created the most consternation in ICA is the 
one raised by the chairman of this subcommittee in the comments 
quoted there a moment ago. 

Well, now, actually, if you want to look for implications, you are 
going to be able to find a lot of them in the questions that I raise 
throughout any hearing that I have ever been involved in. However, 
those implications are gaged by the inclination of the individual to 
construe 0 as such. 

Mr. Reece. Generally, when it comes to discussions of this subject, 
| will find sicjentl allied with the chairman in his various interpre- 

atiol 1S. 

Mr. Saccio. I joined this agency in 1954, and had nothing to do 
with this decision. I should call attention to that. I am still con- 
cerned to find out. 

Mr. Harpy. That is beside the point. 

(Juestions are always going to be raised in the course of hearings 
of this nature from which, if somebody chooses, inferences can be 
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drawn that may not necessarily reflect anything. As a matter of 
fact, all of the conclusions which are made by this committee, at least 
the official conclusions, are made at the end of the hearings and are 
based on the total evaluation of the data which has been gather ed. 

Mr. Reeci:. If I may take just a minute to finish the quotation from 
McGee, and also Mr. Gary: 

I have asked for an outline of the material and program to see what it is, and 
as I understand it, the probabilities are that the program in Iran will be admin- 
istered by the ECA rather than the State Department as part of the technical 
program. Is that correct? 

Mr. McGer. That is correct. The program in Iran would correspond more 
to the program in Turkey. We have an economic development program there. 

As I was interested in the whole history of this thing, that was the 
basis of the questions that I raised. 

I will agree with you that probably questions were raised that you 
did not anticipate being raised. 

Mr. Harpy. If we can return now, Mr. Campbell, to your prepared 
statement : 

There is one comment that you make on page 7. You have a refer- 
ence there to the effect that certain disbursements have not been ac- 
counted for, as being used as an illustration of procedural weakness. 

Mr. Reece. What paragraph / 

Mr. Harpy. lam not quoting. 

And then in the first paragraph at the top of page 7, you say that— 

The substance of our comments on the counterpart funds was intended to em- 
phasize a procedural deficiency and in no way inferred any impropriety by rea- 
son of disbursements not accounted for. 

That is the end of the quotation. 

Do you mean by that statement that you made the determination 
there were no improprieties ? 

Mr. Camppeti. No; we did not have an opportunity to do that. 
We merely say that, as a matter of procedure, there was an error, but 
we did not rule out the possibility of impropriety. 

Mr. Harpy. Asa matter of fact, that was a phase of the matter that 
you did not get into, and the reference to it was used as an illustration 
only. And your comments on it, I take it, then, are not intended to 
indicate either that there were or were not improprieties; is that 
right ? 

Mr. Campsetu. That is correct, Mr. Chairman. 

Mr. Harpy. That, I think, is the only thing that 1 wanted to clear 
up in it. 

Do you have anything further? 

Mr. Reece. Except to ask, maybe off the record 

Mr. Harpy. Let us have it on the record. 

Mr. Reece. What other countries are you making a study of, and 
what ones are you planning to make a study of in the near future? 

Mr. CAMPBELL. The reports which we have submitted to Congress 
and the agencies, are indicated on the list I have here. There are 
many of them. 

We will be glad to put the list in the record for you. The reports 
in progress cover Israel, the Philippines, and Turkey. These reports 
will go to Congress, as well as to the agencies. 

Mr. Rerce. The Philippines and Tur key, and which other one? 

Mr. Campse tl. Israel. 
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Mr. Sraries. We have completed the work, and we have started to 
prepare the reports. 

Mr. CamppeLt. We are now initiating audits, as I said in my state- 
ment, covering the programs in Korea, Indochina, and in Formosa, 
Yugoslavia, and Spain. 

(The list of reports referred to is as follows:) 


Nonmilitary assistance—Audit reports issued by General Accounting Office 


Title of report Date issued Addressed t 
European survey |} April 1952 | Agency. 
Review of Technical o oope ration Administration activities October i953 Do 
Institute of Inter-American Affairs (1953) | May 1954 Congress. 
Deobligations of Mutual Security funds. June 1954___. ( 
Assistance program for India_ . | July 1954 Agency.? 
Certain activities of European missions October 1954 Do. 
Ocean freight on relief supplies_ -- ; February 1955 Do 
Pakistan wheat program March 1955 Do2 
Productivity program for France do__- 
Study of obligating bases and related administrative practices... June 1955 Congr 
Obligations reported under sec. 1311 at June 30, 1954 do 
Movement of migrants October 1955 4 
Institute of Inter-American Affairs (1954) November 1955 ( 
Oblig ati ons reported under sec. 1311 at June 30, 1955 March 1956 
AS ince program for Pakistan_. Yecember 1955 Conert 
Ass istance pro gram for Iran March 1956 ) 
Assistance program for Egypt. -- April 1956 l 
Assistance program for Lebanon June 1956 T 


REPORTS IN PROCESS 
Assistance program for Israel. _.--- 
Assistance program for Philippines . 
Assistance program for ‘Turkey : j Do. 


1 Addressed to Appropriations Cor nmittees of the Senate and House of Representatives 
2 Copies of these reports were sent to interested congressional com nittee 

Mr. Reece. I think it is very desirable, by way of commenting, that 
you make reference to Spain. I think i is desirable, where you are 
going to make a study, to get in the ew ly part of the program. You 
lave the greatest opportunity to be « benefit to the Government, I 
think, when you get intoa program suc ‘+h as Spain, in its earlier phases. 

Mr. Camppetu. Mr. Reece, as you probably recall, we have an office 
in Madrid. We have four men there, very well-qualified men. They 
have been in this program in Spain right from the very beginning. 

Mr. Reece. Was any study ever made of the program in France, 
Italy, and Greece, particularly ? 

Mr. Srapies. Not as such; not as country programs, no, sir. 

Mr. Harpy. You do keep people over there continually, following 
up the program in France? 

Mr. Stapies. That is right. We have examined certain phases. 

Mr. Reece. The program has been of such magnitude in those coun- 
tries, and Yugoslavia, I was interested in—I wili bring that in in 
the same ategory—the program has been of such mi: agnitude, I won- 
dered why there might not have been a study in those areas where the 
major part of our foreign aid funds has been spent. 

Mr. Campse.tu. We have a staff over there now in Europe, at Frank- 
furt, Madrid, Rome, London, and Paris, for a total of about 52, and 
we have authorization to go up to 58. We hope to have them over 
there. 

In this connection, I think, Mr. Keller has been following this Euro- 
pean problem, and he may have a comment that you would be inter- 
ested in, 
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Mr. Kenier. Essentially, Mr. Reece, the work done by our Euro- 
pean branch has been on the military assistance side of the aid pro- 
gram. We have done work in France, Italy, Turkey, and the United 
Kingdom. 

Some reports have been made. Others are in process at the present 
time. We have been giving a good deal of time and effort to these 
matters. 

Mr. Reece. This is one thing I ran into as a member of the Foreign 
Affairs Committee, in 1951 or ‘1952—no, it was 1951, that we had paid 
the French Government in taxes on the materiel and the equipment 
« all kinds, many, many millions of dollars, but that was something 
I dug out myself, without help from anyone, as a result of which I 
was able to get an amendment put in the foreign aid bill in 1951 or 
1952—I think it was in 19: »1—prohibiting the payment of taxes, which 
the Department, to the best observation I have been able to make, has 
interpreted literally, and carried out completely. 

Mr. Harpy. I call to the attention of the gentleman the fact that I 
was the chairman of the subcommittee that went over there and re- 
turned and wrote a report on that subject. It must have been along 
about the time that the gentleman was interested in getting a restric- 
tion in the appropriation bill. 

Mr. Reece. I commend the chairman. 

Is Yugoslavia included in the plans fora study ? 

Mr. Srapies. Yes, it is, Mr. piece. We started the study of the 
Yugoslav program about 4 or 5 months ago on the Washington side. 
Whether we will actually have poteee from our European branch go 
to Yugoslavia to do some fieldwork at the mission depends largely 
upon what we find here on the Washington side of our examin: ition. 

One of the things, I think, that we need to understand is the differ- 
ence in the types of programs in Europe as distinguished from those 
that we have been talking about here, [ran and Egypt and Lebanon. 

The programs in W estern E urope, including Y ugoslavi ia, have been 
largely commodity programs, where the big ogest part of it is financing 
commodity purch: uses which are made by the recipient country. 

And, therefore, they do not have the same kind of management prob- 
lems and administration probiems, even though there is a large amount 
of money involved. They do not offer to us, auditwise, the opportunity 
or the complexities of management where we can possibly identify 
deficiencies in administration as in the economic development pro- 
grams. 

It was because of that that we put the major and primary emphasis 
on the economic development programs, because there we felt that we 
could be of better service to the Congress and to the agency. Because 
the European programs are rel: tively simple, in the sense that they 
do not involve very much administrative problems. 

Mr. Harpy. I want to raise a question that is a little foreign to the 
things we have been discussing, which has to do with whether the GAO 
inquires into the MDAP expenses, and if so, to what extent the in- 
quiries are made. 

Mr. Sraptes. That is the military side of it? 

Mr. Harpy. Yes. 

Mr. Sraptes. Our European branch has been doing some work on 
that on the European side. 
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Mr. Harpy. To whom are those reports submitted ? 

Mr. Ketirr. The reports that have been made so far, Mr. Chairman, 
have gone to the Defense Department and, I think, to State. 

Mr. Harpy. Have any of the reports been referred to the Congress ? 

Mr. Keturr. I do not believe so, with the exe eption of overall re- 
ports concerning the financing of the military assistance program. 

' Mr. Harpy. Is there any basic reason for not submitting that i 
formation to the Congress ¢ 

Mr. Keir. No, sir, there is no basic reason for it. In many cases— 
in fact, in most eases, there is the very practical problem—lI don’t be- 
lieve there is one of those reports that is not pretty securely marked 
“Security,” all the way through. 

Mr. Harpy. I can understand that. 

Mr. Ketzier. We must deal with the clearance problem, as you know. 

Mr. Harpy. Certainly there is no question of security clearance in- 
sofar as the Armed Services Committee is concerned. 

Certainly there is no security problem insofar as this subeommittee 
is concerned. 

Mr. Ketter. I would like to make one thing clear. If we have a 
report, even though security may be involved, that is of sufficient im- 
portance that we think Congress should know every detail about it—— 

Mr. Harpy. I think obvious!ly-——— 

Mr. Ketter. We would not hesitate to send it up to you and go 
through whatever steps were necessary to do so. 

Mr. Harpy. Obviously, you would not be able to submit such a re- 
port to the Congress as a public document, you mean. 

Mr. Ketirr. That is correct. 

Mr. Harpy. But it does seem to me that Congress ought to know 
what you are finding in that field. We have a strange situation, as 
it is, beeause the State Department handles all of it, and the Foreign 
Affairs Committee has what little cognizance the Congress exercises 
over it, and the Armed Services Committee does not know a blessed 
thing about it. 

Mr. Ketrer. Mr. Hardy, in the last 2 or 5 years, we have sent sev- 
eral reports to the Congress—to the Appropriations Committee par- 
ticularly, and, I think, to Government Operations, on the validity of 
ob ligations under the military defense assistance program. One re- 
sulted in a change in the law. 

Mr. Harpy. I was wondering what the Congress actually knows 
about it. Of course, the Appropri: tions Committee would become 
involved as they consider appropriations, and whatever information 
that you have gathered I suppose is made available to them. 

Mr. Kenzer. Yes, sir. I believe that copies of our report were also 
sent to Government Operations. 

Mr. Reece. I just wanted to say again, I think this has been a very 
helpful session; and to repe at what I said earlier, that I am fully 
conscious of the fact that the Office of the Comptroller General has 
only one purpose in mind, that is, the public purpose, and I do not 
stand in any wise in the position of being critical of its industry or 
work. It is to be commended. 

At the same time, we all realize. I am sure, the magnitude of the 
problem that you have, in view of the tremendous growth i in Govern- 
ment and expenditures. 
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I wanted to commend you for your industry and efforts in keeping 
all of the agencies which do have responsibility for expenditures on 
the right track insofar as you can. 

So I am in complete agreement with what the office is doing in that 
regard. 

Mr. Harpy. Thank you. 

I wonder, Mr. Campbell, whether you or any of your staff would 
like to make any further comment before I close this session. 

I do want to express our appreciation to you for coming over and 
clarifying for us the role of the General Accounting Office in these 
matters. 

Insofar as my own reaction is concerned, I must express a con- 
viction that I have not felt that on the audit report of Iran your per- 
sonnel have exceeded their authority or have made any seriously in- 
accurate or misleading statements. 

That there will be some disagreements on the part of the committee 
as to the findings of the GAO report, I think we can anticipate. It 
would be unusual if that did not happen. But by and large, I have 
felt that it was a constructive report, in keeping with the experience 
that I have had with the GAO through these 10 years that I have been 
in Congress. 

I do want to express appreciation for your presence. 

Mr. Campsein. Thank you, Mr. Chairman. 

I do not like to take up your time. I merely wish to point out that 
in my short experience in my present Office, a year and a half now, 
I have found no evidence of any man in any position in any way at- 
tempting to influence me or influence his superior to have a report 
prepared this way or that way. 

I think the report on Iran is a very fair presentation. If there 
had been any implications or any suggestions that were taken the 
wrong way, I am sure they were not so intended to be. 

Mr. Reece. I make a further observation. Of course, this was an 
agency which was set up in 1921. It began as a small agency. 

And now it has grown to an agency of considerable magnitude, with 
very great responsibilities. And I doubt if there is any agency of 
the Government that has gained greater confidence of the Congress 
than the Office of the Comptroller General of the United States. 

And you have, your Office, a tremendous responsibility. I think 
you are discharging it well and accomplishing much good for the 
country. Wecould not get along without you. 

Mr. Campsetu. Thank you. 

Mr. Harpy. Thank you very much. 

The committee will stand adjourned. 

(Whereupon, at 3: 55 p. m., the subecommitte adjourned.) 
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WEDNESDAY, MAY 2, 1956 


Houvusrt oF REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Wash ington, dD. C’. 

(The following portion of the testimony was originally taken on 
May 2, 1956, in executive session, and subsequently cleared for publi- 
cation. ) 

The subcommittee met at 10 a. m., in room 429, House Office Build- 
ing, Representative Porter Hardy, Jr. (chairman of the subcommittee) 
presiding. . 

Present: Representatives Hardy (chairman), John A. Blatnik, Ed- 
ward A. Garmatz, Henry Reuss, Charles B. Brownson, and George 
Meader. 

Also present: Maurice J. Mountain, counsel; Walton Woods, staff 
investigator; Charles Rothenberg,’ special counsel; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

I want to welcome to our session this morning Mr. William E. 
Warne, who some members of the subcommittee had the pleasure of 
meeting when we were on our South American trip. We had the privi- 
lege of visiting with him in Rio. 


FURTHER STATEMENT OF WILLIAM E. WARNE, DIRECTOR, UNITED 
STATES OPERATIONS MISSION IN BRAZIL; ACCOMPANIED BY 
LEONARD J. SACCIO, ACTING GENERAL COUNSEL; AND H. F. 
BYRNE, IRAN DESK OFFICER, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Harpy. Now, the call of this committee was at very short no- 
tice because we felt that we needed to have some discussion with Mr. 
Warne in connection with matters of personal knowledge which he 
had in connection with decisions made in Iran, while he was Director 
of the Operations Mission there. 

But before getting into that, Mr. Warne, I wonder if, in keeping 
with the procedures generally employed by my colleague, Mr. Brown- 
son, you would give the committee a little biographical background. 

Mr. Warne. I would be glad to, Mr. Chairman, and I appreciate 
very much you hearing me today, since I am here only for a short time, 
and due back in Brazil almost immediately. 

I, this month, complete 21 years in the service of the United States 
Government. The first 16 of that was in the Department of the In- 
terior. The first 12 of that was in the Bureau of Reclamation, with 
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various and other sundry assignments during that period of a special 
nature, but generally working with the resource development pro- 
grams, internal programs of the Government, during that period. 

The last 414 years I was in the Department, I was Assistant Secre- 
tary of the Department ; the last 2 years of that, in charge of the water 
and power development programs; the first 2 years in charge of an 
Alaska program. 

On November 7, 1951, I resigned from the Department of the In- 
terior to take the job as head of our then TCA Mission in Iran, which 
was in somewhat of a critical situation at the moment. And I went out 
there, arriving on the 28th day of November in 1951. 

I stayed in Iran with that program—which underwent a good many 
changes as the days progressed and the emergencies waxed and 
waned—until March 10 of last year, when I returned to the United 
States for reassignment to Brazil as head of our USOM in Brazil. 

I went down to Brazil on the 27th day of May last year, and have 
been there constantly until I came up here a few days ago on business 
for our Brazilian mission, 

Mr. Harpy. Thank you, Mr. Warne. 

I think, for the record, I should observe in opening this meeting 
that this committee receives its jurisdiction from the Legislative Re- 
organization Act, and specifically rule 11 of the House rules. 

Under that rule, the full Government Operations Committee is 
charged with the responsibility of examining the operations of the 
Government at all levels, with a view to determining economy and 
efficiency. 

Specifically, this subcommittee has been delegated the responsibility 
of inquiring into the field of efficiency and economy in the Department 
of State and related agencies, including all of the agencies involved 
in various programs of foreign aid. 

The record should show the presence this morning of Mr. Brown- 
son, Mr. Meader, Mr. Garmatz—who is temporarily gone to another 
committee meeting—Mr. Blatnik, and Mr. Reuss. 

Before we get into the specific points that we wanted to discuss, Mr. 
Warne, I think it might be a good idea to touch upon some of the 
things that the committee is concerned about and the reason why we 
are taking advantage of your presence. 

We didn’t want to be in the position of delaying your return to Rio, 
where you are engaged in some very important activities, but we did 
feel the need of some information which apparently only you can 
supply. 

As you are aware, [ am sure, our current study grows out of a report 
recently issued by the General Accounting Office, having to do with 
our various activities in Iran. It has been our purpose to try to 
secure as much of the pertinent information as possible, preliminarily 
to the holding of any series of hearings. And, for that reason, we had 
not scheduled formal hearings, and did not intend to schedule them 
until after the staff had gotten together pretty complete reports. 

Now, I understand that there may have been some misunderstand- 
ings as to the purpose of the staff, but that is not a matter of particular 
concern here this morning. We want to try to get on the track to make 
our questions as specific as we can, and we will be grateful for as 
specific and responsive answers as you can give. 
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I would like to keep this meeting as informal as we can in order 
that we can ae it on as friendly ‘and completely objective basis as 
possible. And I want to assure you if at times a question appears to 
be pointed—and the chairman is probably going to be more responsible 
for this kind of thing than anybody else—if a “question ¢ uppears to be 
pointed and to have some personal connotation, please dispel that from 
your mind, because there will be no personal implication in any 
question th: nt might be raised. 

I make that observation because of some previous experience we had 
in Brazil, and I want you to feel perfectly comfortable and at home, 
and not to draw any erroneous conclusions because you may consider 
that a particular question is slanted. 

We do want to find out as much as we can about some of the original 
decisions that were made while you were in Iran—I don’t know 
whether they were your decisions, or whose they were. We are going 
to want to know in some cases whether those decisions were based upon 
any written documentation, or whether they are exclusively memory, 
and if they are exclusively memor y, then perhaps we will have to tax 
your memory more than we otherwise would have to. 

I believe that the little explanation should give us something to 
start on. 

Mr. Mountain, you may pick it up from there. 

Mr. Brownson. Before he does, Mr. Chairman, I want to ask this 
question : 

From 1951 to the present, can you give us the ambassadors under 
whom you served in Iran ¢ 

Mr. Warner. Ambassador Loy W. Henderson had arrived in Iran 
about 2 months before I reached Iran in 1951, some time duri ing Sep- 
tember. Ambassador Henderson remained in Iran throughout the 
entire period I was there, with the exception that he left between 
Christmas and New Year’s in 1954, and I left early in March of 1955. 

During the . per iod between the departure of Ambassador Henderson 
and the time I left Iran we had no ambassador in Iran. The Embassy 
was in charge of a chargé, who was Mr. William Rountree. 

Mr. Brownson. Thank you very much, Mr. Chairman. 

Mr. Mountain. Mr. Warne, to help us get the information we want 
in historical perspective, is it correct that at the time you reported 
to the TCA Mission in Iran in November 1951 that the Mossadegh 
government was in power. 

Mr. Warne. Yes. Dr. Mohammed Mossadegh had come into power 
in Iran early in the year 1951, after the assissination of the previous, 
the second previous Prime Minister, General Razmara, and a very 
short period during which the Prime Minister, Mr. Hussein Ala was 
Prime Minister. So Dr. Mossadegh had been in power several months, 
a half a year or a little more, before I arrived in Iran. 

Mr. Mounrarn. Sometime during the course of Dr. Mossadegh’s 
regime I believe he nationalized the oil industry; is that correct? 

Mr. Warne. He did that almost immediately on his coming to 
ne first by closing down the Abadan refinery, which was the cen- 

val facility of the Anglo-Iranian Oil Co., and causing the departure 
of the British technicians from there, and declaring « canceled the 
concession under which the AOIC had operated the southern Iranian 
oilfields. 
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Mr. Mounratn. Can you fix the date first at which the Mossadegh 
government was overthrown ¢ 

Mr. Warne. The Mossadegh government fell on the 19th day of 
August of 1952, a very hectic day. 

Mr. Mountatn. Now, the Mossadegh government was replaced by 
what? 

Mr. Warne. A government organized under Gen. Fazolla Zahedi. 

Mr. Mounvrarn. He was the Prime Minister? 

Mr. Warner. He was the Prime Minister at that time, yes. 

Mr. Mountarn. Can you tell us briefly something of the economic 
and financial situation of the government at that point ? 

Mr. Warne. At that point? 

Mr. Mountatrn. Yes, sir. 

Mr. Warne. Well, I have never witnessed a situation that was so 
completely bankrupt as that, at that time. The Mossadegh govern- 
ment had endeavored to establish under its long period of trials for 
readjustment an oilless economy. But unfortunately the government 
itself depended for its revenues about 40 percent on oil, and for its 
foreign exchange almost 100 percent on oil, with the result that the 
economy had run down like a tired clock. And the full depth of the 
depression cannot be appreciated unless you know that the economy 
already was near a subsistence level before. 

And when the new government came into power in August of 1953, 
the treasury was empty, employees had not been paid for several 
months, government contractors hadn’t been paid, perhaps, for ex- 
tended periods, and nearly all work had long since stopped. 

The Bank Melli, the National Bank of Iran, and the bank of issue, 
and the National Commercial Bank, was without the possession of 
rials, which was the local currency at that time. 

Mr. Mountarn. The reason for this lack of possession of rials by 
the Bank Melli was due to hoarding ? 

Mr. Warne. It is pretty hard to state in a country where the sta- 
tistics and records are not too good exactly the reasons, but we felt 
at the time that hoarding was the principal cause of absence of rials 
in the bank; yes. 

Mr. Movunrarn. Can you tell us, Mr. Warne, the actions taken by 
the United States Government to aid Iran at this point ? 

(Discussion off the record. ) 

Mr. Warne. As I recall, the question was the amount of aid? 

Mr. Mountain. Would you read the question ? 

(The question was read by the reporter.) 

Mr. Harpy. In other words, that includes not only the amount but 
any other actions that might be involved. 

Mr. Warne. The Zahedi government requested aid almost im- 
mediately on coming into power in a letter to the President of the 
United States, and received a friendly response from President Kisen- 
hower at that time. Arrangements were undertaken to determine 
how aid could be given, and an allotment of funds was actually made 
in September of 1953. 

My responsibility had to do with the handling and the arrangements 
with the Iranian Government in connection with those funds. 

Mr. Mountain. Mr. Warne, did you have any responsibility for 
fixing the amounts? 
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Mr. Warne. I did not fix the amounts. I had responsibility in con- 
nection with discussion of what the amount should be, and joined in 
recommendations made at that time. 

Mr. Harpy. Before we get into that aspect of it, we are talking now 
about September 1953. And you say that a decision to grant some aid 
resulted from a letter written to the President of the United States 
by the Prime Minister of Iran requesting economic aid ? 

Mr. Warne. I think that letter—I can’t quote it exactly—but I 
believe it asked for economic aid and assistance, though it might not 
have done so in those exact words. 

Mr. Harpy. I understand. They might not understand the tech- 
nical differences between our aid programs, but insofar as applying our 
terminology to what they asked for, they were asking for economic 
aid, I take it. 

Mr. Warne. That is right. We had a technical assistance program 
actually in progress there, which amounted to, in fiscal years 1952 

and 1953, einy9 23 million each, and again in fiscal year 1954 
to another $23 million. And that program of 1954 was actually signed 
up with the ir anian Government on, I believe it was the second day 
of September, 1953. 

It wasn’t that program to which Zahedi referred in his letter, but to 
an additional assistance. 

Mr. Harpy. So that at the time the letter that you referred to was 
written, we eee had a program of technical assistance in the 
amount of $ 3 million a year which was in progress ¢ 

Mr. Warne. That is right, excepting that he hadn’t actually signed 
up the 1954 fiscal year. But we did sign it up almost immediately. 

Mr. Harpy. Yes. 

But the 1953 one was in progress at the time ? 

Mr. Warne. That is right. 

Mr. Harpy. So that we were in the process of spending funds 
from this $23 million technical assistance program ? 

Mr. Warne. That is right. 

It was actually in progress, and I think the rate of expenditure was 
approximately $23 million a year at that time. 

Mr. Mraper. Was that rate of expenditure annual appropriations 
both $23 million ? ¢ 

Mr. Warne. Approximately, yes. 

You see, it had been running by then some little time. 

Mr. Mountatn. Mr. Chairman, for clarity in the record, I would 
like to ask Mr. Warne if these figures that we have gathered from other 
records check with his memory: In fiscal 1951 our aid to Iran was 
$1,600,000, approximately; in fiscal 1952, $22,300,000 ; and in fiscal 
1953, $23,200,000. Are these approximately the figures ? 

Mr. Warne. They are approximately the figures. But I would have 
given you different figures from memory. I would have said approxi- 
mately $1 million in 1951, and approximately $23,400,000 in 1952, and 
approximately $23,450,000 in 1953. 

Mr. Mounrarn. Then we are not far off in the order of magnitude. 

Mr. Warne. In the order of magnitude; yes. But the actual figures, 
it is important that they be chec ked back. 

Mr. Harpy. So that we can keep this thing in order, you have spoken 
of a request for economic aid that was approved. Was there any 
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other action taken about that same time to help Iran get over her 
depression, as you have described it ¢ 

In other words, that was the whole operation that we had as of then, 
an economic aid program and a technical assistance program ? 

Mr. Warne. There was a military assistance and advisory mission, 
and a gendarmerie advisory mission in [ran during this whole period. 

Mr. Harpy. Do you have any information as to the expenditures 
which were being made under that program ? 

Mr. Warne. I don’t have any detailed information on that, Mr. 
Chairman. I did not follow those expenditures while there. 

Mr. Harpy. You do not have any knowledge of any military aid 
expenditures that actually were used, in an economic sense ? 

Mr. Warne. I don’t believe there were any. 

Mr. Harpy. In any event, you don’t have any knowledge of them? 

Mr. Warne. I don’t have any knowledge of them. 

Mr. Harpy. Thank you. 

Now, Mr. Mountain, you can pick up on the amount that you were 
talking about, and how it was arrived at. 

Mr. Mountatrn. I wonder, Mr. Chairman, if it would be appropriate 
to insert in the record at this point the published copies of the exchange 
of letters between the Prime Minister and the President. 

Mr. Harpy. I think it would be appropriate to put those in the 
record. And, without objection, they will be inserted here. 

(The published copies of the exchange of letters between the Prime 
Minister and the President are as follows :) 

(The President’s letter follows :) 

August 26, 1953. 

DEAR Mr. PRIME MINISTER: I have received your letter of August 26 regarding 
the problems which you face in Iran. The American people continue to be deeply 
interested in the independence of Iran and the well-being of the Iranian people. 
We have followed policies in Iran, as in other countries of the free world, 
designed to assist peoples of those countries to bring about economic development 
which will lead to higher standards of living and wider horizons in knowledge 
and opportunity. I am gratified that the aid which we have extended has con- 
tributed to the securiity of Iran and to the raising of the technical efficiency of 
the Iranian people. I am also pleased to have your assurance that your Govern- 
ment desires to maintain friendly relations with other members of the family 
of nations and that it will pursue a policy of eliminating such differences as 
may exist or which may develop with other countries in a spirit of friendliness 
and in accordance with accepted principles of international intercourse. 

In an effort to assist you in dealing with your immediate problems, I have 
authorized my Ambassador to Iran to consult with you regarding the development 
of our aid programs there. I recognize that your needs are pressing. Your 
request will receive our sympathetic consideration and I can assure you that we 
stand ready to assist you in achieving the aspirations for your country which 
you have outlined. 

Please accept, Mr. Prime Minister, the assurances of my highest consideration. 


/8/ DwieHt D. E1seNHOWER. 


(The Prime Minister’s letter follows :) 
Aveust 26, 1953. 


DEAR MR, PRESIDENT: I wish to express to you ‘ind through you to the American 
people the appreciation of the Iranian Government and people for the aid which 
the United States has extended to Iran during recent years. This aid has con- 
tributed much to the security of the country and to the raising of its technical 
efficiency. The assistance which the United States is already rendering Iran, 
helpful as it is, is unfortunately not sufficient in amount and character to tide 
Iran over the financial and economic crisis which I find it to be facing. The 
treasury is empty ; foreign-exchange resources are exhausted ; the national econ- 
omy is deteriorated. Iran needs immediate financial aid to enable it to emerge 
from a state of economic and financial chaos. 
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Iran also requires aid of an economic character to enable it to carry out pro- 
grams which the Government is preparing for developing its agriculture and 
industry, for exploiting its rich mineral resources, for improving its transport 
and communications, for strengthening its internal and foreign trade, and for 
raising the health, education, and technical levels of the Iranian people. 

The people of Iran are anxious to have a prosperous, orderly country in which 


they can enjoy higher standards of living and make greater use of their talents 


and resources. They are willing, if given an opportunity, to work hard in order 
to obtain these objectives, but the realization of their aspirations may be delayed 
for some time unless they receive technical, financial, and economic aid from 
abroad. I hope that the United States will find it possible at this critical moment 
in Iranian history to come to my country’s assistance as it has done on occasions 
n the past. 

In conclusion, I would like to emphasize that it is the intention of the new 
Government of Iran not only to strengthen the country internally but also to 
improve its international position. The Government desires to maintain friendly 
relations with the other members of the family of nations on a basis of mutual 
espect. It will pursue a policy of eliminating such differences as may exist or 
which may develop between other countries and itself in a spirit of friendliness 

nd in accordance with accepted principles of international intercourse. I am 

ure that I voice the feelings of the great majority of the people of Iran when I 
state that Iran desires to contribute its share to the maintenance of peace and to 
the promotion of international good will. 

Please accept, Mr. President, the assurance of my highest consideration. 

/8/ GENERAL F, ZAHEDI. 

Mr. Mounratn. The economic aid which was granted Iran took 
several forms, did it not, Mr. Warne, of which one was direct budget- 
ary support of the Iranian ates rmment ? 

Mr. Warne. Well, let’s say the aid program, I thought, was unified. 
[ always thought of it as a unified program. But it did consist of 
budgetary support to the Iranian Government. and of an impact 
program. 

Mr. Harpy. Let’s see if we understand what you mean by a unified 
vogram. Will you define that for us? 

Mr. Warne. Well, in our consideration of it, it was a single pro- 
gram—TI mean, in our planning. 

Mr. Harpy. You mean your technical assistance and economic aid, 
hoth? 

Mr. Warne. No. I understood him to refer only to the economic 
ud. 

rhe technical assistance program was a separate program, and was 
maintained as a separate program through the whole operation out 
there. And the economic-aid program was—we thought of it as a 
unified program, a single program, though it did have several differ- 
= - ases in it. 

. Harpy. I see what you mean by “unified,” now. Then, suppose, 
speak of it as being a unified program, suppose we break it down 
ito its subheadings. 

Mir. Warne. Well, the major part of the economic-aid program was 
i program in support of the Iranian budget, and that involved several 
different operations, since the dollars weren’t useful to them unless 
they could be transferred into something that could be used or sold in 
Iran. 

Cherefore, we developed several programs with regard to these 
funds, to convert them to rials for the purpose of aiding the Iranian 
Government in its stress and strain. 

het Harpy. I wonder if we haven’t got the cart before the horse. 
¥,” » . . > P 
tirst, when was the amount of the total aid fixed ? 
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Mr. Warne. It is my recollection that it was September 6, 1953, that 
it was announced that we would provide $45 million of economic aid 
toIran. That date could be slightly off. And that wasn’t the whole 
of the aid program, but that was the whole of the program that we 
set up in the fall of 1953. It was added to later on. 

Mr. Harpy. Now, how was that figure originally arrived at? 

Mr. Warne. Provisionally arrived at? 

Mr. Mountarn, Originally arrived at. 

Mr. Warne. Originally arrived at. 

I can’t answer that, because I didn’t make the decision on it. It was 
made here in Washington. 

Iran asked for a considerable sum, or suggested a considerable 
sum 

Mr. Harpy. Do you know what they actually asked for in terms of 
dollars? 

Mr. Warne. It is my recollection that they rather freely used the 
figure $300 million. 

Mr. Harpy. $300 million? 

Mr. Warne. Yes, sir. 

Mr. Harpy. Do you know how that figure was presented, or whether 
it was in official memorandums or conversation, or how 4 

Mr. Warne. Well, I heard it in conversation. And I don’t know 
whether it was ever presented in an official memorandum. At this 
point I can’t recall. I would suspect that it is at least reflected in 
official correspondence. 

Mr. Harpy. And the $45 million figure was set in Washington? 

Mr. Warne. Yes, sir. 

Mr. Harpy. Do you know who fixed that amount? 

Mr. Warne. No, sir; I don’t know who fixed the amount. 

Mr. Harpy. Did you have any information as to what the amount 
was going to be prior to the announcement of the amount? 

Mr. Warne. We had recommended an amount, and there had been 
considerable discussion of what should the sum be, yes. 

Mr. Harpy. How much did you recommend ¢ 

Mr. Warne. It was my recollection that it was 60 or 65 million 
dollars for the remainder of the fiscal year. 

Mr. Harpy. It is your recollection that you recommended $65 mil- 
lion ? 

Mr. Warne. My recollection is that it was $60 million, but I think 
some of the information that we discovered indicates that it was $65 
million, but it was in the order of that. 

Mr. Harpy. Was that recommendation made in writing and broken 
down by specific proposed uses ? 

Mr. Warne. I know it was made in writing, and I know we had 
staff material on which it was based. 

Mr. Harpy. To whom would that have been sent? To whom was 
it sent do you know ? 

Mr. Warne. No. I am sure that it was in official correspondence 
between the mission and the Department in our agency in Washington, 
the FOA, at that time. 

Mr. Harpy. Would that at that time have been transmitted through 
the Ambassador or directly ? 
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Mr. Warne. No; throughthe Ambassador. This was a joint opera- 
tion there, as far as I was concerned and as far as the Ambassador 
was concerned. 

Mr. Harpy. Let’s see. The agency functioning at that time, was 
that the FOA? 

Mr. Warne. It was FOA at that time, yes, just barely. po were 
just in the process of reorganizing the agency in the fall of 1953 

Mr. Harpy. That is what I was getting at. In 1953 the FO: A was 
an independent agency, as I recall it, is that right? 

Mr. Warne. Yes, sir. 

Mr. Harpy. Then your transmissions are actually—except for policy 
guidance and so forth as Operations Director in Iran you would con- 
duct most of your dealings directly with the FOA in Washington 

rather than through the Amb: assador, wouldn’t you? 

Mr. Warne. Well, Mr. C hairman, all of my material of that sort 
went through the Ambassador, though part of the time it went over 
the Ambassador’s signature and part of the time over mine. 

Mr. Harpy. Would official communications from you to Mr. Stas- 
sen—was he the Administrator at that time? 

Mr. Warne. Yes. 

Mr. Harpy. Would your official communications to Mr. Stassen 
go direct, or would they go through the State Department ? 

Mr. Warne. Well they all go through the same receiving room here. 

Mr. Harpy. Well, is your ope rations procedure essenti: illy the same 
now as it was then ? 

Mr. Warne. I believe so. 

Mr. Harpy. I was wondering about that, because of the fact that 
you did have two separate agencies at that time, and the Secretary of 
State actually had no direction over the FOA, as I recall it. 

Mr. Warne. Well, it is my understanding—it was my understanding 
then, and it still is now that those things were handled at that time 
much as they are handled now. 

Mr. Nie I wonder if we could get back to this question of the 
memorandums requesting 60 or 65 million dollars, or suggesting, I 
believe was the werd you used, 60 or 65 million dollars as the amount 
which was needed. Can you shed any light on how that figure was 
determined ? 

Mr. Warne. Yes. It was determined as a judgment based on a series 
of rather complex estimates that were made by our staff members— 
and when I say “our staff members” I mean the staff members repre- 
senting the economic—it was the Economic Counselor of the Embassy 
and his staff, such members of my staff in the technical assistance 
program as could be helpful, the representative of the United States 
Treasury Department in the Middle East who was present at the time, 
and some additional help—I think one additional man, who was 
drawn in by the State Department from Germany. 

So it was a team operation. Estimates were made as to the amount 
of the monthly deficit of the Iranian Government, estimates were made 
of the amount of dollars that could be sold in the market for essential 
imports to Iranian importers, because that is a factor in it. Esti- 
mates were made of the nature of an impact program that might be 
launched. And we came up with this estimate. 

Mr. Harpy. So that your $60 million suggested figure was a com- 
posite that grew out of adding up specific items ? 
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Mr. Warne. It is a composite that grew out of our study of the 
economic situation in Iran and the situation of the Government, 
yes—it was made up of these factors that I have indicated. 

Mr. Harpy. Were those factors actually broken down in detail, or 
were they just a result of the exercise of a composite judgment in 
arriving at a figure without detailing the specific factors that went 
into it ? 

Mr. Warne. Mr. Chairman, I can’t tell you now from memory the 
exact degree of detailed breakdown we made at various points in 
there. But we did have detailed estimates, arrived at as best we 
could at that time. 

Mr. Harpy. I don’t question that there was employment of the 
best judgment that the group was capable of, I am just trying to 
figure out how it was applied. 

Mr. Warne. Well, that is the best I can tell you on it, I think. We 
looked into every problem that occurred to us. And I think later 
we didn’t find we had overlooked anything, except we did find that 
we had overestimated the amount of demand on the part of the 
Iranian importers immediately. And that, I think, grew out of the 
same lack of confidence that caused hoarding to take place a little 
earlier. But it did come up to our estimate after a couple of months. 

Mr. Harpy. Do you know the extent to which these determina- 
tions were actually reduced to record—in other words, is there any 
documentation showing how the 60 or 65 million dollars recommenda- 
tion was constituted ? 

Mr. Warne. I think there is, though I would suspect that it is in 
Iran and not here. 

Mr. Harpy. You think, then, that any records that exist would 
be in Iran rather than here? 

Mr. Warne. I would think so, because, Mr. Chairman, that staff 
work was sumr:arized then in communications, do you see? We 
didn’t attempt to send—we tended to send our conclusions and our 
recommendations. 

Mr. Harpy. Now, you indicated a moment ago that you had re- 
cently come acress some indication in the field that your request was 
$65 million rather than $60 million? 

Mr. Warne. I haven’t actually come across it myself, but I think 
it was one of the things that developed when we were discussing 
this matter with some of your staff members. 

Mr. Harpy. Then I would take it that there is evidence in the files 
of a request for that amount, 60 or 65 million dollars, having been 
mitted from Iran to Washington? 

Mr. Warne. Oh, I think certainly there is. But whether it will 
give the detailed breakdown about which you are asking me, I don’t 
know, I rather think it won’t. 

Mr. Harpy. Let us take a specific factor in this breakdown that 
we were talking about and see whether we can reconstruct any of 
that. One of the major items in this $45 million that was approved 
was for budget aid? 

Mr. Warne. Yes, sir. 

Mr. Harpy. Can you shed any light on how much was originally set 
up for that? 

Mr. Warne. It is my recollection now that it ran between $3.5 
million and $5 million a month, depending on assumptions that were 
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made that would be required by the Iranian Government to finance 
what we later called its deficit. budget. 

Mr. Harpy. Taking it on the high side, if it required that for a 
year, you would have $60 million, which was your total request? 
” Mr. Warne. That is about right. 

Mr. Harpy. I am just wondering what other factors were involved 
in this final decision or the original request. For that matter, if you 
had only $45 million that was approved, on the basis of this 3.5 to 
5 million dollars a month, it looks like the budget requirements 
would take up the whole thing. 

Mr. Warne. That was our object, to hit the budget requirements, 
that is right. 

Mr. Harpy. Was that essentially the only program that you 
wanted ? 

Mr. Warne. We included in the budget requirement a forecast 
of a modest, so-called impact program, in addition to—in other words, 
we did not estimate the expansion of any Government services of 
Tran at that time. 

Mr. Harpy. What do you mean by “impact program” ? 

Mr. Warne. Program of public works in Iran. 

Mr. Harpy. Maybe we are getting to a clearer understanding of 
it. It is rather clear here now that the major part of this request 
was for budget aid. 

Mr. Warne. Yes, sir. 

Mr. Harpy. Then you did have an impact program, you said, for 
public works construction ? 

Mr. Warne. We forecast and did actually develop an impact pro- 
gram. 

Mr. Harpy. Did you have that embodied in your original request ? 

Mr. Warne. My recollection is that we did; yes. 

Mr. Harpy. Do you recall whether there was any determination in 
the original preparations for the original request as to the amount that 
was considered to be needed for that purpose / 

Mr. Warne. I can’t tell you now whether we transmitted that in here 
or not, or how it was listed, but we did—we did investigate and fore- 
cast that kind of a program at the time we were doing our initial 
planning. 

Mr. Harpy. Can you tell us what other programs were included in 
the grouping that was submitted for the programs that you have 
referred to as a unified program ? 

Mr. Warne. Well, the reason I have always thought of it as a uni- 
fied program was that it was designed to meet the budget requirements 
of the Government of Iran, the deficit budget requirements of the 
Government at that time. And I don’t believe there is any other pro- 
gram that falls outside of that that we worked on. 

Mr. Harpy. In other words, the budget requirements that you were 
attempting to take care of included these other programs, so that——— 

Mr. Warne. Such of them—and the only one I recall now, the only 
one I would define as being a separable program would be the impact 
program. 

Mr. Harpy. I see. So that would be the only one that you could 
separate out ? 

Mr. Warne. The only one that I can see that would fall under u 
separate category ; yes. 








962 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Harpy. And even in your thinking and the preparation for the 
request for these funds, that was kept separate from consideration of 
Se program that was already underway; is that 
right ? 

Mr. Warne. That is right. The technical-assistance program was a 
separate program, and we even handled it there by a separate staff. 

fr. Harpy. So that to return to the original economic-aid program, 
in your recollection of the concept of the request, it was almost exclu- 
sively a request for funds to meet the budgetary deficit, and imple- 
mented and augmented only by a small impact program for public 
works? 

Mr. Warne. Yes, sir. 

Mr. Mraper. Mr. Warne, I wanted to see if I could get clear in my 
mind some of these figures about the Iranian budget. You said 40 per- 
cent of the Iranian Government’s revenue is from oil. Over what 
period of time are you speaking ? 

Mr. Warne. Well, it was an extremely complex situation. It is 
my present recollection that at the time that oil was nationalized, 
which was in the spring of 1951, the oil revenues coming to the Iranian 
Government represented approximately 40 percent of its entire in- 
take, At that time it had a balanced budget. 

Mr. Meaper. You mean prior to the nationalization ? 

Mr. Warne. Yes, sir; it did not have any income from it after the 
nationalization. 

Mr. Meaper. So, from the spring of 1951, when nationalization took 
place, the oil revenue was completely eliminated so far as the Gov- 
ernment was concerned ? 

Mr. Warne. Yes, sir; not only was the oil revenue eliminated, but 
the Government assumed and was forced to assume the cost of keeping 
the Iranian workers in the field and at Abadan without any revenue at 
all. 

Mr. Mreaper. How much did that run a year? 

Mr. Warne. We have those figures, but I can’t remember. 

Mr. Meaper. Do you figure $12 million a year ? 

Mr. Warne. I think it was more than that. It was a considerable 
figure. So that in addition to losing revenue, they picked up additional 
essential expenditures which further outbalanced the budget. 

Mr. Mraper. What was the total Iranian budget prior to that na- 
tionalization of oil? 

Mr, Warne. I cannot tell you what it was prior to the nationaliza- 
tion of oil. 

At the time our program started it depended on what you took as 
the exchange rate. If you want to translate it into dollars, of course— 
but it was approximately, I think, $12 million a year at that time. 

Mr. Meaper. $12 million a year? 

Mr. Warne. Approximately. That figure could be wrong; I am not 
sure. That is my recollection now. 

You see, when you have an exchange rate that fluctuates, as that did 
over there, it depends on what point in this curve you pick, whether it 
it $24 million, or something else. 

Mr. Meaper. What were the oil royalties or revenue from oil at 
that time, before nationalization ? 

Mr. Warne. I have forgotten, Now they will run next year up to 
approximately $180 million. 
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Mr. Meaper. $180 million a year from oil? 

Mr. Warne. I believe next year that is right. 

Mr. Meaper. To the Iranian Government? 

Mr. Warne. Yes. 

Mr. Meaper. I do not quite understand the figures. If the total 
Iranian budget was $12 million a year 

Mr. Warne. A month; I beg your pardon. 

Mr. Meaper. A month? 

Mr. Warne. A month. I was basing my estimates on our monthly 
determination, 

Mr. Meaper. Then that would be about $144 million a year ? 

Mr. Warne. At that time. 

Mr. Meaper. That is in the spring of 1951, before nationalization ? 

Mr. Warne. No. That is at the time the aid program started. 

Mr. Meaper. After nationalization ? 

Mr. Warne. Yes. 

Mr. Meaper. You donot have any idea about the total 

Mr. Warne. I don’t know. I didn’t get back into that history care- 
fully enough, and I don’t have any independent recollection of it. You 
see, nationalization was the better part of a year old before I got out 
there. 

Mr. Meaper. Let me ask another question, then: 

After the nationalization of oil and the income from that source 
dried up, did the other revenues of the Iranian Government decrease, 
or did they remain the same ? 

Mr. Warne. They decreased. The income from customs receipts 
decreased, for example. That was one of the major sources of revenue 
to the Iranian Government because they did not have the foreign 
exchange to import goods. 

So not only did they lose the oil revenues, but they also had diminish- 
ing resources in new funds from their older sources of revenue. 

Mr. Meaper. In your thinking in arriving at what we should supply 
to the Iranian Government, was it your thinking that we would try 
to match the revenue that they had been receiving from oil? 

Mr. Warne. Not in any sense. Our calculations were based exclu- 
sively on what would be needed to preserve and to assist the Iranian 
Government in restoring order and giving it time to set its house in 
order. 

Our calculations were deliberately intended to represent only the 
most austere programs on the part of the Iranian Government. There 
was no effort made then in our calculations at all to restore a situation 
equal to, for example, their monthly situation before nationalization. 

Mr. Meaper. You did not regard it as helpful to make any study of 
what their situation had been prior to nationalization ¢ 

Mr. Warne. No detailed study; no. We did go back and try to 
find out what the payroll was at Abadan before nationalization, for 
example, but I did not attempt to go back and try to reset or restate 
the economic situation of the Government before that nationalization. 

Mr. Mraper. But unless you had some knowledge of their program 
in prior years, how would you know whether this program that they 
wished to undertake was an expanded program or not? 

Mr. Warne. Well, what we studied was the period between na- 
tionalization and the time of the aid program. 








964 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Meapver. That is all, Mr. Chairman. 

Mr. Mountrarn. Mr. Warne, at the time of nationalization, was there 
any change made in the way the revenues from oil were allocated by 
the Iranian Government ? 

I am referring to the Plan Organization and the Government budget. 

Mr. Warne. The time of nationalization, I think, had nothing to 
do with fixing their disposal of the oil revenues. It is my impression 
that the Plan Organization Act, when it was passed, provided, and 
was not changed later, that the revenues exclusive of those that were 
necessary to operate the Iranian Oil Co., from oil, should go in the 
Plan Organization to use in the development of the economic resources 
of Iran. 

Mr. Mountatn. Would you describe for us briefly what this Plan 
Organization was and its relationship to the Iran Government / 

Mr. Warne. Yes, sir; I will be glad to. 

The Plan Organization was an organization set up by Iranian law 
with a director general, who had Cabinet rank, but was not considered 
‘i minister, who met, however, with the Cabinet. He was supposed to 
be a permanent official of the Government rather than one who might 
change as prime ministers changed. 

In other words, they were trying to set up a long-range planning 
and execution program. 

The basis of the plan was a report by the Overseas Consultants, Inc., 
An American group of consultants, who had made extensive studies 
in Iran and who presented an economic development program extend- 
ing over a 7-year period, predicated on the then assumed revenues from 
oil for economic development purposes to the Iranian Government; 
do you see? 

Now, the Plan Organization was made up of men that I respected 
as Iranian technicians. At the time I was there it had no foreign con- 
sultants. It was managed by the Iranian groups. They had actually 
begun before nationalization of oil, the execution of the 7-year pro- 
gram, but almost at the outset of that execution of the program na- 
tionalization came along and oil revenues ceased. 

Now, certain other revenues were pledged to the Plan Organization 
and they had a trickling of funds during a period when there were no 
oil revenues. 

Mr. Mounrarn. Do we understand that the oil revenues, apart from 
those payments to keep the company running, were allocated by law 
entitely to the Plan Organization at the time it was set up? 

Mr. \ ‘ARNE. That was the interpretation and the contention of Mr. 
Eatehaj when he became director of the Plan Organization and he 
enforced that contention. 

Since I have left there, I believe some arrangement was made so that 
some small fraction of the oil revenues are going into the Treasury. 

Mr. Mountain. But at the time nationalization occurred, until the 
time you left in March 1955, the entire revenues from oil were by law 
allocated to the Plan Organization ? 

Mr. Warne. I think that is correct. 

Of course, there were not very many in that period. You under- 
stand that, Mr. Mountain. 

Mr. Mountarn. Yes. 

Would this also mean that no revenues from oil could go to the Gov- 
ernment itself, as such? 
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Mr. Warne. During that period; yes. Of course, there wasn’t any 
revenue either from oil excepting only after January 1, 1955, when 
they commenced to come in. And that was the contest at that time, 
whether those revenues resumed should go exclusively into the eco- 
nomic basket, or whether part of them could be used in the Trea sury. 

Mr. Mounratn. Is it not true that any budget deficit that would 
be caleulated would have to ignore any revenues from oil because those 
revenues could not by law be given to the Government to make up 
budget deficits ? 

Mr. Warne. Cert: uinly, unless the law were changed ; yes. 

Mr. Mounrarn. Well, at the time that your mission was computing 
what the budget deficit of the Iranian Government would be, did it 
compute it on the basis that there would be no revenues from oil? 

Mr. Warne. Yes; because there had not been an oil settlement, you 
see, and when the oil settlement was coming we didn’t know. 

Mr. Harpy. Even if there had been an oil settlement, or if an oil 
settlement came the next day, would there have been any change in 
your proposal with respect to what the United States was financing 
of the budget requirements / 

Mr. Warne. We were faced with a practical situation that there 
was no oil settlement and no oil revenues and that it was going to 
take quite a little while before there could be one. Our estimates of 
time on it were that it was going to take at least a year. 

Mr. Harpy. Do I understand from that statement that it was your 
view that when their oil revenues started coming back in we should 
discontinue budget aid? 

Mr. Warne. My view was that it could not be discontinued before 
then. 

Mr. Harpy. I understood that, but I am trying to follow the 
corollary. 

Mr. Warne. I understand that. 

Mr. Harpy. Yes; but you have not answered it. 

Mr. Warne. I am not sure I went so far as to state a view at that 
point, Mr. Chairman. I actually thought then, and I think now, that 
the budget aid could be reduced, will be reduced, has been reduced, to 
what I hoped was a vanishing point at about the 1st day of January, 
this year. 

Now, that was my estimate. If I was wrong in it, I was wrong in it. 

Mr. Harpy. Was it your position that when oil revenues began to 
come in at least a portion of it should be used for budget purposes so 
that the requirements on our aid program would be reduced ? 

Mr. Warne. Yes; I thought that the oil revenues certainly ought to 
pick up, as they did as soon as they were available, the deficits that 
: ere being created by the payroll at Abadan and a lot of other things 
connected with the oil operation in Iran. 

The question of whether the oil revenues should be used for general] 
operating cost of the Government was one that I would have answered 
this way at that time. 

On a temporary basis, yes; I thought they should. But on a perma- 
nent basis, I thought Iran w ‘ould be better off if she paid her govern- 
mental cost out of the other revenues to herself, gained out of her 
economy through taxes, customs duties, and that kind of thing. 

Mr. Harpy. I cert: ainly would not disagree with that observation, 
but would you go so far as to say that she ought to pay her govern- 
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mental cost out of other sources even if it came to the point of insist- 
ing that the United States put up the money to pay them ? 

Mr. Warne. I don’t think I ever did that. 

Mr. Harpy. I did not mean to infer that you did that. I am trying 
to understand the philosophy now. 

Mr. Warne. My philosophy was as I stated, as I viewed the situa- 
tion out there then, as I remember it now, the problem was to keep 
the Government going until the Government could keep itself going. 

My own thought on it was, and I think this was shared by all others 
at the time who were dealing with it, that it would take at least a year 
to get an oil settlement wk, therefore, we were faced with meeting 
a deficit budget for a year. 

Now, it actually took a little more than a year to get an oil settle- 
ment. It took until October 1954. 

Mr. Harpy. My question is just as simple as this, and I will lay 
it right out as best I can, if I can keep it simple: 

Did your consideration of the budget aid that the United States 
should furnish include an objective of having the United States fur- 
nish aid to finance the Iranian Government at a time when the Iranian 
Government was receiving oil revenues that were not being applied 
to the budget, but were being applied to economic development ? 

Mr. Warne. No. 

Mr. Harpy. Under the plan operation it was proposed that all ofl 
revenues would be diverted from the operations of the Government; 
is that not correct ? 

Mr. Warne. But I explained a minute ago that my belief was that 
the oil revenues for a temporary period could be used for meeting the 
Government’s deficits. 

Mr. Harpy. What do you mean by temporary period? Do you mean 
until she could get another advance from the United States or until 
she built up her revenues from other sources ? 

Mr. Warne. I meant until she built up her revenues from other 
sources. That was the basis on which our first calculations were made 
out there. 

Mr. Harpy. So that the committee can understand that it was your 
point of view that if and when oil revenues began to accrue to the 
Iranian Government, our budget aid should be discontinued, or should 
fall off in proportion to the oil revenues ¢ 

Mr. Warne. Not only in ah pera to the oil revenues, but to the 
increase in income from other sources to the Iranian Government. 

Mr. Harpy. It was your further thought, then, I presume, that 
if it became necessary the United States should insist that the Iranian 
Jaw be changed rather than put up additional funds while oil revenues 
were continuing to flow in? 

Mr. Warne. But, Mr. Chairman, you will excuse me for making 
a little explanation, I hope. At the time, the first is that the oil reve- 
nues did not start flowing in until the 1st of January of 1955. My 
period in Iran was virtually over at that time. 

The contest was going on in the Iranian Government right then 
as to how those oil revenues should be utilized. The oil revenues at 
the outset did not jump to the estimated annual flow of $180 million 
on the first day. They started out almost at zero really, and built 
up in the first year, as 1 remember it, so that the total for the first year 
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was expected to be—I don’t know whether it was or not—it was ex- 
pected to be approximately $60 million. 

It was discovered at the time that the oil setlement was reached 
that the Plan Organization had outstanding obligations that far more 
than equaled the first year of the oil revenues; do you see ¢ 

It became a matter of practicality whether it would be possible for 
any of those revenues to be used for anything but erasing its obliga- 
tions. Those obligations had been accumulated, some of them, even 
before oil nationalization in 1951 and others, by one means or another, 
in the interim. 

Mr. Harpy. Let us tie this thing down as nearly as we can to the 
period that you were there. You have indicated that the oil revenues 
did begin to come in before you left Iran ? 

Mr. Warne. Y es, sir; I think the first payments came in that quar- 
ter that I left Iran. 

Mr. Harpy. And there was enough of a flow of revenue to indicate 
that trend or to make at least a reasonable estimate? 

Mr. Warne. Yes, sir. And that estimate was that the first year it 
would amount to approximately $60 million. 

Mr. Harpy. Did you consider reducing the United States budget aid 
when you were able to forecast the probable revenue for the year? 

Mr. Warne. Yes, sir; not only considered, recommended it, and 
worked out a program to do it. 

Mr. Harpy. Was it done? 

Mr. Warne. I think so. 

Mr. Harpy. Before you left? 

Mr. Warne. The $127 million program that was worked out, the 
last program I presented, which was in September 1954, worked out 
on the basis of shifting from grant to loan on the basis of a calculated 
period when aid would be required and on a forecast that an amount 
might be required the succeeding year, which I believe was less than 
30 percent of the amount that was required i in the fiscal year of 1955. 

Mr. Harpy. During your period of service with the program, was 
there actually any changeover from aid to a loan program 4 

Mr. Warne. I negotiated the budget loan, but it was not actually 
signed until 3 weeks after I left Iran. 

“Mr. Harpy. So that there was a loan program that was actually 
put into effect resulting from your negotiations, but becoming effective 
shortly after you left? 

Mr. Warne. I left on March 10, and the signing was actually on 
March 31. 

Mr. Harpy. Now, if we could get back for a moment to your refer- 
ence to obligations of the Plan Organization. What was the nature 
of the obligations they had accumulated ? 

Mr. Warne. One of them was that they had payments on some 
sugar-plant machinery that they had ordered in 1951. 

‘Another was that they had payments on some rail that they had 
ordered in later days for the extension of the railroad. 

Mr. Harpy. They were more optimistic about their oil revenues 
than you were, because they ordered these things at the time when 
they did not have anything ¢ ‘oming in; is that right ? 

Mr. Warner. Y es, sir. I told them so. 
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Mr. Harpy. That is a peculiar situation. Here they order stutf 
when we are putting up money to meet the budget deficit and when 
they have no immediate prospect of any income. 

Mr. Brownson. They were sure our credit was good. 

Mr. Harpy. I do not know. Did they have any basis to believe 
that we were going to pick up the checks for those ? 

Mr. Warne. Mr. Chairman, they not only had no basis to believe 
that we were, but they had direct statements from me that we weren't. 

Mr. Harpy. Who let them have that stuff on credit? Was it ac- 
tually delivered ¢ 

Mr. Warne. I do not know. I cannot give you the name of a sup- 
plier, but it was a British supplier and French supplier. 

Mr. Harpy. They actually let them that stuff knowing what the 
credit situation was ¢ 

Mr. Warne. Agreed; and actually delivered some of it. I am not 
sure about the delivery dates. 

It is suggested that I make clear the dates of those obligations. 

I told you that there were several classes of obligations, some of them 
made earlier and some of them during Mossadegh’s regime, and a few 
of them during Zahedi’s regime. 

Mr. Harpy. I understood you to say that some of them were after 
the revenues had been cut off ? 

Mr. Warne. Yes, sir; that is true, but the total amount was not 
accumulated in that period. 

Mr. Harpy. Now, I have a little difficulty understanding how in the 
world anybody with a few grains of sense could commit themselves to 
sell under those conditions unless they had some assurance that there 
was going to be a settlement in the oil question or that we were going 
to pick up the check. 

Mr. Warne. You must remember they were actively negotiating for 
settlement of the oil question at that time. So they were not totally 
without reason to expect that oil revenues would start coming in. 

Mr. Harpy. Did they have any reason to expect that we would pay 
the obligations of the Plan Organization ? 

Mr. Warne. No, sir. 

Mr. Harpy. Did we not make some payments with respect to it ? 

Mr. Warne. I think there were a couple of instances that you might 
interpret as having cooperated in that manner with the Plan Organi- 
zation. But that, I think, was before the Mossadegh government fell. 
The condition was quite different at that time. 

Mr. Harpy. I have not analyzed this, but according to information 
that we have here in a report that vou submitted on August 28, 1954, 
there is an item of $2.7 million for a Plan Organization. 

Mr. Warne. That is out of the budgetary aid money. I do not know 
at this moment to what that refers, but that was not for the purpose 
of covering uncontrolled commitments made by the Plan Organi- 
zation. 

Mr. Brownson. Would that not have a tendency to release other 
funds that the Plan Organization might have to pick up these checks? 
I mean, eventually the money goes in the same coffers of the Plan Or- 
ganization and is paid ont, whether it is the exact dollars we give them, 
or whether they use that to pay some other obligations. 

Mr. Warne. Yes; that would be true. 
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The point was that this was not in connection with any uncontrolled 
future commitments by the Iranian Government. 

Even the Plan Organization itself was not involved. In some of 
those, though, it had eventually to assume the responsibility for them. 

Mr. Brownson. But the creditors could see some United States 
money flowing into the Plan Organization in small amounts ? 

Mr. Warne. Perhaps, but not enough to encourage, I am sure, the 
kind of deals that were being made. 

Mr. Harpy. I know that you would not be able to remember all 
these things, but the report that I referred to a minute ago, dated Au- 
gust 23, 1954, is an unclassified report. It has this specific comment: 
The item is: 

Use of R1250 million, or $2.7 million Although it is difficult to show exactly 
the purpose for which this money was spent, most of it went into the economic 
development program. 

Just observing that little aspect of the thing, I just wonder 
whether-—— 

Mr. Warne. That was in August 1954. 

Mr. Harpy. That is the date of the report. 

Mr. Warne. We had an economic development program going on 
from September 1953 

Mr. Harpy. The report begins with this statement. 

There follows a memorandum on the special aid program up to August 15, 1954, 


which was prepared with the thought of circulating it among some Iranian 
officials. I believe it will be of interest to them, too. 


This bears your signature. So presum ably that amount, that item, 
was spent during the period immediately preceding this report. 


Mr. Warne. Yes. 

Mr. Harpy. Now, the thing that is intriguing to me, and I do not 
know whether my reasoning is logical, but I am wondering whether our 
participation in this kind of expenditure to the Plan Organization was 
indicative of an inclination on our part to just keep on participating 
in the expenditures for economic development. 

Mr. Warne. I don’t think so. This money was actually rial funds, 
not dollar funds, but funds that were generated into rials and was 
allotted out of the national treasury of Iran to the Plan Organization, 
as | remember it now, for the local cost on going projects. 

Mr. Harpy. It was generated into rials by a conversion of dollars? 

Mr. Warne. Yes, sir. 

Mr. Harpy. I do not know that it makes any difference whether it 
was rials or dollars, if that was the situation, and it was part of the $60 
million grant that we had made them; is that right? 

Mr. Warne. We did not pay off, in other words, and our position 
vas, and alw ays has been, that we would not pick up that kind of 
obligation, and everybody was notified to that effect. 

This money was actu: ally used to assist in the erection, I think, of a 
couple of the sugar factories and other projects of that sort that the 
PI: a Organization had underway, local costs involved in the program. 

Mr. Brownson. But did that not have the effect of rele: asing plan 

funds to meet these other obligations which they had incurred without 
any money ? 

Mr. Warne. I don’t think so. 
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You see, they needed foreign exchange and the rial was not any good 
to procure foreign exchange at that point. So I don’t think that 
anyone could have interpreted it as a release of funds that they could 
use for one of these other purposes. 

Mr. Harpy. Now, your very next item on your tabulation is an item 
of $2.6 million, which is designated “Rial payments to government 
agencies for import of essential commodities,” and the comment on 
that reads as follows: 

This item used R11232.1 million, or $2.6 million. These were advanced in rials 


made to various agencies of the government to provide funds for the purpose of 
foreign exchange for the import of essential commodities. 


Now, does that get back to your Plan Organization ? 

Mr. Warne. No, sir; that is what we called the circle transac- 
tion 

Mr. Harpy. You have me going around in circles now. 

Mr. Warne. This was a complicated situation, Mr. Chairman. 

Mr. Harpy. I am sure. 

Mr. Warne. And if you will be kind to me, I may be able to help 
you see through it. 

Mr. Harpy. There has been no inclination to do otherwise, and 
if you can help me see through it, I will congratulate you when I am 
through. 

Mr. Warne. I am not underestimating you to the point of saying 
that you won't. 

The circle transaction was in this manner conducted. The drug 
bongah—let me explain what it is; it might be a bureau, although it 
did not have the same characteristics as a bureau in our country. 
It was a relatively independent Government agency set up to conduct 
a particular function. The function that the drug bongah con- 
ducted was the importation of medicines to Iran, not only for use in 
government hospitals, but also for use in general supply within the 
nation. They did not have any foreign exchange for a long time and 
they actually did not have any drugs in the country. 

Now, the problem was to provide ways and means for the drug 
bongah to get some drugs into Iran. Rials were allocated by the Iran- 
ian Government with our full knowledge and consent, from account 
30824, which was the Government-aid account. 

They were alloted to the drug bongah which set them up on their 
books as an obligation to the Iranian general treasury. 

They returned the same rials to the Bank Melli for dollars and they 
were the dollars that were supplied by us to the account of the Gov- 
ernment of Iran to the Bank Melli for sale to importers. 

Do you see? 

They bought the dollars and bought the drugs with the dollars and 
the rials went right back into the aid account. So that the sum of 
the transaction was to keep all the books straight and to know exactly 
where the money was going and to make available dollars to purchase 
drugs for the account of the drug bongah. 

Mr. Harpy. Now, what you have said in essence is that you made 
a circle around and actually none of this money was used by the drug 
bongah because they provided rials which were used for the purpose 
that the dollars were intended. Is that not what you said? 

Mr. Warne. Now, Mr. Chairman, you can’t use rials to buy drugs. 
You have to use dollars or pounds or something else. 
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Mr. Harpy. I understand that, but in trying to follow you around 
that cirele—I do not know whether I got be ack | to home base, or not— 
but as I figured this thing, what you said is that they borrowed some 
rials from the Government and paid those rials to the bank for the 
dollars? 

Mr. Warne. That could be the way. 

Mr. Harpy. I understood that was the way you explained it, and 
then the rials that they got back from the drugs, assuming that they 
sold them, went back to pay off the loans of the Government and 
actually then were used for the purpose that they were originally 
intended for—for budget aid; is that right? 

Mr. Warne. No. I see what you are getting at. 

Actually, then, used for other budget requirements of the Govern- 
ment. 

Mr. Harpy. I do not know. I am just trying to follow through. 

Mr. Warne. Yes, sir; that is exactly right. 

Mr. Harpy. Now, what were they used for? If they were actually 
used for budgetary requirement, then why are they shown on here 
under this proposition ? 

Mr. Warne. Because they went through the circle transaction, 
which seems to me to be pretty reasonable, too. These were not im- 
mediate allotments of rials out to pay payrolls, but allotments of rials 
out for essential uses by the Government agencies. 

We set them up so that they could be identified and they are identi- 
fied there. 

Mr. Harpy. You do not know what happened to the rials that this 
transaction generated ? 

Mr. Warne. Yes, sir; they went back into the aid account and were 
used in accordance with the planning table. 

Mr. Harpy. Now, if they were, then the purpose which they served 
will not show up on your report? 

Mr. Warng. I think they will. 

Mr. Harpy. Then if they would, you would have more than $60 
million. 

Mr. Warne. No, sir; the circle transaction brought back the same 
number of rials that it took out; do you see? 

Mr. Harpy. But your circle transaction on this report shows as an 
expenditure of $2.6 million for the procurement of commodities. It 
does not show what that $2.6 million in rials bought in terms of budget 
ald, 

Mr. Warne. Well, your planning table will show it. 

Mr. Harpy. If you show this drug thing and show actually what 
function the rials generated by those dolls ars performed in the ‘budget 
aid, you would come up with a figure in excess of the $60 million. 

Mr. Warne. The first function of the rials was to buy the drugs, 
which was a form of budget aid. 

Mr. Harpy. Do we have any actual knowledge that the rials that 
were generated by the dollars that were used to buy the drugs were 
used for purposes for which the program was intended ? 

Mr. Warne. The purchase of the drugs themselves was a purpose 
for which the program was intended. 

Mr. Harpy. That is not exactly a budget aid, I do not think, but 
anyway, let us assume it is a worthwhile cause. I will not argue with 
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you on that point, but it does not seem to me to be quite a budget aid 
proposition, 1s it ? 

Mr. Warner. Yes, it is a budget aid, an essential requirement that 
had to be met. 

Mr. Harpy. All right, then, let us accept that explanation for the 
time being for the sake of understanding exactly what did happen. 

Let us assume that that is a proper function, a proper use of the 
dollars, to buy drugs. 

Mr. Warne. I so assume. 

Mr. Harpy. Then we have no further interest in what happened to 
the rials that were generated by those dollars? 

Mr. Warne. Except that they come back to represent rials in 
proportion to the dollars used. 

Mr. Harpy. But the drugs that were bought by the Bongah that 
we are talking about were bought for resale to Iranians, were they 
not? 

Mr. Warner. Yes, sir; excepting those that went into the Govern- 
ment hospitals and they were not sold. They were issued. 

Mr. Brownson. Mr. Warne, I have one question on this point. No 
doubt this encouraged the proliferation of bookkeepers to no end in 
Iran. It reminds me of the old World War II slogan, “Is this trip 
really necessary ?” 

Why did we not give them the drugs in the first place instead of 
going through this procedure. We were dealing with a monopoly, 
were we not? 

Mr. Warne. Mr. Congressman, I would have been here 6 months, 
if I had given them the drugs in the first place, trying to explain to 
you the manner in which that transaction was made. 

Mr. Brownson. That is essentially what happened, is it not? 

Mr. Warne. We certainly provided them with the means of getting 
drugs. 

Mr. Brownson. We gave them dollars and they bought drugs. 
The only thing if we had given them drugs in the first place they 
might have bought American drugs. 

Mr. Warne. The policy has been to encourage the use of local 
purchasing in this kind of program. We did give them sugar, I 
mean we actually bought the sugar and delivered sugar instead of 
dollars to them. 

Mr. Brownson. That is what IT was wondering, why it would not 
have worked for the drugs so you would not have this circuitous 
route here trying to trace the United States currency and native cur- 
rency and we lost track of them halfway around the track. 

I wish you would use the double entry system of bookkeeping. 

When you are all done, you are going to have two credits and no 
debits. 

Mr. Warne. How is that? You collected the rials out of ac- 
count 30824. 

Mr. Brownson. Those in account 30824 belong to whom? 

Mr. Warne. To the Government. 

Mr. Meaper. ITs that a counterpart fund? 

Mr. Warne. That is the counterpart fund. 

Mr. Meaper. I wondered why you did not use the word counter- 
part. 
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Mr. Harpy. Let us understand what counterpart means in this 
case because it does not mean the same thing that you and I frequent- 
ly think it does. 

Mr. Warne. Let us call it ihe aid account. It is account 30824. 

Mr. Brownson. It is the aid account of the Iranian Government. 
What is in that account ? 

Mr. Warne. Rials. 

Mr. Brownson. How did the rials get there? 

Mr. Warne. By deposit into that account when the dollar was dis- 
posed of for rials by the Bank Melli. 

Mr. Harpy. Strictly converted dollars? 

Mr. Warne. Converted dollars. 

Mr. Harpy. It is not any Iranian revenue; it is strictly converted 
dollars? 

Mr. Warne. You are quite right. 

You see, we had dollars and our accounts to you are made in doliars, 
and they had the rials and these two matched each other and we kept 
track of the rial and the dollar. There was not any looseness or dis- 
jointment there. 

Mr. Brownson. So we put dollars in this account ? 

Mr. Warne. No, sir; we put dollars available to the credit of the 
Iranian Government and the Bank Melli put rials in that account. 

Mr. Brownson. Yes. It is the same thing. You supplied the dol- 
lars and they supplied the rials to match the dollars. 

Mr. Warne. Yes; but they could not supply the rials except by 
using the dollars. 

Mr. Brownson. This could probably be more confusing, but it 
would be difficult. 

Mr. Mountarn. You mean the way the rials were generated was 
that when dollar exchange imports, such as sugar, were brought into 
the country those imports were sold for rials which were paid by the 
local importers out of their own personal funds, and then in order to 
pay for that import they had to pay those rials to the Bank Melli, 
which made them available to the Government? 

Mr. Warne. I am not trying to confuse you people, but this is an 
extraordinarily complex program. 

Mr. Brownson. That is the understatement of the morning. 

Mr. Warne. I don’t see any reference in this report here that it was 
not handled well, either. 

Now, it was an extraordinarily complex program and our problem 
was to keep the Iranian Government going with rials and all we had 
to do it with was dollars. You can’t spend dollars in Iran. You 
have to spend rials in Iran. 

Mr. Harpy. You made a deposit of dollars in the bank and the bank 
converted them to rials and turned them over 

Mr. Warne. We did that with some of the money, yes; about $10 
million. 

However, with the rest of it we made the dollars available on letters 
of credit in New York banks. They sold the letters of credit in Iran 
for rials and the rials were deposited 1 in account 30824. 

Mr. Brownson. You make the point that our problem was to con- 
vert. the dollars to rials and yet in a sense that is not true, because we 
needed it in dollar form to buy these drugs ultimately. 
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Mr. Warne. That is right; we had to buy the drugs with dollars 
and not with rials, so the circle transaction did the job. 

Now, if it had been a private importer he would simply have gone 
down to the bank with his rials and bought the dollar credit on a New 
York bank and he would have gone through our regulation No. 1 
procedure and would have collected eventually his drugs. 

(At this point a section of testimony has been deleted for security 
reasons. ) 

Mr. Harpy. I do not think that any of us wants to minimize the 
Soviet Union influence that was brewing over in Iran about that time. 
I do not think any of us wants to indicate that we did not gain an ele- 
ment of time in the question of whether or not the Iron Curtain would 
descend. 

Or maybe we kept it from descending immediately ; I do not know. 

1 do think however, that you do not have to review history too far 
to realize that the Russian influence in Iran has been fluctuating up 
and down over a long period of years. 

Now, unless we have some degree of permanence to what we have 
accomplished over there, I do not know whether I would be able to 
concede that our accomplishment is substantial if we have to continue 
to pay to finance the budget of Iran from here on out I would have 
some doubt 

Mr. Warne. I have not urged that. 

Mr. Harpy. I understand that because actually you are not involved 
in making those requests and decisions at the moment, but I am look- 
ing at what we have done in the past, trying to see if I can see through 
the basis on which we have done it. 

Frankly, I am wondering whether that is not just another case where 
we have substituted dollars for diplomatic skill. I do not know. I 
frankly, though, have some doubt in my mind about it. 

That is the reason that we are holding these hearings. That is the 
reason we are pursuing these things, trying to clear up our own 
thoughts. 

Mr. Warne. I understand, Mr. Congressman, and I really can’t shed 
much light on the diplomacy. I am not in the Foreign Service, and I 
am not a diplomat, but I have a great respect for the ability and con- 
scientiousness of Ambassador Henderson who served through this 
period. 

Mr. Harpy. Permit me to say that I share your great respect for 
his ability and conscientiousness also, but, nevertheless, we are dealing 
with realities so far as we can understand them, and what I am trying 
to do is to add to my understanding of this picture. 

I do not look upon this as strictly related to Iran. I think it isa 
part of our overall consideration and certainly when you say you were 
not involved in the diplomacy, you must realize that the economic-aid 
program, the whole technical-assistance program, and all of the activi- 
ties in which you were engaged, were keys to our diplomacy. 


5S . 
Mr. Warne. At least they were arms of our diplomacy. 





Mr. Harpy. Call them tools or whatever you may, but anyway, they 
are inseparable? 

Mr. Warne. Yes, sir. 

Mr. Harpy. When you get into the question of the manner in which 
our aid programs were conducted, the operations of them, from my 
standpoint I do not think you can separate the question of operations 
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from questions of policy, because I think they are so interrelated that 
you cannot make any firm distinction. 

Mr. Warng. I think it is wise that our agency is back in the State 
Department for that very reason, myself. 

Mr. Harpy. Actually, you s aid you were not engaged in diplomacy, 
that that was the Ambassador’s job. You and I know from a realistic 
standpoint that is not true. Whatever you did in the operation of one 
of these programs had a bearing on our diplomacy. 

Mr. Warne. Certainly. 

Mr. Harpy. It very definitely had a bearing on it, and it constituted 
a part of policy determination that had to be made whether it was 
conscious or not ? 

Mr. Warne. I think that is right. 

Mr. Harpy. Mr. Meader. 

Mr. Mraper. Mr. Warne, are you familiar with the General Ac- 
counting Office report transmitted to the Comptroller General on 
March 15, 1956, regarding the United States assistance program for 
Iran { 

Mr. Warne. I have read it, sir. It was given to me last weekend. 

Mr. Mraper. You have not prepared any notes or memoranda or 
comments on that report ! 

Mr. Warne. No, sir; I have not. 

Mr. Meaper. That you could furnish to the committee ? 

Mr. Warne. I have not doneso. I think the officers have been work- 
ing on it, but I have not done so. 

Mr. Meaper. You did not have in mind doing that ? 

Mr. Warne. I would be willing to, but I think that this entire re- 
port bears on documented material and can be prepared by the staff 
down there. My report on it would have to be somewhat general and 
not specific unless I took the time to do staff work on it, and I think 
they can doit. That has been my attitude on it. 

Mr. Harpy. On that particular point, I think it should be observed 
that the report was not issued by the GAO until after it had been sub- 
mitted to ICA and presumably the points which it covered were con- 
sidered by ICA before the report was issued. 

Mr. Warne. Yes, my point was, Mr. Chairman, that I did not have 
anything to do with that rebuttal or resubmittal or comment on it. 

Mr. Harpy. I understand, you were not here. 

Mr. Warne. I was not here and it was done by other staff. 

Mr. Harpy. Let us get back to where we were. 

Mr. Mountain, let us pursue the other points we want to clear up. 

Mr. Mountain. I wonder if we can cover some of these points 
briefly. 

There was reference-made to your report of August 23, 1954, which 
summarized the way the money had been expended during the first 
year of this aid program. 

Mr. Warne. Yes, sir. 

Mr. Mounrarn. In that there are segregated out as the first two 
items, one, monthly budget deficits of the Government of Iran in the 
amount of $27 million total, and NIOC, which I believe means the Na- 
tional Iranian Oil Co., monthly deficits at $12.2 million. 

I wonder if you could clear for us how these are budgeted deficits 
and the rest of the program is not listed as a budget deficit. 
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There is an impact program listed and I believe you did tell us 
earlier that you considered everything budget aid except the impact 
program. 

Mr. Warne. I considered it all budget aid, yes, except the impact 
program, Mr. Mountain. 

Mr. Mounvarn. By budget aid, do you mean governmental aid / 

Mr. Warne. Aid directly to the budgetary officials of the Govern- 
ment of Iran; yes. 

Mr. Mountain. The various ministries and so on? 

Mr. Warne. The regular operating Government of Iran, except the 
impact program which it might have been so considered but it was not 
a matter that could not easily be separated out and shown separately. 

Mr. Mounrarn. Do we understand that these first two items con- 
stitute a kind of ordinary budget ? 

Mr. Warne. The first two items constitute almost entirely personnel 
payments under an ordinary budget of the Government of Iran; do 
you see? 

In other words, the amount that is listed there for what—the regular 
budget. 

Mr. Mounrarn. The regular monthly deficit ? 

Mr. Warne. Was personnel payments, almost exclusively, and the 
NIOC amount was likewise personnel charges almost exclusively. 

Mr. Mounratn. This was for the maintenance of those people in 
the Abadan refinery ? 

Mr. Warne. At the refinery and in the fields; yes. 

Mr. Mounrarn. At this point would you comment on the thought 
that NIOC monthly deficits were being made up by the Government 
of Iran with our aid funds when there was no possibility of the NIOC 
paying back under the Iranian law the Government of Iran? 

Mr. Warne. I don’t think that point is especially material, Mr. 
Mountain. From our consideration at that time we were faced with 
the fact, you see, that here was a certain number of thousands of 
workers who had to be paid. They were in a special account. We 
kept them separate because we assumed that some day an arrangement 
would be made between the Iranian Government and NIOC if it ever 
got revenues again for the repayment of those deficit advances. 

Mr. Mounrtarn. At that point, it was understood that there was no 
compensation looked for 

Mr. Warne. I don’t think that is right. I think we figured it was 
a figure that had to be answered at some time in the future whether 
the NIOC would compensate the national government. 

Mr. Mounrarn. That question was irrelevant at that point? 

Mr. Warne. It was irrelevant at that point for this reason: that 
vou had the employees down there and they had to be paid every month. 
We had to go ahead with it. 

Mr. Mountain. Let me read from your report some of these items. 

Mr. Meravrer. Before you leave that employee payment of about a 
million dollars a month, why would it not have been proper to expect 
that when the Anglo-Iranian Oil Co. was back in production and 
could put out some revenue that they should not have paid back the 
United States Government that money that was advanced to keep 
them intact while the negotiations were going on? 

Mr. Warne. We did institute a loan program over there of $35 
million at the time when it became apparent that oil revenues would 
be returning to the Government of Iran. 
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While we did not offset that against payments made to NIOC or 
anything of the sort, it more than covered the payments made to the 
NIOC. 

In other words, as soon as we got to the point where it was feasible 
to shift this aid program to a loan basis, we did so shift it. 

And that was in the amount of $32 million. 

Mr. Meaper. That was in addition to the $12.2 million that you 
reported in August 1954; was it not? 

Mr. Warne. Yes, it is ‘later aid. 

Mr. Mraper. But as to the $12.2 million there was no provision 
made for reimbursing the United ‘States for those advances to keep 
the staff intact? 

Mr. Warne. No, sir. The loan phase of the program did not come 
into it until we reached the next fiscal year. 

As a matter of fact, it was one of the points that we discussed— 
that report that Mr. Mountain was reading from was written just 
before I left Iran to come in here to present the fiscal-year program 
that did pick up the loan program, the $32 million loan program. 

Mr. Meaper. Now, if I understood Mr. Mountain’s question and 
your answer, you indicated that this $12.2 million would be paid by 
the National Iranian Oil Co. to the Government of Iran. 

Mr. Warne. No, I did not know specific arrangement had been 
made on that at that time. It was an assumption that the Government 
of Iran and the National Iranian Oil Co. would work out an arrange- 
ment. 

Mr. Harpy. To pay back the United States? 

Mr. Warne. To pay back the Government of Iran. But then, we 
shifted the aid program to a loan basis at that point, too, simultan- 
eously. 

Mr. Mraper. But I gathered that the Iranian Government was go- 
ing to get this $12 million out of the oil company at some future 
time and just put it in the treasury and not repay the United States 
who had actually put up the money and in that way would gain an 
additional $12 million; is that what you see as possible? 

Mr. Warne. No, I don’t see that because at the moment 

Mr. Mraper. I think your answer tended to leave our record with 
that meaning. 

Mr. Warne. No, I said at the moment that oil revenues were re- 
sumed, at the moment. 

For example, when it might be expected that NIOC would have 
some money to repay its Gover nment if that were the arrangement 
made—at that moment we turned the aid program into a loan pro- 
gram with a $32 million loan. 

Mr. Brownson. That still does not reclaim the money that we paid 
before in salaries at the time that the oil industry was shut down. 

I hate to be so vulgar about talking of repay ment to the United 
States and that kind of stuff. I realize that that is a low level of diplo- 
macy, but that is a matter I am vitally interested in. 

Mr. Warne. Would this statement be of help to you, that just the 
moment when we could shift this program to a loan basis I recom- 
mended that we shift it. It was approved by Mr. Stassen and others 
here in Washington, and we did shift it. 

Mr. Harpy. Now, let us explore that just a moment. You say that 
Was a $32 million program ? 





978 UNITED STATES AID OPERATIONS IN IRAN 


Mr. Warne. $32 million loan, as I recall it. 

Mr. Harpy. Who made the loan ? 

Mr. Warne. The FOA made it to Iran. 

Mr. Harpy. FOA made a loan to Iran ? 

Mr. Warne. Yes, sir; through the Export-Import Bank, but it 
was our money. 

Mr. Harpy. Do you know whether actually any of that loan has ever 
been used ? 

Mr. Warne. I was gone, but I am sure that it has been used. It had 
been used. 

Mr. Harpy. And the Iranian Government actually owes the Export- 
Import Bank $32 million now? 

Mr. Warne. That is my understanding. I am sure that is correct, 
Mr. Chairman. 

I think you may be confused with another proposed loan 

Mr. Harpy. I think we are confused on several things and maybe 
some other proposed loans, but what period of time would this loan 
represent ¢ 

Mr. Warne. It represented the period of time from the 21st day of 
March—lI mean in our calculations—to the 6 months 

Mr. Harpy. Approximately what was it, in 1954? 

Mr. Warne. 1955. It represented the period of time from the 21st 
day of March to sometime in the fall. 

Mr. Harpy. Of 1955? 

Mr. Warne. Yes. 

Mr. Harpy. And actually those funds were made available after you 
left ? 

Mr. Warne. They actually were made available. 

Mr. Harpy. What was the specific use to which those funds were 
to be put ? 

Mr. Warne. They were to be put to budgetary aid. 

Mr. Harpy. Budgetary aid and do you know if any effort has been 
made to repay any of them, or are aay of them due yet ? 

Mr. Warne. It is my impression they are not due yet. 

Mr. Harpy. Do you know whether there were other loan programs 
beyond the latter part of 1955? 

r. Warne. Not of my own knowledge. I haven’t actually gone 
back and checked up on that. 

Mr. Mounratn. I believe you stated that there was this $32 million 
loan. How much of this additional aid was there on a grant basis at 
this same time? 

Mr. Warne. You will excuse me if I am not absolutely accurate 
on this. It is my recollection that the grant aid had been given and 
used prior to that date and there was not any more grant aid out of 
what we call the package program at that time. 

Could I be wrong about that ? 

Mr. Mounta1n. Do you recall the amount of the grant aid? 

Mr. Warne. We had a total of $127,000,000, I believe, for the 1955 
fiscal year. 

How that is broken down, I am not quite sure, but it is something 
like this: Nineteen million five for technical assistance; $2 million for 
loan for technical assistance; $30 million for loan for budgetary aid; 
and the remainder, I think, was grant for budgetary aid. 
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Mr. Harpy. If I might return for a moment to this $32 million 
loan that we were talking about awhile ago, did the working out 
of that loan proposition serve to reduce our grants in budgetary aid? 

Mr. Warne. Yes. 

Mr. Harpy. We actually spent less than had been originally allo- 
cated for that year. 

Mr. Warne. I cannot tell you that, Mr. Chairman. I can tell you 
this: That our earlier experience was that we had a little left over 
after each of our periodic program forecasts. So that the program 
would run a few weeks longer than we had forecast each time. 

It is quite possible that same thing held true in the 1955 fiscal year; 
I don’t know. 

Mr. Harpy. What I am thinking about is this: This loan thing was 
set up in March, as I reeall it, of 1955? 

Mr. Warne. Yes. 

Mr. Harpy. Already there had apparently been an allocation of 
crant for the year 
~ Mr. Warne. That amount which had been set up for grant, at least 
a part of it, or perhaps all of it, had been used at that time. 

Mr. Harpy. The only thing I am trying to get at, was the $32 
million loan in addition to the use of the full amount of the grant? 

Mr. Warne. I think so, but I did not run the program—— 

Mr. Harpy. So it did not save any grant money by effectuating the 
loan ¢ 

Mr. Warne. We cut down on the size of the grant, yes; by exactly 
he amount of the loan. 

Mr. Harpy. We cut down on it only to the extent that we were 
to reduce the grant for the succeeding year? 

Mr. Warne. No; for that year. 

fr. Harpy. Then I understand your testimony would be that we 
did not use all of the money that had been allocated for grant purposes ? 

Mr. Warne. No, sir; the program was based on part grant and 

part loan. 
fr. Harpy. It was originally set up that way ? 

Mr. Warne. Yes, sir; it was set up that way and approved about 
the 15th of October 1954. 

Mr. Harpy. I had not understood that there were both of those 
elements in the original program for that year. 

Mr. Warne. Yes, sir. 

Mr. Brownson. How much of that was technical aid ? 

Mr. Warne. Nineteen million five was technical assistance and $2 
million loan was technical assistance. 

Mr. Brownson. That is pretty good. I was reading your statement 
you made down in Rio when the t ‘aveling members of the subcom- 
mittee had the hearing down there. You said: 

I spent nearly 4 years in Iran, where we had to scratch to find anyone who 
could receive technical assistance. 

Evidently you were able to scratch up a few. 

Mr. Warne. Well, it is often said that one should never write be- 
cause he is going to have it quoted back to him. Perhaps one should 
say he ought even to avoid speaking. 

Mr. Harpy. Well, that has happened to me, too, Mr. Warne. I 


think this is a good breaking point. Can you be with us this after 
noon ? 
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Mr. Warne. I can be with you this afternoon, Mr. Chairman, if 
you feel that I should. I was scheduled to leave here for Rio tonight. 

Mr. Harpy. I did not realize you were headed so fast. 

Mr. Warne. I have a meeting set up in New York tomorrow and 
the next day. I had all these little departure problems that I have 
to work out at the office this afternoon. Meetings with various and 
sundry officials, and so forth. 

I probably could cancel my Thursday appointments in New York. 
I would not like to, but I probably could. Then I could meet you 
tomorrow morning, which might be more convenient for me, if it went 
that way. 

Mr. Harpy. In view of the fact that the House is going into session 
tomorrow at 11, it is going to complicate things over here for us. 

If we could impose on you for about an hour, or a little more, this 
afternoon, maybe we will just have to sign off for the time being. 

Mr. Warne. What time would you suggest ? 

Mr. Harpy. Two o’clock, if that is agreeable with you. 

Mr. Warne. I will be here at 2. It may take a little rearranging, 
but I will be back at 2. 

Can I count on being back up there shortly after 3? If I can, then 
I can make my schedule. 

Mr. Harpy. We will try to work it out with that in mind. 

Mr. Warne. All right; I thank you very much. 

(Thereupon, at 12:15 p. m., the subcommittee was recessed, to re- 
convene at 2 p. m., in room 304, Old House Office Building, same day.) 





AFTERNOON SESSION 

Mr. Harpy. The subcommittee will come to order. 

Mr. Mountain, will you please proceed with the examination ? 

Mr. Mountain. Mr. Warne, at the close of our session this morning 
there was a point which had not been cleared up entirely, and that was 
the relationship of these two items in your report of August 23 on the 
expenditure of funds for the first year to the rest of the items in that 
list. 

The two items to which I refer are the monthly budget deficits of 
the Iranian Government and monthly deficits of the National Iranian 
Oil Co. 

For simplicity of getting this matter straightened out, do we under- 
stand that when you use the term “budget aid” you include in that 
not only ordinary Government expenditures such as may have been 
customary in the past, but also funds for any expenditures that may 
be made by the Government in the form of expanded activities? 

Is that the difference between these first two items and the follow- 
ing ones on the list which include such things as bonuses for the army, 
and so on? 

Mr. Warne. Yes; that is right. In other words, the bonus for 
the army was all budget aid just as much as the first one, if you want 
to use the general category, but the bonus for the army was a sep- 
arable item for consideration in the setting up of the planning table. 

Mr. Mounratn. The difference might be characterized in this way: 
This bonus payment would be a Government expenditure which we 
supported, but it was not a normal budgetary deficit as such. Would 
that be the difference between the first two items and the others? 


Ree 
eR a 








Fo eases Aaa is ioe 






wa 


Cia 








Mr. 
budge 
words, 

Mr. 
our m 
embra 

Mr. 
was us 

oint. 
. The 
budge 
nated, 
budge 

Mr. 
categt 

Mr. 
of bo 
really 
Instes 

Mr 
set uy 
of thi 

Mr 

Mr 
whicl 
the a 

Mr 

Mr 
the p 

Mi 

Mi 
tribu 
larly 
the : 


indi 
M 


Wwrol 


UNITED STATES AID OPERATIONS IN IRAN 981 


Mr. Warne. It might be better said that it was not an anticipated 
budgetary deficit when we set out the planning table first. In other 
words, it was an item that entered at that point. 

Mr. Mountarn. I think the question we are trying to clarify in 
our minds is whether or not under your concept of budgetary aid it 
embraced payments to underwrite expanded Government activities? 

Mr. Warne. Well, sir, there were some of the items for which it 
was used that were expanded Government activities, if you make the 
point of departure the 19th day of August 1953, for example. 

They were not expanded activities over the long run in the Iranian 
budget, but they were the resumption of activities that had been elimi- 
nated, actually, from the Government budget—not actually from the 
budget but from the amount of the budget which they were covering. 

Mr. _—, Is that bonus situation where the army falls into that 
category 

Mr. Wakne. Yes, sir; they would fall there. They had a system 
of bonuses which they used in lieu of salary increases. The effort 
really was to get a salary increase at that time, but it did not occur. 
Instead, there was a bonus given to the army. 

Mr. Harpy. Then, in effect, the budgetary aid as it was originally 
set up as budgetary aid would include an item to pay the normal salary 
of the army; is that right? 

Mr. Warne. Yes, sir. 

Mr. Harpy. This bonus to the army constituted actually a pay raise 
which put their pay level above the rates which were paid at the time 
the aid program was begun; is that right? 

Mr. Warne. In effect, yes, sir; that is right. 

Mr. Harpy. Actually, we were using the aid program to increase 
the pay of the military ; were we not? 

Mr. Warne. To the extent of that bonus, yes; that is true. 

Mr. Mounratn. Well, in the same sense these other items like con- 
tributions of the Iranian Government to joint projects could be simi- 
larly described; could they not? This is an item in your report in 
the amount of $1.1 million, and I believe that it represented the 
Iranian Government’s contribution to our TCA program? 

Mr. Warne. I cannot tell you now for certain whether it repre- 
sented a contribution to the TCA program or to the impact program, 
but it represented certainly a part of their contribution to one or the 
other programs in which we were interested ; yes. 

Mr. Harpy. So, with our economic aid we paid them the money to 
pay us a part of their part under technical assistance? 

Mr. Warne. If you want to put it that way; yes. 

Mr. Harpy. Well, is it or is it not a proper way to put it? 

Mr. Warne. I would say that with the account 30824 a part of 
the contribution of Iran to joint projects was made to the extent 
indicated here. 

Mr. Harpy. Well, was that a recognition that, maybe, we were 
wrong in requiring them to make as much contribution as was origi- 
nally programed ? 

Mr. Warne. Well, it certainly is a recognition that an additional 
allotment was needed. I cannot remember now whether that was 
to expand some program in which we were mutually interested or 
whether it was to meet some other obligation in connection with the 
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Po ga in which we were mutually interested. It might have been 
either. 

Mr. Mountarn. Mr. Warne, if I could help refresh your memory, 
your report says this: 

This item of 104.4 million rials or $1.1 million represents the cash contribu- 
tion of the Iranian Government to joint projects with OMI. 

I believe OMI refers to the operations mission in Iran; is that 
correct ? 

Mr. Warne. That is right. 

Mr. Mountain (reading) : 

These projects are all of a lasting nature, and will make a continuing con- 
tribution to Iranian welfare. 

That is the explanation as contained in your report. 

Mr. Harpy. I do not know whether you can appropriately make 
very much distinction if we were going to pay a substantial part of 
the cost of running the Iranian Government. Maybe we had just as 
well use some of that to pay the Iranian Government’s part of the 
technical assistance programs and other cooperative programs, but 
when you do, you certainly lose that element of joint participation, 
it seems to me. 

Mr. Warne. Mr. Chairman, your theory is not badly taken, but 
look at this problem: 

Iran was in a deficit position with regard to her budget at that 
time. 

Mr. Harpy. My point is this: Maybe, when we were setting up the 
technical assistance program, if it was a worthwhile program, we 
should not have required them to make any contribution. 

Mr. Warne. As a matter of fact, it might have come out to the same 
point; that is right. 

Mr. Harpy. Apparently it would come out to the same point. 

Mr. Mountarn. Mr. Warne, that reminds me of one other point 
which I would like to cover: As a result of the session this morning, 
do we understand that in the computation of these budget deficits 
members of the Embassy and the mission staff worked up figures 
to compute the amounts which you later requested, or which the 
Embassy later requested, or either way? 

Mr. Warne. Yes; that is right. It was a joint effort of the staff 
which we had available there, which included both the staff from the 
Embassy and the staff from our agency. 

Mr. Mountarn. But these computations were not sent forward. 

Mr. Warne. Well, I would not say for certain that they were not. 
My belief is that summaries of them were sent forward. 

Mr. Mountain. I believe you stated that the request you initially 
made was not granted in the full amount, but was reduced back here 
in Washington ? 

Mr. Warne. Well, it is true that we suggested, I think, $60 million 
or $65 million—that figure we used this morning—and $45 million was 
the sum fixed. However, about the same time our suggestion for 
$60 million or $65 million was forecast to last a longer period of time 
than the $45 million which was described. 

Mr. Mounrtarn. In other words, what came out of Washington was 
a part payment on the program which you had suggested, and was not 
a reduction made by Washington in your request ? 
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Mr. Warne. It was an absolute reduction in the amount of money 
available, and we had no assurance at that moment that there would 
be any more. However, there was, in effect, an agreement that we 
would do our planning to carry through until the 21st of March 
1954, rather than until the end of the fiscal year, June 30, 1954. 

Do you see? tS i Pedy 

Mr. Mounrarn. What I believe we have in mind is the question as 
to how, without the computations that you used in the field, the De- 
partment and your agency here in Washington were in a position 
to edit, so to speak, your request and make a judgment as between the 
portions of it. 

Do you have any comment thta you could help us with on that point ? 

Mr. Warne. No; I donot have any comment on that. 

Mr. Harpy. I do not want to suggest that you comment if you have 
no comment, or no basis for it, but unless the people in ae 
have some background information on the details—I am not talking 
about a broad concept of needing everything—they would have a little 
difficulty in arriving at the proper amount and I have a little difficulty 
in understanding how they could have arbitrarily reduced your figure 
from $60 million to $45 million. 

Mr. Warne. It is my recollection now that it was not so much a 
reduction in the figure as a reduction in time. 

Mr. Harpy. As a matter of fact, you subsequently received an addi- 
tional allotment of $15 million; did you not? 

Mr. Warne. Yes; which brought it right back to the way I origi- 
nally remember our estimate, you see. However, there was a purpose, 
and I think that purpose was served in reappraising that program on 
the 2ist of March. 

Mr. Harpy. When you finally received this $60 million, that covered 
a period of time through June 30, 1954. Is that what that was for, or 
does it go further than that? 

Mr. Warne. I cannot remember for certain, but it is my recollection 
that it carried on a brief period beyond June 30, 1954. 

Mr. Harpy. It carried on into the next fiscal year ? 

Mr. Warne. Yes. 

Mr. Harpy. You are talking about fiscal year 1954, and the early 
part of fiscal 1955. What was the amount of comparable aid author- 
— for fecal 1955? Do you know, or do you have that information 
with you! 

_Mr. Warne. I ought to have that information right at my tongue’s 
tip, but this is about the way it was: The economic development aid in 
fiscal year 1954 and the early part of fiscal 1955, before a new allotment 
was made, amounted to—I was going to say $80 million. 

Mr. Mountain. Mr. Warne, would these figures sound correct to 
you, for fiscal 1955? 

Budget support, $52.8 million; technical cooperation supplement, $8.5 million ; 
special economic did and technical cooperation, $13 million, and direct forces 
aid for the Army, $2,100,000, making a total of $76.4 million. 

Mr. Warne. That sounds right. 

Mr. Mountarn. Well, this of course would be sufficient for the pres- 
ent, but subject to later verification. 

Mr. Warne. Yes. That is about the order of it. 

Mr. Mountain. For discussion purposes it is about right ? 
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Mr. Warne. Yes, sir. 

Mr. Harpy. That made a total of $76 million, which included some 
direct forces aid for the Army ? 

Mr. Warne. Yes, sir. 

Mr. Harpy. Is that comparable to our military assistance program ! 

Mr. Warne. It is a supplement to the military assistance program. 

Mr. Harpy. Well, I was just wondering, then, if that was a supple- 
ment to the military assistance program, it would indicate that there 
were other funds being appropriated through that channel. I believe 
we touched on that earlier this morning. 

Mr. Warne. Not for comparable purposes, I think. 

Mr. Harpy. I was just wondering why that supplement to our mili- 
7 assistance program would show up here when the initial amounts 

id not. 

Mr. Warne. This is kind of what you call direct forces, or defense 
forces aid, which actually did not come into play according to my 
recollection until after I left there, or about the time I was leaving 
there. Earlier we did not have that element in the program there. 

Mr. Harpy. You did not know the extent to which our military aid 
program was also functioning ? 

Mr. Warne. I know we had a military-aid program functioning 
there, but it is my recollection that it was dealing in hardware, and 
that kind of thing, such as ammunition and, maybe, uniforms. 

Mr. Harpy. You are not aware of any special consideration that 
brought this $2 million into consideration along with the funds for 
economic aid ¢ 

Mr. Warne. I am vaguely aware that there was a discussion of the 
issue ; yes but I do not really.know what the considerations were. 

Mr. Harpy. I am trying to see if I could find any basis—and I do 
not know where to look for it and I suppose we will have to look some- 
where else—presumably for military aid funds to be coming in from 
two different sources. That is what I am talking about. 

Mr. Byrne, do you want to comment on that ? 

Mr. Byrne. I think, Mr. Chairman, we have documentary records 
of all of this $2.1 million. 

Mr. Harpy. Well, we will get that some other time. 

Mr. Byrne. The fact is that this was not finalized until after Mr. 
Warne’s departure from the country. 

Mr. Harpy. I have just one other question which will, maybe, shed 
a little light on it: 

As I understood those figures when we had the amount here a 
moment ago, there was $8.5 million for technical cooperation which 
was a pretty big comedown from what they had received in the past. 

Mr. Warne. Well, one ought to keep in mind that the comparable 
figures for technical cooperation in each of those years was approxi- 
mately $23 million. It dropped down to $21.5 million in the 1955 
fiscal year, but owing to redefinition as the years went by of what tech- 
nical assistance was, and what development aid was, the program 
was split out there insofar as the allocation of the funds was concerned, 
and a part of the $23 million was actually classified as development 
assistance. 

Mr. Harpy. Well, now, I think maybe I misread these figures a 
little bit. The sum of $8.5 million is shown as technical coopera- 
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tion, and the sum of $13 million is shown as special economic aid which 
apparently is a technical cooperation supplement. 

Mr. Warne. Yes, sir. 

Mr. Harpy. Was all of that programed at one time? That brings 
you to a total of $21.5 million ¢ 
“ Mr. Warne. That is right. That is what I was describing this morn- 
ing as the technical cooperation program, and that is comparable, 
and it is in a straight-line extension of the program in the previous 
fiscal year which was listed, I think, at $23 million, if you added 
dollars. 

Mr. Harpy. This separation as between technical cooperation and 
technical cooperation pages has no special significance ? 

Mr. Warne. It has only the significance of matching separations 
that were made in the appropriations act. In other words, you could 
follow the appropriations act breakdown in this figure here. 

The first year and the second year funds were all appropriated under 
the title of “Technical Cooperation” but this year they divided them 
into “Technical Cooperation” and “Development Assistance,” I think, 
but the allotments were made to a single program, at least in Iran. 

That might not be true in other countries, but in Iran it was true. 

Mr. Harpy. I am now getting down to the other question: I was 
trying to ascertain this: When you add these figures up you have a to- 
tal with the technical assistance of $76.4 million. That compares with 
$83.4 million the preceding year, which would indicate that we have 
accomplished some reduction presumably in anticipation of some 
settlement of the oil revenue question. Is that a reasonable basis for 
this reduction ? 

Mr. Warne. Well, the reduction is more than is apparent because 
the previous year we did not run the program for the whole of the 
fiscal year. We did not pick up the program until September. 

Mr. Harpy. You did not pick it up until September, but you ran 
it through until August, did you not? 

Mr. Warne. Yes; that is right, but I do not know how long the next 
program ran to, either. 

Mr. Harpy. Well, presumably, I would have supposed that it was 
based on the remainder of the fiscal year, which would mean that you 
did not have much more time to run than you had run out of your 
previous budget. 

Mr. Warne. My point may not have been well taken there. I cannot 
tell you for certain that we covered a longer period with the second 
than with the first, although at first blush I thought we had. 

Mr. Harpy. What I am leading up to is simply this: The difference 
between $76 million and $83 million is $7 million. So, it looks 
like a $7-million reduction in the cost of our total aid activities in 
[ran in 1955 as compared to 1954; is that right? 

Mr. Warne. I think that is right with an additional fact that in 
1955 there was $32 million of it extended on a loan. 

Mr. Harpy. Is that $32 million included in the $76 million ? 

Mr. Warne. Yes. 
= Harpy. So that of this $52.8 million, $32 million of that was a 
oan ¢ 

Mr. Warne. Yes; I believe that is right. 
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Mr. Harpy. So that taking into account the loan, your total aid 
expenditures for 1955 started off at a level of $7 million less than for 
an almost comparable period of 1954? 

Mr. Warne. I think those figures would indicate that; yes. 

Mr. Harpy. All right; go ahead, Mr. Mountain. 

Mr. Mountain. In the agreements reached between the Iranian 
Government and the United States in which the United States fur- 
nished this aid, what undertakings did the Iranian Government con- 
tract for? 

Mr. Warne. Well, those were different at different times, and for 
different programs, Mr. Mountain. The aid program—that is the 
one we are specifically interested in at this time—— 

Mr. Mountain. The budgetary aid point is the one in which I am 
interested. 

Mr. Warne. They agreed to use it for the purposes of the budget 
support in accordance with a planning table which, in effect, was a 
mutually arrived at deficit budget. 

Mr. Mountain. Did they in any form attempt to undertake fiscal 
reforms? 

Mr. Warne. I cannot tell you that they signed documents to under- 
take fiscal reforms, but they did ask for and receive our technical 
assistance in a review of their tax-collection programs and in a review 
of their fiscal operations, and we got people over there and went 
through it with them. 

Mr. Mountarn. Were there any conditions placed upon the Iranian 
Government so far as things like fiscal reforms are concerned, as a 
condition of receiving this aid? 

Mr. Warne. No; I do not think it was made conditional, although 
we did put pressure on them to move into those areas. 

Mr. Mountain. My question is directed to a statement which I 
believe you made this morning to the effect that it was your purpose 
to see that they pursued a pattern of austerity, insofar as possible, 
to bring their expenditures and revenues into line. 

Mr. Warne. That is right. 

Mr. Mountain. I would like to ask what steps were taken in con- 
nection with the Iranian Government to accomplish that end. 

Mr. Warne. Well, one of the steps was that under the technical 
assistance program we brought Dr. Taylor over there, who is quite an 
expert in his field, who a many months but not quite a whole year 
working directly with the Iranian Ministry in its internal revenue, 
customs, tax collection, and general treasury offices in finding out by 
working with their own people the problems they faced in increasing 
tax collections and revenues and then working out actual regulations, 
procedures, and orders to be issued by the Minister of Finance designed 
to effectuate reform in these fields. 

Mr. Mountain. There are the fields of tax collection ¢ 

Mr. Warner. Usually, I think the most pregnant one was the tax 
collection field; yes, but it also had to do with tax collections, not just 
the collection of individual taxes, but also tax collections as they 
affected customs eo 

Mr. Mountain. Did any of this work involve recommendations on 
their expenditures ? 

Mr. Warne. We were working on the expenditures, but not through 
this man, but through constant review with the Treasury General of 
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the Iranian expenditures, and I had another man on that who worked 
there full time. ! ; 

Mr. Mountain. This was not a technical cooperation project ¢ 

Mr. Warne. That was not a technical cooperation project. In 
working with the expenditures it was not a technical cooperation 

roject. 

That was a part of our administration of aid funds, but the work 
on the proposed fiscal reforms was a technical cooperation project. 

Mr. Mounrarn. Did this technical cooperation project for fiscal 
reforms develop any recommendations for the Iranian Government to 
institute ? 

Mr. Warne. Yes, sir. 

Mr. Mountain. Did they institute them ? 

Mr. Warne. They had issued them; yes. 

Mr. Mountain. You mean they had issued certain new regulations ? 

Mr. Warne. They had issued new regulations as a result of this 
work. 

Mr. MountarN. Do you have any information to indicate that the 
regulations were effective / 

Mr. Warne. Well, I did not stay there beyond that period long 
enough to give you my own assurance on it. 

Mr. Mountarn. Other than the issuance of regulations, could you 
say of your own knowledge that they have made any fiscal reforms? 

Mr. Warne. They reorganized several of their bureaus. 

Mr. Mountain. In terms of impact and in terms of effectiveness 
are the points I am interested in. 

Mr. Warne. That was it. They were endeavoring to increase the 
effectiveness of these bureaus. 

Mr. Mountarn. Can you say of your own knowledge whether they 
were successful at all in this undertaking ? 

Mr. Warne. Well, I do not know. { think they were, but the effect 
could not be measured until after the period I was there. 

Mr. Mountarn. You mentioned a little earlier the planning table, 
and I presume this is what you are referring to, and its uses as far 
as the missions’ role was concerned in controlling expenditures and 
helping the Iranian Government learn how to properly expend money. 
Is that correct ? 

Mr. Warne. I do not know that I would go so broadly as to say we 
were teaching them how, but yes, that was the general purpose of the 
planning table, to set up controls over the aid funds. 

Mr. Mountain. Would you tell us just what the planning table was, 
and how it was drawn up and who drew it up, and how it worked ? 
I do not mean the $3.50 tour, but the 50-cent tour will be fine. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Warne. The planning table was a listing of a deficit income— 
the aid income—by categories of sources, and a listing of the outgo 
which we and they mutually agreed should be covered by this income. 

Mr. Mounvarn. May I ask at this point: Deficit income? By this 
do you mean only the aid ? 

_Mr. Warne. Only the aid money; that is right. The aid money. 
So if, for example, we estimated in July that 10,000 tons of sugar 
Were going to arrive, we listed estimated rials to be procured with that 
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sugar in July. Obviously you could not make an expenditure in 
June, but it had to come in July or later. 

In effect we worked out what we called the deficit budget plannin 
table, showing how much money we could expect to come from noch 
one of the categories of operation we had authorized under the aid 
program. Then we set down our second half of that table, the places 
where that money could go, and what month it could be expended, so 
that no expenditure from the aid account, 30824, was supposed to be 
made until you found the point on the planning table where it was 
set down authorized both as to time and purpose. Do you see? 

Mr. Mountain. Now, these expenditures were made with your 
counter signature, were they ? 

Mr. Warne. No, sir. The planning table was made with my coun- 
ter signature. The actual withdrawals from 30824 were made, | 
think, on the signature of the Treasurer General of Iran, but reviewed 
every day. All of them eee instantly—that is, we got a carbon 
copy of each of those withdrawals which went through my Assistant 
ae for Economic Assistance, and he kept the tabs on the planning 
table. 

Mr. Mounrtarn. At what point in the process of giving aid was the 
planning table drawn up? 

Mr. Warne. We drew the planning table even before we gave the 
first of the aid, but we do not think it was actually formalized as a 
countersigned document until later, because all of us were a little un- 
certain as to our exact ability to forecast in that detail at the very 
outset. , 

Mr. Mountain. What period of time did the planning table cover 
when it was drawn up? 

Mr. Warne. The ial table covered the period of time that a 
particular increment of aid was expected to cover. So a new planning 
table was drawn to reflect any new situation in the aid account. 

Mr. Mountain. Any new income? 

Mr. Warne. Any new income in it, or in the event that a matter 
was brought up and it was necessary to make an exceptional expendi- 
ture out of it—as for example the bonus to the Army—we reset the 
anne. table at that time to show what else had to be cut down or 

ow that was to be met. 

Mr. Mountain. In a sense what you did, faced with this bonus of 
the Army, was to reprogram across the board in terms of total income 
you had and the prior picture of expenditures. 

Mr. Warne. As of that block of aid. 

Mr. Mountain. You did not reprogram the other blocks of aid? 

Mr. Warne. We did not reprogram what was behind us. The plan- 
ning table always went from this month forward. If you had to 
change your expenditure program or if your income program was 
being changed by the addition of more aid, why, you had a new plan- 
ning table at that point. You did not make up a new planning table 
every month or every 3 months, but when 1 of these situations faced 
you. 

Mr. Mountain. How was it determined to just what objects ex- 
penditures would be made to set up that lower half of your table! 
What was the basis of the distribution among objects? 

Mr. Warne. That was in part on the basis of negotiation with the 
Iranian Government. In part it was on the basis of our own program 
planning. Both. 





UNITED STATES AID OPERATIONS IN IRAN 989 


Mr. Mountarn. The expenditure side of the planning table might 
be a good deal more extensive than the incoming side ? 

Mr. Warne. It would have more items on it. 

Mr. Mountarn. More items? 

Mr. Warne. Yes. 

Mr. Mountatn. I would like to ask one further question. Did you 
feel that this gave you, as mission director, a fairly firm control over 
the way the aid money was expended ? 

Mr. Warne. Yes,sir. I felt that it did give me a firm control over 
the use of the aid account. 

Mr. Mountain. You are aware, I believe, that there was an over- 
draft of a considerable amount at one point. 

Mr. Warne. Not, I think, during my time there. 

Mr. Mountain. Not during your time. Is it true that during the 
period September 1953 to January 1954 the Government of Iran with- 
drew from account 30824, your planning table account, 39.7 million 
rials, or approximately $444,000 more than the actual budget deficit 
during this period ? 

Mr. Warne. I think that is one of the statements made in this book 
here. 

Mr. Mountain. It is. It appears in that GAO report. 

Mr. Warne. I assume that it is accurate, although I did not have 
the recollection of that until I read it in this book. I do not know 
what the explanation is for it, but I think there is one. 

Mr. Mountain. Then you were not aware at the time it occurred 
that such a thing did oceur ? 

Mr. Warne. If I was, then I was also aware of the explanation at 
the time. 

Mr. Mountain. And you have no recollection? 

Mr. Warne. I have no recollection of waking up some morning and 
finding it overdrawn in that account, because we worked fairly closely 
on that. 

Mr. Rornenserc. I just want to point out there is a memorandum 
by Mr. Fried, dated January 14, 1934, in which he points up this 
overdraft. 

Mr. Harpy. Apparently you are going to have to get a little further 
ie to establish all the aspects of it, because Mr. Warne does not 
recall, 

Mr. Warne. I think the records will disclose whatever was the fact. 

Mr. Harpy. Mr. Warne, I want to get on a slightly different subject 
fora second. In looking over this itemization of expenditures in this 
report of yours of August 1954, I was just wondering how the specific 
programs represented by these individual expenditures were finally 
established. Are they done entirely in the field? For instance, take 
the one we talked about this morning; the payments to Government 
commodity agencies. No, that is not the one. It was the rial pay- 
ment to Government agencies for importing of essential commodities, 
32.6 million. Was that activity decided on entirely in the field, or was 
that subject to approval in Washington ? 

Mr. Warne. Not subject to specific approval, Mr. Chairman, I think, 
except in broader categories than that. 

In other words, our problem was to take this amount of money and 
translate it into rials. We worked out several systems for doing it. 
Each of those systems was approved in Washington. Whether it 
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would be $2.1 million that went to that or $1.6 million or something 
else was our decision. It depended on what we could work out there. 

Mr. Harpy. Let us take the total figure of $60 million, which repre- 
sents a program for that specific year. In the decision to use so much 
of that money for each of these individual items, was that a decision 
that was left to the field under blanket authority, or was there a 
oo from Washington on the specific programs or parts of pro- 

ms 
oe: Warne. Sometimes that depended on the nature of the program 
itself. The authority was to proceed with this money under certain 
fixed and stated regulations to accomplish our end. When we ran into 
one that did not seem to fit in the regulations or where we were doubt- 
ful whether it would fit our general authority, then we had to come to 
base se in connection with it; and we did do that. 

Mr. Harpy. In substance you were told : “Here is $60 million. Here 
are the regulations. Here is our objective. Now you spend it in ac- 
cordance with these regulations to accomplish those objectives.” 

Mr. Warne. That is right. When we ran into situations that we 
had reason to believe did not come within the regulations we had to 
work it out with Washington before we proceeded. 

Mr. Harpy. I am sort of intrigued, making a comparison with a 
local situation. If we need to deepen the harbor at Hampton Roads, 
it takes us approximately 4 years to get authority, because it has to 
have a survey by the Army engineers and before they can make the 
survey that has to be approved by the Congress. After they make a 
survey there has to be an authorization act and that specific authoriza- 
tion of dredging that particular hole in the channel has to be approved 
by the Congress. Then the same thing has to be done by the com- 
mittee in Congress when you get the money. But here you got $60 
million on the statement: “Here is a set of regulations. Spend it.” 

Mr. Warne. I used to work for the Bureau of Reclamation, and I 
know exactly what you mean. We had the detailed review in the same 
way. 

Mr. Harpy. I think you can appreciate the fact that some of the 
folks over here are wondering why we are so much more generous— 
or, shall I say, so much “looser” in making contributions for civil 
works construction in foreign countries than we are at home, for 
instance. 

I have to answer this rolleall. There was one other item I had 
wanted to get a little explanation on, and that is in your receipts there 
is an item of $10 million designated as “Note cover reserve.” I had 
hoped that we would be able to explore that a little, but I am going 
to have to go. I think we will have to conclude these hearings for 
the time being. 

Mr. Warne. Would you like to have me submit a memorandum on 
that “Note cover reserve” ? 

Mr. Harpy. Either that or, if you could, take a few minutes to 
—— it with the staff here. They can still turn you loose by 3 
o'clock. 

Mr. Warne. That is perfectly satisfactory with me. 

Mr. Harpy. We will stand adjourned as of now. 

(Thereupon, at 2:50 p. m., Wednesda , May 2, 1956, an adjourn- 
ment was taken to meet at the call of the chaitinan.} 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 5, 1956. 
Hon. Porter Harpy, 
Chairman, Subcommittee on International Operations, 
Committee on Government Operations, 
House of Representatives. 

DeaR Mr. CHAIRMAN: Pursuant to the request made by the subcommittee in 
the course of hearings on May 31, 1956, herewith is a memorandum listing the 
provisions of the Mutual Security Act which give broad authority for operation 
or flexibility in the execution of the mutual-security program. 

While these provisions are not unique in the scope of the operating latitude 
they permit, in our opinion, the grant of such broad authority imposes a cor- 
responding high degree of responsibility for prudent management in adminis- 
tration. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


MEMORANDUM LISTING BroAap STATUTORY AUTHORITY UNDER WHICH MUTUAL 
SECURITY PROGRAM Is ADMINISTERED 


Mutual Security Act of 1954, as amended 
DIRECT FORCES SUPPORT, SOUTHEAST ASIA AND THE WESTERN PACIFIC 


Section 121 authorizes funds: 
“* * * for expenses necessary for the support of the forces of nations in the 
area of southeast Asia * * *.” 


DEFENSE SUPPORT, GENERAL AUTHORITY 


Section 131 (a) authorizes the furnishing to eligible nations of “* * * com- 
modities, services, and financial and other assistance designed to sustain and 
increase military effort.” 

DEVELOPMENT ASSISTANCE 


Section 201 (a) authorizes “* * * assistance designed to promote the eco- 
nomic development of the Near East and Africa, and for other types of 
assistance designed to help maintain economic and political stability in the 
area; * SS” 


TECHNICAL COOPERATION, ADVANCES, AND GRANTS 


Section 307 authorizes the making of advances and grants-in-aid—“* * * to 
any person, corporation, or other body of persons or to any foreign government 
agency.” 


SPECIAL PRESIDENTIAL FUND 


Section 401 (a) authorizes the use of certain of the funds otherwise available 
under the act—“* * * in any fiscal year, without regard to the requirements 
of this act or any other act for which funds are authorized by this act, in further- 
ance of any of the purposes of such acts, when the President determines that such 
use is important to the security of the United States.” 
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SPECIAL ASSISTANCE IN JOINT CONTROL AREAS 


Section 403 authorizes the furnishing of “commodities, services, and financial 
and other assistance” to nations and areas where the United States participates 
in joint control arrangements when found by the President to be in the interest 
of the security of the United States. 


EARMARKING OF FUNDS 


Section 402 directs the use of not less than $300 million of 1956 funds for export 
and sale for foreign currency of surplus agricultural commodities, and provides 
that the foreign currency accruing from such sales shall be used for the purposes 
of the act. While the dollar funds used under this section are subject to fiscal 
year limitations, we understand that ICA takes the position such limitations dis- 
appear upon conversion of the dollars into foreign currencies after sale of the 
commodities. 

ADMINISTRATIVE EXPENSES 


Section 411 (b) authorizes the use of MSA funds for expenditures outside the 
United States, other than for personnel compensation, “* * * for the procure- 
ment of supplies and services and for other administrative and operating pur- 
poses * * * without regard to such laws and regulations governing the obliga- 
tion and expenditure of Government funds as may be necessary to accomplish the 
purposes of this act.” 

WAIVER OF CERTAIN FEDERAL LAWS 


Section 533 permits functions authorized under the act to be performed, upon 
determination by the President that such action will further the purposes of the 
act, “* * * without regard to such provisions of law (other than the Renegotia- 
tion Act of 1951, as amended) regulating the making, performance, amendment, 
or modification of contracts and the expenditure of Government funds as the 
President may specify.” 

In addition to the foregoing authority conferred by the Mutual Security Act 
itself, the MSA Appropriation Act, 1956, continues the availability of funds obli- 
gated at June 30, 1955, and authorizes consolidation of such funds with 1956 
funds appropriated for the same general purposes. Thus, if prior year funds are 
deobligated they may then be reobligated during fiscal 1956. 
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COMPTROLLER GENERAL OF THE UNITED STATES 
WASHING TON 25 


MAR 1 5 1956 
B-125009 


Honorable Sam Rayburn 
Speaker of the House of Representatives 


Dear Mr. Speaker: 


Herewith is a copy of our report on our examination 
of the United States Assistance Program for Iran as ad- 
ministered by the International Cooperation Administra-~ 
tion, an agency of the Department of State, and the 
See agencies. Our examination covered the 

-year perked from 1952 through 1955 and was made at 
the Washington office of the agency and its overseas 
Mission in Iran. 


Because of political conditions in Iran during the 
Leyear period and the relationship of these conditions 
to United States foreign policy, the assistance program 
had certain unique features Pers size and c c= 
ter. Of the total a a of 205 million dollars, ap- 
proximately 113 million dollars was designated as 
emergency assistance, including cash grants, essential 
commodity imports, and a budgetary loan. The technical 
assistance a tg which —— 92 million dollars 
comprised s r types of assistance. These special 
activities were designed to furnish Iran with needed dol- 
lar exchange and apply the local currency proceeds de- 
rived therefrom for budgetary requirements and local 
costs of technical cooperation projects. 


The accompanying report describes the various 
aspects of the assistance program and presents the find- 
ings disclosed by our nation. 


A copy of this report is being sent today to the 
President of the Senate. 


fae yours, 
) t c { cf 


% 
Comptroller General 
of the United States 


Enclosure 
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UNITED STATES AID OPERATIONS IN IRAN 


REPORT ON EXAMINATION 
OF 


UNITED STATES ASSISTANCE PROGRAM FOR TRAN 


ZUNE_30,_ 1955 


INTRODUCTION 

We have made an examination of the United States technical 
and economic assistance program for Iran, which is a part of the 
activities authorized by the Mutual Security Act of 1954 (68 Stat. 
832) and pertinent prior legislation. Our examination was con- 
cerned principally with the financial and related administrative 
procedures under which the International Cooperation Administra- 
tion of the Department of State (ICA), and the predecessor agen- 
cies, the Foreign Operations Administration (FOA) and the Techni- 
cal Cooperation Administration (TCA), have carried out this pro- 
gram in the 4-year period 1952 through 1955. We reviewed, by ref- 
erence to selected projects and activities within the over-all 
country program, pertinent records and procedures both in the 
Washington office of ICA and at the ICA overseas mission? in Iran. 

Our examination resulted in the following findings which are 
discussed on pages 6 through 23: 


1. Significant administrative deficiencies existed in prior 
years but have been substantially remedied. 


2. The complex machinery with which the aid program is admin- 
istered requires simplification. 


lhereinafter referred to briefly as "Mission," 
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36 


4, 


56 


6. 


7 


9. 


10. 


11. 


12. 


13. 


14, 


15. 


16. 
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Substantial quantities of agricultural equipment were un- 
used, 


The Mission did not make systematic end-use checks to de- 
termine proper utilization of ICA financed commodities, 


Internal control procedures require strengthening to pre- 
vent irregularities. 


Transfer of all functions from the Office of Consolidated 
Services to its successor, the Master Joint Fund, would 
simplify joint operations. 


iM 
Fs 
= 
| a 
4 
4 


Increased Embassy support to the ICA Mission may reduce 
over-all administrative costs. 


Several industrial-type development projects have serious 
operating deficiencies which prevent successful completion. 


Development projects have been improperly designated as 
demonstration projects. 


The project for rural community development has shown slow 
progress. 


Recorded commitments for procurement of equipment are over- 
stated, 





Improvements are needed in the administration of the train- 4 
ing program. 


The student assistance program, because of its unusual na- 
ture, should have been separately disclosed to the Con- 


gress. 
The sugar import program in 1955 has been unsatisfactory. 


The commodity import program has lacked the benefits of 
centralized administration. 


The utilization of counterpart funds warrants more effec- 
tive control by ICA. 
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BRIEF DESCRIPTION OF PROGRAM 


Because of Iran's strategic position in the oil rich Middle 
East, it became one of the important postwar foreign policy objec- 
tives of the United States to help Iran protect its independence, 
develop its resources, and maintain internal stability. 

United States assistance started in fiscal year 1951 with an 
initial technical assistance program of approximately 1 million 
dollars. When the nationalization of Iran's oil industry and the 
resulting political and economic crisis seriously threatened the 
country’s internal and external position, the United States de- 
cided to assist Iran on a larger scale, sufficient to maintain 
sound conditions in the country. Also, Iran’s Seven Year Develop- 
ment Plan, which had been financed by income from the oil industry, 
was at a standstill, and United States assistance was requested to 
help finance the projects undertaken under this Plan. 

Aid programed both for fiscal years 1952 and 1953 totaled 23 
million dollars each, with major emphasis on development of agri- 
culture, public health, and industry. A part of the United States 
assistance funds was used to finance “rial generating" programs, 
such as sugar imports, and assistance to Iranian students in the 
United States. These activities generated Iranian currency (rials) 
in the sense that local currency proceeds were set aside and used 
for local costs of the technical assistance program. 

In 1954, following the change of government in Iran, the 
United States increased the program to 85 million dollars, includ- 
ing emergency aid of 60 million dollars. The emergency program 


was in the form of commodity aid and cash grants, the rial 


79239 O—56——64 
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proceeds from which ("counterpart") were applied according to a 
Jointly approved plan principally for budgetary support of the Ira. 
nian Government. 

The program for 1955 was 76 million dollars comprising 23 mil. 
lion dollars for development and technical cooperation projects 
and 53 million dollars for commodity and other emergency-type eco. 
nomic aid; the latter included 3 million dollars to finance 
United States surplus agricultural commodities. A portion of the 
aid in 1955, aggregating 32 million dollars, was in the form of 
loans. The local currency proceeds from the 1955 emergency aid 
program went, as in 1954, primarily for budgetary support. 

Funds programed and actually obligated during the 5 years 
1951-55 totaled 208 million dollars and 206 million dollars, re- 
spectively 


Obligated at 


Fiscal June 30, 1955 
year Programed (note a) 
1951 sao » 
1952 23.6 23.5 
195 23.2 22.1 
19 84.8 83.8 
1955 ~25.8 

208.2 206.2 


“ror details by programs and appropriations, see exhibit 1. 


The above obligations of 206.2 million dollars included 112.9 mil- 
lion dollars for emergency aid and 93,3 million dollars for regu- 
lar technical and development assistance. Funds in the latter cat- 
egory were used, to the extent of 31.4 million dollars, for rial- 


generating and other special activities similar in nature to the 
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emergency program. In addition, ICA administered in 1955 certain 
special aid activities aggregating $2,151,000, which were financed 
from military assistance funds. 

The agency plans a program of approximately 55 million 
dollars for fiscal year 1956, 

The program in Iran is administered by (1) the Mission, which 
is the overseas office of ICA, and operates under the general au- 
thority of the United States Embassy and (2) the Master Joint Fund, 
a support organization created under joint arrangements by the 
United States and Iran, and financed from local currency contribu- 
tions by the two governments. 

At the close of fiscal year 1955, the ICA Mission had a staff 
of 308 technicians and support personnel, including 88 local na- 
tionals. There were also some 100 technicians employed under con- 
tracts with American educational and professional organizations. 
The Master Joint Fund employed approximately 3,800 Iranian techni- 
cians and support personnel. Operations were administered from 
headquarters in Tehran and 10 provincial offices located through- 


out the country. 
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SUMMARY OF FINDINGS 

The emergency conditions which prevailed in Iran following 
the nationalization of the country's oil industry have been the 
overriding consideration in determining the size and nature of the 
United States assistance program during the last several years. 
The agency has pointed out that program decisions were largely dic- 
tated by immediate and urgent needs of the Iranian economy which 
the United States Government sought to meet. ICA believes that 
the assistance program, as it has been conducted by the predeces- 
sor ageucies, has accomplished significant results which have been 
most beneficial to the recipient country as well as to the 
United States. 

With the return of more normal conditions in Iran, ICA has 
taken steps, starting toward the close of fiscal year 1955, to re- 
orient its objectives from those of a basically short-range emer- 
gency program to the concepts of a longer range technical and 
economic assistance program. At the same time the agency has been 
able to overcome significant administrative deficiencies in the 
overseas program as conducted in the earlier years. In the suc- 
ceeding paragraphs we have summarized our findings regarding the 
various problems and deficiencies disclosed by our examination and 


the extent of remedial action taken by ICA and its overseas 


Mission. 
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Significant administrative deficiencies 


sistantially remedied Tp.) 


The assistance program for fiscal years 1952 and 1953 suf- 
fered from significant administrative deficiencies. Because of 
the urgency with which United States aid was required, combined 
with lagging administrative support by the Washington office, the 
Mission in Iran entered into sizable program commitments before an 
adequate field organization was built up and sound programing and 
financial procedures were developed. We noted the following prin- 
c pal deficiencies: 


1. The handling of local currency funds--acquired by the Mis- 
sion for the purpose of meeting local costs of the assist- 
ance program--outside the prescribed custody of a duly 
authorized disbursing officer of the United States. The 
required custody was established for transactions starting 
in October 1952. 


The use of such local currency funds for grants to Iranian 
Government agencies without obtaining a satisfactory ac- 
counting of their disposition. The necessary control was 
accomplished for assistance funds made available in subse- 
quent years through the establishment of the joint funds, 
in particular the Master Joint Fund, in April 1954. The 
operations of the joint funds and the procedures followed 
by them were placed under the supervision of the Mission. 


Pailure to maintain adequate accounting control over fis- 
cal year 1952 program funds, with the result that their 
obligational status could not be accurately determined 
until sometime in fiscal year 1954. 


Dollar grants to the Iranian Government for procurement 
from outside of Iran, contrary to prescribed procedures 
requiring letter of credit arrangements with commercial 
banks in the United States. The required procedures were 
put into effect in September 1952. 


Lack of a clear and consistent method of accounting for 
the commitment of United States funds for dollar and local 
currency requirements of cooperative project activities. 
Reported obligations and expenditures were finally re- 
stated at June 30, 1955, to conform to the contributions 
stated in the agreements. 
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The present Mission management has recognized that the elab- 
orate administrative machinery created by Iran and the 
United States to carry out the joint assistance program needs sin- 
plification, American financial and administrative support should 
be reduced, and the eventual transfer of the program to the proper 
Iranian authorities should be accelerated. The Mission issued in 
July 1955 a special policy directive calling for intensified ef- 
forts toward “integration” of the United States program with the 
activities of the appropriate agencies of the Iranian Government. 

Implementation of the Mission's policy of integration is ex- 
pected to terminate the practice of direct or indirect payments by 
the Mission of supplemental salaries to Iranian technicians. The 
improved financial position of Iran promises progressively larger 
financial contributions to meet these and other local support 
costs of the program. The Mission's ultimate goal is to gradually 
discontinue the use of dollar contributions for the generation and 
purchase of rials to pay for local costs of technical assistance 
projects and of administrative support. Funds used in this mamner 
during 1955 amounted to 7.3 million dollars for rial generation 
and 1.1 million dollars for rial purchases; this represented close 
to 40 percent of the funds which the United States contributed to 
the 1955 technical assistance program for Iran. 

Coincident with the assumption of greater financial respon- 
sibility, the host country will also be given more opportunity to 
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take over operating responsibility, such as for procurement of 
needed supplies and the operation of motor vehicles. 

In the past the Mission has been reluctant to turn over any 
of the 700 motor vehicles financed with United States aid funds 
for operation by the Iranian Government because of possible misuse 
and lack of proper repair facilities. Our observations in the 


field indicated that, where given the opportunity, the techmicians 


assigned by the host government have demonstrated the ability to 
maintain this and other equipment in good operating condition. In 
view of the considerable administrative burden borne by the Mis- 
sion and the Master Joint Fund in operating this large fleet, the 
Mission's expressed policy appears sound whereunder all project 
equipment, including project vehicles, will be transferred to the 
Iranian ministries at the earliest practical date. Based on our 
observations in the field, we believe that a gradual transfer 
should be hastened particularly in the provincial offices, in 
light of the large staffs of drivers and the substantial number of 
vehicles which are needed not only for the persomel of the provin- 
cial offices but also for the technicians employed by the Iranian 


ministries. 


The Mission and the Master Joint Fund had substantial quan- 
tities of unused farm machinery in the various field locations. 
Some of this equipment was not suitable for the conditions of the 
territory where it was located, or lack of qualified manpower had 


prevented necessary demonstration work. Also, in the procurement 
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of American equipment in the past, insufficient consideration was 
given to repair facilities available in Iran. The Mission's prop- 

erty records did not permit the necessary management decisions for 

transfer or other appropriate disposition of idle equipment. 

Agency officials pointed out that most of this equipment was 
purchased in the early years of the program when speed was con- 
sidered essential. The Mission intends to make every effort, upon 
completion of a comprehensive equipment inventory started in July 
1955, to utilize available equipment or dispose of surplus items 
in accordance with established ICA policy. 

Beyond the field of agriculture, the Mission's inventory of 
all project equipment is expected to serve as the basis for a more 
effective system of property control which in the past was inef- 
fectual. 

We recognize the significant improvements made in 1955 by the 
Mission's reconstituted Supply and Contract Office, especially the 
establishmens of records showing the contract status for each open 
procurement request. However, we noted that procedures relative 
to the control over equipment in transit were not adequate. In 
order to have at all times a reliable record of the status of the 
equipment after it is reported shipped from the United States, it 
is necessary that the Mission receive prompt reports from the re- 
ceiving office of the Master Joint Fund and that the Mission's Of- 
fice of Supply follow up systematically on shipments in transit. 

We observed that much of the ICA financed machinery and equip- 
ment did not bear the official Mutual Security emblem of the 


Clasped hands, nor had the Mission obtained approval by the 
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Washington office for situations where such labeling was not cone 
sidered practicable. 

The Mission has expressed its awareness of the need for fur- 
ther improvements in supply management and, given adequate man- 
power, expects to overcome the various deficiencies dating back to 
prior years. 

The Mission did not make systematic end-use checks, 
1 ne 

Prior to fiscal year 1956, the Mission Controller's Office 
has carried out selected end-use investigations concerning the 
proper utilization of United States financed commodities, but did 
not establish a comprehensive audit system as required by ICA regu- 
lations. Absence of such a system, especially with respect to 
private import transactions financed by ICA, has been due prima- 


rily to the lack of manpower. The Mission advised that effective 


in January 1956 a more active system of end-use investigation has 


been established. 

We noted also that the Mission did not obtain arrival reports 
from the Iranian Government as required by ICA regulations, which 
should be reconciled with commodity shipments reported by the 
Washington office. Unfamiliarity with the required reports has 
been an obstacle in the past, but the Mission informed us that a 


satisfactory reporting system has been negotiated and is now in 


effect. 
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Local conditions have been conducive to improper manipula- 
tions in the procurement of commodities and services, and the 
Embassy and the Mission have found it difficult to reoruit high 
caliber personnel, both American and Iranian. Investigations of 
reported irregularities led to certain improvements of control pro- 
cedures, especially at the provincial offices. Based on our field 
examination, we believe that conditions in Iran call for increased 
vigilance on the part of the responsible American officials, and 
positions involving the custody of moneys and equipment should be 
filled more carefully and surrounded with more adequate controls, 
especially in the provincial offices. There was a need for simpli- 
fication of the accounting procedures and records in use in the 
field offices and elimination of the several bank accounts and 
cash funds which invite unauthorized transfers and similar manipu- 
lations. We noted also that closer coordination in personnel 
matters is essential between the Embassy and the Mission to pre- 
vent the rehiring of personnel implicated in improper transactions. 
Pollowing our examination, the Mission stated that action was 
taken to simplify procedures as recommended by us. 





When the Master Joint Fund was created in April 1954, its 
predecessor, the Office of Consolidated Services, continued in ex- 


istence for the purpose of liquidating programs formerly under its 
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control. We suggest that the ICA Mission and the Iranian authori- 
ties bring about the dissolution of the Office and transfer its 
remaining functions and records to the successor organization. 
This would simplify joint operations and permit a complete and con- 
tinuous record of project contributions and expenditures which are 
presently split between the two support organizations. 

The Mission has agreed to this suggestion and advised that 
such transfer is planned during fiscal year 1956. 


In comparison with other countries where ICA Missions are 
stationed, the Administrative Services Section of the Embassy in 
Tehran has handled a relatively minor portion of fiscal and other 
support functions for the assistance program in Iran. This was 


due principally to unsatisfactory conditions in the earlier years. 


Effective in 1956, the Embassy took over the payroll functions, 


but other support functions remain which are common to both estab- 
lishments, for example, the preparation of disbursement vouchers. 
The Mission believes that there are no major fields in which 
administration by the Embassy would result in economies. We sug- 
gest that the Embassy and Mission reexamine this position in the 
light of working arrangements made by ICA for other assistance pro- 
grams and investigate those functions which could be readily admin- 


istered on a unified basis. 
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The predecessor agencies of ICA entered into financial con- 
mitments for a number of development projects without requiring 
reasonably specific operating plans and cost estimates. The proj- 
ects were characterized by delays in execution, changes in plans, 
and reprograming of project funds. 

In particular, this applies to certain industrial projects 
which were initially undertaken under Iran's Seven Year Develop- 
ment Plan and subsequently sponsored by the United States when the 
Iranian Plan Organization was no longer able to meet the foreign 
exchange costs. Since American financial help was more desired 
than American technical advice, and in view of the urgency with 
which United States assistance was considered necessary, the Mis- 
sion's technical staffs were unable to participate in the prepare- 
tion of detailed program plans and to remove obstacles to the suc- 
cessful completion of the projects. 

1. Construction of Kara) Dam (p. 45)--Two years after the 
principal agreement was signed, the major portion of the 
United States contribution, which includes funds transferred from 
four other projects, had been used only for a highway relocation 
project, whereas construction of the dam itself is still a matter 
of negotiation between the proper United States and Iranian author- 
ities. The relocation project, which is of a complex and costly 
nature, was undertaken as part of the United States supported 


“impuct program" with the special objective of relieving unemploy- 


mente. The agency has stressed the certainty of the eventual 
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construction of the dam and that primarily the financial arrange- 
ments have given rise to indecision and delay. 

2. Tehran water treatment plant (p, 48)--completion of this 
plant, scheduled for June 1955, was behind schedule because of 
various operating problems. The treatment plant, however, will 
only partially fulfill its purpose, until the piped water system 
presently being installed for the city of Tehran has been com- 
pleted and individual households have been connected. The present 
water distribution system still uses open gutters, which nullify 
the advantages of the treatment plant. This installation, which 
is the responsibility of the Iranian authorities, should have 
taken 3 years under normal conditions instead of an anticipated 
actual construction period of 6 years. The Mission is much con- 
cerned about this condition and has been continuously in touch 
with the local authorities in order to find ways of accelerating 


the project. 


3. Fars cement plant (p. 53)--This plant has been substan- 
tially completed, but the fact emerges that its capacity exceeds 
the supply of raw material which camnot be obtained without addi- 
tional investment in new equipment. Also, full utilization of 
the plant's finished product must await more adequate transporta- 
tion facilities. The construction of additional access roads is 
presently under way under a contract let by the Plan Organization. 

4, Expansion of Tehitsazi cotton mill (p, 54)--Three years 
after the agency undertook to finance needed machinery for the 
plant, a significant portion of such equipment ordered from the 


United States had not been delivered. One of the buildings, which 
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is to house the equipment, had not been completed. In addition, 
two other problems postponed an early start of operations: (1) 
The inability of the Mission, the plant management, and a United 
Nations assistance group to reach a definite understanding regard- 
ing the promised transfer of certain printing machinery from 
another plant and (2) lack of an adequate power supply to operate 
the plant. The Mission has engaged the services of an American 
engineering firm to help overcome the technical side of the power 
problem, but is unwilling to assume the financial responsibility. 

5+ Construction of two sugar refineries (np. 57)--In June 1953 
the United States committed funds toward the purchase of needed 
machinery. In August 1955 one refinery was only about three- 
fourths completed and construction of the other refinery had just 
begun. The plant nearing completion is located in an area where 
the cultivation of sugar beets is now being introduced. Adequate 
time is required to educate the farmers in this area, and the Mis- 
sion estimates that 3 to 5 years will elapse before local produc- 
tion willy~permit the factory to operate at full capacity. The 
machinery procured for the second plant is in storage pending erec- 
tion of the buildings. 

ICA has expressed its concern over the status of these 
industrial-type projects and has undertaken to reorient its pro- 
gram to overcome these deficiencies. Stress has been placed on 
the need for better project phasing and engineering, and some of 
the technical divisions in the field have been reorganized. 

Future aid in the industrial field will be strictly limited to tech- 


nical assistance rather than the financing of capital projects. 
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Development projects have been improperly 
designated as demonstration projects 


The agency has frequently referred to the development projects 
discussed in the preceding section as “demonstration” projects. 
As they are a major part of the country’s industrial development 
program, we believe this designation is improperly used and 
misleading. 


The success Of this project was linked to an Iranian law, the 
constitutionality of which was questioned by the new Iranian Gov- 
ernment. As a consequence the law was administered reluctantly by 
the Iranian authorities. The law has been replaced, but the agency 
advises that the new law has serious substantive deficiencies 
which still leave the future of the project in doubt. The Mis- 
sion expended dollar funds, for conversion into local currency, in 
amounts which exceeded the reasonable requirements of the project. 
Because of lagging cooperation from the local authorities, the 
American technicians have found it difficult to accomplish the ob- 


jectives of the project. 


Subsequent to our examination, the Mission has reorganized 


its assistance efforts and has taken steps to adjust its opera- 
tious to the present law’s deficiencies. Also, a more effective 


utilization of the contract services of the Near East Foundation 


is planned. 









The accounts of the Mission at June 30, 1955, included cer- 
tain prior year's commitments for pending and completed procure- 






ment action, for the implementation of cooperative projects, at 
On the basis of 









amounts substantially in excess of actual costs. 






an extensive search of its financial and procurement records ini- 






tiated in fiscal year 1955, the Mission determined a considerable 
number of procurement orders which required downward adjustment. 






In several instances the necessary accounting entries were delayed 






















pending receipt of final expenditure documents from the Washington tr 
office. We noted other transactions, dating back 2 years or more thi 
and requiring adjustment, which the Mission had not evaluated be- 
cause it lacked contract and billing data originating in the mor 
United States. a p 
Our review of selected projects disclosed, among others, the Teh 
following amounts requiring adjustments or further evaluation. 
Excessive neec 
Unevaluated 
quir 
Livestock improvement $26,400 $ 5,500 
Crop production 80,700 31,200 
Karaj Dam 58,000 - 
Rural development 7 125,700 acco 
We have been advised that subsequent to June 30, 1955, the — bya 
Mission adjusted $101,300 of the above balances shown as “exces- 
sive,” and the Washington office furnished information which will tions 


permit the closing out of $125,700 shown in our tabulation as 


ee 


“unevaluated.” 
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The following matters in the administration of the technical 
training program--which otherwise has shown marked improvements 
during the past year--require the attention of the Mission: 

1. The Training Office should properly schedule the process- 
ing of technical training applications in order to avoid an undue 
accumulation at the close of the year and relieve the lag in imple- 
mentation. 

2. The American technicians should prepare more specific 
training plans so that a more effective program can be arranged in 
the United States. 

3. The provincial offices should be encouraged to participate 
more actively in the selection of Iranian trainees. In the past, 
a preponderance of trainees has come from the capital city of 
Tehran. 

4, Iranian participants, upon return from the United States, 
need better opportunities to make effective use of their newly ac-~ 
quired skills. 

5. Training funds obligated in prior years and carried in the 
accounts at June 30, 1955, exceeded actual financial requirements 
by approximately $80,000. 

The agency has expressed its agreement with the above sugges- 
tions and has indicated that appropriate action will be taken. 


79239 O—56——65 
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The student assistance program, which involved a total expeni-. 
iture of 4.7 million dollars of technical assistance funds, was 
conceived and carried out as an emergency measure designed to re- 


lieve a critical financial condition--approximately 800 Iranian 


a 
students attending schools of higher learning in the United States 
would have been forced to discontinue their studies because of the th 
lack of dollar funds. 3 pr 

The special nature of the program, and the manner in which it te 
was executed, distinguish it significantly from regular Point 4 . by 
training or other activities generally financed with technical as- 4 Th 
sistance funds. ae 

1. Eligibility requirements for Point 4 trainees did not ap- 
ply, or were not enforced. There was no careful selection of indi- ‘ - 
vidual students on the basis of technical qualifications in spe- a 
clalized fields of knowledge. a 

2. In contrast with the specialized short courses given as = 
part of Point 4 training, the majority of Iranian students were “ 
taking 4-year undergraduate college courses. - 

3. There was no provision for the systematic utilization of 
returned students for the benefit of the technical and economic 2 adn 
development of their native country. ! the 

4, The students’ sponsors were permitted to deposit local ocur- | cont 
rency funds, in consideration for the dollar assistance by the 4 was 
United States Government, at an artificially low rate of exchange, othe 


although the students were generally members of well-to-do Irenian — quir 








6 
IAaNnze, 


‘enian 
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families. Because of foreign policy considerations, the agency 
deemed it imadvisable to. insist on the use of the higher market 
rate of exchange which would have nearly doubled the rial deposits 
to the credit of the United States technical assistance program. 


Because of the aforementioned factors, we believe that the 


agency should have made a full disclosure of the nature of, and 


the need for, the program and secured a mutual understanding by 
the appropriate congressional committees. The propriety of the 
program, within the framework of the statutory authorizations for 
tecmmical assistance activities, is presently under consideration 
by our Office. 

fas-beon unsatisfactory Tp. 72) 

Misunderstandings between the Washington office, the Mission, 
and the Department of Agriculture were responsible, in a large 
measure, for deficiencies in the procurement of sugar during 1955. 
Substantial delays in the shipment of both raw and refined sugar, 
and the poor quality of refined sugar imported from Brazil, led to 


dissatisfaction on the part of the Iranian authorities. 


The greater portion of the commodity aid program for Iran was 
administered by the overseas Mission, which is in deviation from 
the agency’s world-wide system of administering commodity aid on a 
centralized basis from the Washington office. Decentralization 
was considered preferable for purposes of proper coordination with 
other phases of the assistance program and the urgent financial re- 


quirements of the Government of Iran. 
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Notwithstanding the advantages of a close working relation- 





ship with the local authorities, especially during emergency con- work 
ditions in Iran, the program failed to have the benefit of a more been 
detached review by appropriate officials of the Washington office. | coun 
We believe that the contemplated change of administrative re- ‘ in t 
sponsibility from the Mission to the Washington office, to be ef- ; exer 
fective in fiscal year 1956, will contribute to a desirable uni- j vidu 
formity of administrative procedures and assure the services of ] rece 
the specialized staffs at headquarters. ’ ativ 
j coun 

quir 

Section 142(11) of the Mutual Security Act of 1954 (68 Stat. an 

840) requires that the proceeds which accrue to a recipient nation we 


from United States financed commodity imports be utilized only for 
programs agreed to by the United States. The Mission, with the 
concurrence of the Washington office, has used as its method of 
control the device of the rial planning table by which projected 
deposits of local currency (rial) proceeds and their utilization 
have been jointly approved by representatives of Iran and the 
United States. We noted instances where this system of control 
has not been entirely satisfactory. In fiscal year 1954 the Mis- 
sion experienced withdrawals by the Iranian Ministry of Finance 
which could not be reconciled to the planning table and left some 
disbursements unaccounted for. Im 1955 the relative ineffective- 
ness of the planning table was demonstrated when the proceeds from 
the 30 million dollars were withdrawn in excess of the established 
monthly rate. The Mission deemed it advisable to grant subsequent 


aprroval. 
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The Mission states that the use of the planning table has 
worked satisfactorily, inasmuch as its Controller's Office has 
been able to fully reconcile reported withdrawals from the Iranian 
counterpart account with similar transactions previously approved 
in the planning table. However, we believe that the Mission would 
exercise a more effective measure of control by approval of indi- 
vidual releases. This may be accomplished, as in some other aid- 
receiving countries, by the requirement that a Mission represent- 
ative countersign the checks used to make withdrawals from the 
counterpart account. Another effective control method is to re- 
quire the host country to submit justifications for individual re- 
leasese The Mission advises that plans for requiring such re- 


leases are presently under consideration. 








1018 UNITED STATES AID OPERATIONS IN IRAN 


ADMINISTRATION OF THE PROGRAM 


HIS AL S$ 


In order to understand the complex machinery with which the 
cooperative American-Iranian program is administered, and the pres- 
ent task of the ICA Mission to simplify this organization and fa- 
cilitate its transfer to the Iranian Government, we believe it is 
appropriate first to consider the administrative history of the 
program. 


Iran's Seven Year Development Plan 


Iran has been aware of its economic development needs for a 
number of years. After the end of World War II, with the assist- 
ance of two American consulting firms, a Seven fear Development 
Plan was drawn up and officially approved by the National Assembly 
on February 15, 1949. An agency of the Iranian Government under 
the name of Seven Year Plan Organization was set up to organize 
and operate the Seven Year Plan. This agency received for its use 
and disbursement substantially all of the oil royalties of the Gov- 
ernment of Iran and was authorized to raise additional funds 
through loans. 


The Plan a originally delegated to one of the 
American consulting firms the supervision and coordination of all 
foreign technicians who assisted in carrying out the development 

+ This included technicians authorized by the United States 
nformation and Educational Exchange Act of 1948 (62 Stat. 6). In 
February 1950 the United States Department of State organized an 
interim supervisory and coordinating group. 


Beginning of United States technicial assistance 


The United States technical assistance ee in Iran, as 
authorized by the Act for International Development (22 U.S.C. 
1557), began in October 1950, when the Joint Commission for Rural 
Improvement was established by oint action of the Iranian Prime 
Minister and the United States Ambassador. This commission served 
until early in 1953 as the vehicle for administering a major por- 
tion of the United States program in Iran. Its emphasis was on 
programs in the fields of agriculture, health, and education. 


In November 1951, when the Technical Cooperation Administra- 
tion (TCA) was reorganized, it ert country directors for each 
country in order to coordinate the activities previously carried 
out by the various technical agencies of the Federal Government. A 
similar position was created in Irari. The new Country Director, in 
an exchange of notes in January 1952 with the Iranian Prime Minis- 
ter, ssneertahes the basis for an enlarged program of technical co- 
operation. 
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Joint Commission for Social and Economic Development 


In accordance with agreements signed in December 1952, an 
Iranian-United States Joint Commission for Social and Economic De- 
velopment was established to absorb the functions of the Joint Com- 
mission for Rural Improvement and to cover additional fields of ac- 
tivity considered vital to Iran's economic development, such as 
industry, natural resources, transportation, and communications. 
The Commission for Social and Economic Development serves as the 
top level coordinating body between the Iranian Government and the 
Mission, and is presently composed of eight Iranian and six Amer- 
ican members, including the Country Director; the Chairman of the 
Commission is appointed by the Iranian Prime Minister. Informal 
subcommissions, each headed by an ICA Provincial Director and the 
Iranian Governor-General, coordinate project operations on the pro- 
vincial level. 


Office of 3 Lge 3 Services 
an ster Joint 


An Office of Consolidated Services was created by agreement 
on April 1, 1953, to — administrative support to the joint 
program operations. t was supervised by the Mission Controller 
and an Iranian representative. 


The agreement of April 21, 1954, established the Joint Fund 
for Technical and Economic Development, generally known as "Master 
Joint Fund,” to take over the functions of the Office of Consoli- 
dated Services and to control joint program operations financially 
and administratively on a unified basis. The Country Director and 
the Iranian Minister of National Economy were designated as codi- 
rectors of the Joint Fund. Although in effect superseded by the 
new organization, the Office of Consolidated Services continued in 
existence with its role, however, confined to the liquidation of 
those program funds formerly under its control. 


ORGANIZATION OF CA MISSION TO IRAN 


The ICA Mission is organized into nine technical divisions-- 
Agriculture, Public Heaith, Education, Community Development, La- 
bor, Industry, Audio-Visual, Engineering and Construction, and Pub- 
lic Administration. The technical staffs are supported by tech- 
nical support divisions, such as the Office of Supply and the 
Training Office, as well as the administrative offices of the Mis- 
sion Director, gram Officer, Controller, and other principal 
staff officers. 


Operations in Iran are carried out from headquarters in Tehran 
and through 10 regional offices. These offices, established in 
provincia —— Ss, are responsible for operations throughout the 
provinces. ey are staffed by a small team of American techni- 
cians working with Iranian technicians assigned from or through 
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the ministries. A decentralized operation was deemed desirable be- 
cause of the inadequacy of transportation facilities and the need 
for close working relationshi the field. This plan also was 
designed to avoid overcentralization and administrative rigidity. 


The Mission employed at June 30, 1955, a total of 220 Amer- 
icans, of whom 187 were classified as technicians and technical 
support personnel and 33 as administrative personnel. The Mission 
also had on its rolls 88 foreign nationals in technical 
support (28) and administrative support (60) ctions. In addi- 
tion, there were 92 American contract personnel on duty throughout 
Iran, to c out technical service contracts whichICA or its 
predecessors concluded with various United States educational 
and professional organizations. (See p. «) 


The staffing pattern at June 30, 1955, which is shown in 
greater detail by the organization chart on exhibit 4, is summa- 
rized as follows: 


Local 
Americans employees 
Mission personnel: 

Headquarters in Tehran: 
echnical divisions 98 - 
Technical support 23 28 
Administration 33 60 
Provincial offices 66 __ 
220 88 
Contract personnel _92 _18 
Total personnel 312 106 


The three hundred Americans, including Federal Government and 
contract personnel, were considered adequate for the needs of the 
program on an over-all basis, although there were individual short- 
ages in certain specialized fields and in the provincial offices. 
Budget plans for fiscal year 1956 call for a reduction of personnel 
on the rolls of the United States Government accompanied by an in- 
crease in contract technicians. It is the policy of ICA to employ, 
wherever practicable, the services of American universities and 
ese organizations and secure the benefit of their special- 

zed skills and technical knowledge for demonstration and advisory 
work in the field. The agency encourages a direct contractual re- 
lancer with an appropriate Iranian institution or government 
agency, with the understanding that the contractor's dollar costs 
are. financed with technical assistance funds. 


ORG. N_O NT_O TON. 
The Master Joint Fund maintains two support organizations in 


Tehran, one for administrative support functions, such as personnel. 
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procurement, aeanagersenenms and property management, and the 

other for financial support covering the receipt of mutual program 
contributions and their utilization for approved pe The ad- 
ministrative organization, headed by an American cutive Officer, 
had at June 30, 1955, a staff of 480 Iranians; the financial or- 
ganization, under an American Controller, employed 54 Iranians. 


Both organizations operate under the supervision of the co- 
directors of the Master Joint Fund, which, as previously described, 
was created to support the program and ject activities approved 
by the Joint Commission for Social and mic Development. 


In each principal field of activity, the two cooperating gov- 
ernments have created se te joint funds under the direction of 
the appropriate Iranian stry and the technical division of the 
ICA Mission. There were 10 such funds in operation at the close 
of fiscal year 1955, employing a total of 520 Iranian technicians 
in Tehran headquarters and 1,470 Iranian specialists and support 
personnel in the field offices. In addition, the Public Health Co- 
operative, which carries out the entire joint health program 
throughout Iran, employed 1,280 Iranian professional and technical 
personnel. 


The finances of the separate joint funds are administered by 
the Master Joint Fund, which uses separate bank accounts both in 
Tehran and in each of the provincial offices. The necessary ad- 
ministrative support is furnished by the Master Organization in 
Tehran; in the previncial offices it is under the direction of the 
Provincial Director. 


The organization chart on exhibit 5 shows in greater detail 
the organizational pattern of the various joint operations at 
June 30, 1955. 


DEFICIENCIES IN PRIOR YEARS 


Tae TCA Mission in Iran was given wide authority for carrying 
out the enlarged 1952 eer gee before an adequate administrative 
organization could be built up and sound procedures for programing, 
financial, and other administrative requirements could be estab- 
lished. e position of the Mission in Iran was rendered more dif- 
ficult, because initially there was no clear understanding with 
the Washington office as to the scope of authority delegated to 
the Mission and because no over-all plan for the conduct of the 
program had been developed. 


Originally, the Embassy assumed primary responsibility for 
administrative support. However, soon after he took over opera- 
tions in the field, the new Country Director urged officials in 
Washington to provide him with a separate staff so that he could 
meet more adequately the needs of a program of such magnitude. 
Considerable indecision and delays occurred in Washington regarding 
the processing of these staffing requests, and consequently the 
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Mission's personnel situation and administrative capabilities con- 
tinued to lag behind program requirements. 


We noted the ees ae deficiencies in adminis- 
trative procedures pertaining particularly to the conduct of the 
1952 and 1953 programs, which deficiencies have been substantially 
remedied in 1954 and 1955. 


1. Lack of control over poset currency cunds~~4 portion of the 
mutual security en allott or the program in 


s ¢c 
Iran, was made available in the form of rials, rather than dollars, 
because of the Iranian Government's acute shortage of funds. The 
handling of these funds hefore October 1952 was not in accordance 
with established United States Government procedures requiring re- 
ceipt and disbursement under the eeetar a duly authorized dis- 
bursing officer of the United States. stead, the TCA Mission 
kept these funds in an Iranian bank account under its own control 
and failed to maintain the documented record of transactions ordi- 
narily furnished by United States disbursing officers. TCA used 
these funds for grants in substantial amounts to Iranian Govern- 
ment ministries, but failed to obtain a satisfactory accounting of 
their disposition. 


In October 1952 all rial funds remaining under the control of 
the Mission Controller were deposited into the proper disbursing 
officer's account, and their disbursement was documented from then 
on in the prescribed manner. With the establishment of the joint 
funds, in particular the Master Joint Fund, the Mission accom- 
plished complete and effective control over the utilization of 
assistance funds made available in subsequent years for jointly ap- 
proved projects. 


2. Lack of accounting control--TCA failed to maintain ade- 
quate accounting control over fiscal year 1952 funds, and it was 
not until sometime in fiscal year 1954 that the exact obligation 
status of 1952 appropriated funds had been accurately determined. 
Several conditions contributed to the confused state of the 1952 
fiscal accounts: 


a. In fiscal year 1952 the allotment for Iran was split be- 
tween the een office and the field mission, each 
receiving a portion of the funds needed to implement the 
approved program. There was no over-all control over the 
entire year's funds, either by the Washington office or 
the Mission. 


b. Three different agencies in Washington exercised fiscal 
control over mutual security funds and issued what appear 
to be conflicting instructions for fund control--the Con- 
troller's Office of TCA, the Office of the Director for 
Mutual Security, and the Department of State. 
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c. TCA failed to record properly the amount of its commit- 
ments as they were contained in the bilateral agreement 
signed between the United States and Iran. The recogni- 
tion of such bilateral commitments was complicated, in 
1952, by the fact that TCA first negotiated preliminary 
working arrangements for joint activities in agriculture, 
health, and education which were subsequently formalized 
by final agreements executed in June 1952. When TCA ap- 
proved specific implementing transactions, such as pur- 
chase authorizations to suppliers, against the earlier 
agreements, some of them were not properly distributed to 
the individual agreements and the Washington office failed 
to advise the Mission of the exact status of the Washington 
allotment accounts. 


With the exception of part of the sugar purchase program and 
the student aid program, which were administered in the 
United States, program furids for fiscal year 1953 were allotted to 
the field to place full financial control into the hands of the 
Country Director. However, the Embassy in Tehran was still re- 
sponsible for maintaining the fiscal records, and lack of proper 
coordination between the Embassy, the Mission, and TCA/Washington 
delayed the preparation of timely and accurate accounting records. 
Personnel changes in the Embassy and the TCA Mission contributed 
to the difficulties encountered, with the result that the fiscal 
records for 1953 had to be substantially revised until they accu- 
rately reflected the fiscal year's status of accounts. 


Effective in fiscal year 1954, the Mission took over all fis- 
cal functions from the Embassy and set up an integrated system of 
allotment ledger accounts and provided for timely reports on fi- 
nancial transactions. 


3. Deficiencies in procurement procedures=—TCA did not pre- 
scribe procedures for procurement under bilateral project agree- 


ments until Ju:.y 1952. These procedures were not immediately 
adopted in Irar. The records show that the Iranian Government re- 
ceived $1,240,616 in dollar grants during August 1952 for procure- 
ment from outside of Iran, although the procedures called for dol- 
lar financing only to be made through letter of credit arrange- 
ments with commercial banks in the United States. At the insist- 
ence of the Washington office, the Mission subsequently followed 
the established procedures. 


It also came to our attention that, before November 1952, 
Iranian Government officials were allowed to undertake procurement 
outside of Iran with United States funds, without knowledge by the 
Mission as to whether competitive bids were received and whether 
accepted prices were comparable with those of similar articles in 
the United States. With the adoption of ICA Regulation No. l, 
which prescribes the procurement methods which must be followed to 
establish eligibility for financing with mutual security funds, the 
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Mission in Iran has provided the basis for competitive bidding and 
contracting procedures which are acceptable by United States 
standards. 


he k_ of consistent ounting for pro --In many 

of the cooperative a 7 roject a ate the 
United States has pledged contributions both in dollars and rials. 
The dollar contributions have covered external project costs, 
whereas the rials were for the payment of local costs which the 
Iranian Government was unable to finance. While the Mission has 

rocured some of the needed local currency by purchase with dol- 
ars, it obtained a substantial portion of these funds through the 
technique of special rial-generating programs, such as the student 
program, sugar purchases, and other commodity procurement. 


The manner in which the bilateral agreements were written and 
inconsistencies in fiscal records and reports have not permitted 
in the past a clear and comprehensive accounting for dollar and lo- 
cal currency costs obligated and expended by the United States Gov- 
ernment for individual programs and projects. The lan e used 
in the agreements has not been sufficiently clear in distinguish- 
ing between direct obligations of the United States, those of the 
joint funds, and those of the Iranian Government. The Mission 
Controller's Office, lacking precise language in the agreements, 
did not develop a consistent method of accounting for dollar and 
local currency contributions, and, as a result, total recorded ob- 
ligations and expenditures were not ee identifiable with the 
United States contributions as stated in the program and project 
agreements covering them. The Mission requested but did not re- 
ceive instructions from the Washington office regarding an appro- 
priate accounting for these transactions. 


As of June 30, 1955, after we discussed with the Mission the 
desirability of a consistent treatment of project commitments, the 
Mission restated its financial statements in the required manner 
so that recorded dollar obligations are fully supported the 
signed agreements. In the future a better ee ae will be ac- 
complished, if the local currency requirements of joint projects 
are treated as obligations of the joint funds, rather than direct 
commitments by the United States, and accountability for the allo- 
cations and utilization of generated rials is placed with the y eee 
funds. The Mission informed us that this procedure will be fol- 
lowed in fiscal year 1956. 


oo 


is’ 








UNITED STATES AID OPERATIONS IN IRAN 1025 


CURBENT PROBLEMS 


1. Need for integration--The present Mission management has 
made its most pressing administrative task the integration of the 
United States program with the activities of the appropriate min- 
istries and agencies of the host government. The Mission has rec- 
ognized that the elaborate administrative machinery created by the 
United States to carry out the joint program needs simplification, 
American financial end administrative support should be gradually 
reduced, and the eventual transfer of the program to the proper 
authorities within the Government of Iran should be accelerated. 


The need for basic changes in the American field organization 
and the administration of the joint program was recognized by the 
Mission following the change in emphasis on United States program 
objectives. The earlier program was designed to attain a quick 
impact, to relieve emergency conditions, and therefore was built 
on a centralized organization under strong American leadership. 
With the return to more normal conditions in Iran, ICA has sought 
to comply more nearly with the concepts of a longer range techni- 
cal and economic assistance program, which encourages host country 
participation wherever practicable. 


To this end, the Mission Director issued, on July 23, 1955, a 
policy directive designed to hasten the implementation of the Mis- 
sions's policy of integration, The directive, in particular, 
calis for intensified training efforts by the American technical 
staffs, so that the Iranian ministries may assume the administra- 
tive and technical responsibilities of the cooperative program. 
The directive instructs the technical divisions as well as the pro- 
vincial directors to seek integration of program activities both 
at the ministry and field levels, Numerical ceilings are imposed 
on technical personnel positions, and direct technical service and 
training contracts between Iranian agencies and American private 
contractors are encouraged, 


The Mission has advised the appropriate Iranian representa- 
tives on the Joint Commission for Social and Economic Development 
of ite integration plans, It has requested their cooperation in 
order that these plans may be carried out in three orderly steps, 
covering (1) physical, (2) fiscal, and (3) property integration, 
all of which are to be substantially accomplished before the close 
of fiscal year 1956. 


2. Inereased host country participation--The Mission's pol- 
icy for accelerated integration provides that the host country ab- 
sorb an increasing share of budgetary and organizational support. 
Whereas, in the past, the Mission has paid directly or indirectly-- 
through contributions to the joint funds--supplemental salaries to 
Iranian technicians; such payments will, as a rule, no longer be 
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approved after March 22, 1956, which is the start of the new fis- 
cal year of Iran. Iran's tary contribution to the operations 
of the Master Joint Fund has been relatively small. In 1955 Iran 
contributed only $250,000 toward a total budget of 4.7 million dol- 
lars; the balance was financed from United States direct contribu- 
SF gt and counterpart funds generated by United States emergency 
aid, 


The new policy directive also requires gradual assumption by 
the Government of Iran of service functions now performed by the 
Master Joint Fund operation, The Mission management acknowledges 
that the continuation of joint funds as operational agencies may 
delay the assumption of full operating responsibilities by the ap- ’ 
propriate ministries, including property management, transporta- 4 
tion, personnel management, similar services. 4 


The Mission operated at the close of fiscal year 1955, di- 
rectly or through the organization of the Master Joint Fund, a 
fleet of close to 700 motor vehicles of all types. 


At 
headquarters In the 
and special use 

Mission 26 30 

Master Joint Fund 109 495 
Near East Foundation 

(under contract with ICA) 4 * 
Total 162 cae 


The Mission has been reluctant in the past to turn over any of 

these vehicles financed with United States aid funds for operation 

by the Iranian Government, because of possible misuse and lack of i 
proper repair facilities, However, the Mission has stated that x 
all project property, including project vehicles, will be trans- 4 
ferred to the Iranian ministries at the earliest practical date, 

Only vehicles required to service the immediate needs of American 
personnel will be reserved by the Mission. Also, the Mission be- 
lieves that a limited amount of American technical assistance will 
continue to be required for additional training of Iranians in the 
proper maintenance of equipment, 


Our observations of the work_of the Public Health Cooperative-- 
which operated about 260 vehicles throughout the country--were 





1Not included in the foregoing tabulation. 
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that the technicians assigned by the host government had demon~- 
strated the ability to maintain this and other equipment in good 
operating condition, Based on these observations, we believe that 
a gradual transfer of limited numbers of project vehicles could be 
hastened and that, additionally, required training in maintenance 
operations should be intensified. The desirability for an early 
transfer of responsibilities to the Iranian Government was demon- 
strated by our observations of staffing requirements for drivers 
and automotive equipment on hand at a number of the provincial of- 
fices. For example, the provincial office of Shiraz had 41 chauf- 
feurs for 53 vehicles; the office employed 9 Americans and 46 Ira- 
nians, Mission officials pointed out that these chauffeurs were 
required to drive not only technicians, but also supply and audio-~ 
visual equipment, Furthermore, the vehicles were used by techni- 
cians in the employ of the ministries in addition to project and 
support personnel of the provincial office itself. 


3. Proverty management--Effective in July 1955, the Mission 
D’rector issued instructions to take a comprehensive inventory of 
all project equipment. This inventory is to serve as the basis on 
which the Mission can establish an effective system of property 
controle-in the past neglected and ineffectual-e-ané which will 
allow for maximum utilization of available equipment, At the time 
of our field inspection, the Mission had substantial quantities of 
unused farm machinery in the various field locations, but avail- 
able property records did not permit the necessary management de- 
cisions for transfer or other appropriate disposition of idle 
equipment, 


The accumulation of idle farm equipment under the jurisdic- 
tion of the provincial offices was due to several factors. In the 
early part of the program, various types of equipment were shipped 
from the United States on an experimental basis, and before local 
requirements had bvsen adequately determined, Aliso, the headquar- 
ters office in Tehran, in order to move excessive equipment out of 
the general pool, distributed these items without prior consulta- 
tion regarding the actual needs of the field offices. As a result, 
the field locations are holding machinery which is not suitable 
for local conditions, For example, Shiraz and Isfahan have seed- 
ing machines too large for the average size of fields cultivated 
in these areas. Lack of skilled manpower also prevented the 
timely demonstration of some of this machinery. 


We further noted that the agency procured equipment without 
due regard to the repair facilities available in Iran, The vari- 
ety of different types of manufacture imported from the 
United States created serious maintenance problems and resulted in 
machinery no longer usable because of the lack of spare parts, 
Iranians have shown reluctance to handle such machinery, and to ac- 
quire it for use in farm machinery cooperatives, formation of 
which the American technicians are seeking to encourage. Some 


































1028 UNITED STATES AID @PERATIONS IN IRAN 


faraing communities have shewn preference for equipment of Euro- 
pean manufacturers. 


The Mission indicated that upen cempletion of the equipment 
inventory now in process every effort will be made to utilize 
available farm machinery where practicable and to dispose of sur- 
plus items in accordance with established ICA procedures, 


During fiscal year 1955 the Mission reconstituted its Supply 
ané Contract Office and as a result made significant imprevements 
in procedures in the field of supply management. Our examination 
disclosed that further improvements were needed to assure control 
over equipment in transit. While the Mission's new Procurement 
Officer had set up, for each pending procurement request, an ade- 
quate record for follow-up on appropriate action in Washington, 
there was no clear and up-to-date record re ing delivery of 
equipment after it was reported as shipped from the United States. 
Prompt and regular reports from the receiving office of the Master 
Joint Fund are necessary, combined with systematic follow-up ac- 
tion on shipments in transit by the personnel of the Mission's Of- 
fice of Supply. 


During the course of our project inspections, we observed 
that much of the ICA financed machinery and equipment had not been 
labeled with the official Mutual Security emblem of the clasped 
hands as prescribed by the regulations of the ney and its prede- 
cessor, nor had the Mission obtained approvals the Washington 
office of ICA for situations where such labeling was not consid- 
ered practicable, 


The Mission has shown full awareness of the need for further 
improvements in supply and property management, and its Supply and 
Contract Office, if provided with adequate manpower, expects to 
overcome the various deficiencies dating back to prior years, 


4. End=use checks--While the Mission has an active internal 
audit staff which regularly examines financial and related opera- 
tions in Tehran and the provincial offices, the Controller's Of- 
fice has been able to carry out only limited end-use checks con- 
cerning the utilization of commodities financed by the 
United States, There have been no systematic end-use investige- 
tions covering the various categories of import transactions by 
Iran, ICA regulations require end-use checks “to detect diversion, 
uses not intended, or non-utilization of commodities"; also the 
Mission Controller is required to insure the preparation of ar- 
rival reports. The Mission informed us.that in the past full com- 
pliance was not practicable because of lack of qualified manpower 
to exercise these functions, ani also because the Iranian Govern-~ 
ment was not equipped to furnish, except in certain instances, re- 
ports on arrivals end utilization of aid goods. 
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Subsequent te our examination, the Mission advised that it 
secured the services of an experienced end-use investigator in Jan- 
vary 1956. Investigations since undertaken reportedly disclosed 
fully satisfactory conditions in the utilization of private im- 
ports--an area of transactions which had not been covered by any 
of the selective examinations previously carried out, 


Once the Mission fully understood the value of arrival re- 
ports, it-negotiated with the Iranian authorities to secure these 
re - Shortly thereafter an effective system was reportedly 
put into effect. 


5. Irreeularities--A number of irregularities occurred, one 
involving the administration of United States aid funds and the 
ethers that of local currency belonging to the joint funds. These 
cases have implicated both American and Iranian employees. In 
August 1955 a special investigating team wes dispatched jointly by 
ICA and the Department of State to review this situation. Im con- 
nection with reperted irregularities at the provincial offices, 
the Mission Controller’s Office in cenjunction with the ICA Divi- 
sion of Personnel Security and Integrity has conducted investiga- 
tions and made efforts to improve accounting and ether contrel pro- 
cedures, 


We recognize that lecal conditiens are conducive to improper 
manipulations in the procurement of cemmodities and services, and 
admittedly it is difficult to recruit high caliber personnel, both 
American and Iranian, particularly for werk in the provincial of- 
fices, However, based on eur field examination, we believe that 
these conditions eall for increased vigilance on the part of those 
responsible for the administration of assistance funds. Closer 
coordination in personnel matters is required between the Embassy 
and the Mission to prevent the rehiring of employees who have been 
implicated in impreper transactions or otherwise found unsuitable 
by one or the other office. Positions involving the custody of 
moneys and equipment, as well as the procurement of goods and serv- 
ices, should be filled more carefully and surreunded with more ade- 
quate controls, especially the office of Provincial Director and 
his Administrative Assistant, 


The Administrative Officer has a key position in the finan- 
cial administration of the provincial office, He is responsible 
for all procurement and contracting, he controls the receipt and 
custody of project and administrative supplies, he maintains the 
accounting records, ami he is custodian of the cash funds, He 
also participates in the budgetary process and prepares the finan- 
cial statements of the provineial office, Although a sizable 
staff of Iranian employees is assigned to the various functions 
under the supervision of the Administrative Officer, we believe 
that greater participation by qualified Iranians on the supervi- 
sory level is desirable. This would achieve a more suitable 
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division of the various management functions and also hasten the 
integration of the provincial operations now controlled by the Mis- 
sion with those of the appropriate local authorities of the Ira- 
nian Government. 


On the basis of our observations of the unnecessarily detailed 
and voluminous records which the Tehran office has prescribed for 
use by the provincial offices, we recommended simplification of 
their accounting procedures and records. We noted also excessive 
requirements for documentation and duplications in recorded trans- 
actions, and the need for greater emphasis on adequate financial 
statements rendered to headquarters in Tehran. We further recom- 
mended the elimination of the several bank accounts and petty cash 
funds which the field offices have been required to maintain. The 
keeping of as many as seven bank accounts in one office invites 
unauthorized transfers and even more serious manipulations. 


— our examination the Mission advised that action was 
taken to simplify the accounting records and procedures; also that 
it is planned to abolish the manifold individual joint funds which 
have been maintained under the supervision of the Mission and to 
make them @ responsibility of the Iranian Ministry of Finance, 


6. Office of Consolidated Services--This office administered 
joint program activities prior to the creation of the Master Joint 
Fund organization in April 1954, Instead of being taken over in 
its entirety and dissolved, it continued in existence for the pur- 
pose of liquidating program funds formerly placed under its con- 
trol fe. 

e pe 


In order to simplify joint operations and to reduce the need 

for administrative supervision, we suggest that the ICA Mission 

tiate with the proper Iranian authorities to bring about a dis- 
solution of the Office of Consolidated Services and transfer its 
remaining functions and records to the Master Joint Fund, The 
separate accounting for joint program transactions by the two or- 
genizations also has prevented a complete and continuous record of 
project contributions made by the Iranian Government for the vari- 
ous programs and projects financed to date, 


The Mission has agreed to this suggestion and advised that 
such transfer is planned during fiscal year 1956, 


7. Embassy support--Because of unsatisfactory conditions in it 
the past, the Mission has been reluctant during fiscal year 1955 
to avail itself of the Administrative Services Section of the Em- 
bassy, especially in procurement and fiscal matters. With increas- 
ing administrative efficiency and more adequate staffing of the 
Embassy, the latter should be able to handle those support func- 
tions which are common to both establishments and require no 
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specialized treatment, such as the preparation and processing of 
the payroll and other * aisbursement vouchers, These functions are 
performed in other countries, where ICA Missions are stationed, on 
a unified basis by the Joint Administrative Services, and a simi- 
lar arrangement in Iran would eliminate duplications in administra- 
tive duties and result in economies in the foreign assistance 


funds, 


Following our examination the Embassy took over the payroll 
function, but it is the opinion of the Mission that there are no 
further major fields in which administration by the Embassy would 
result in economies. We suggest that the Mission reconsider its 
position and investigate other possible functions which could be 
readily administered on a unified basis, especially in view of the 
recent transfer of the payroll function which was previously con- 
sidered impractical, 
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COOPERATIVE TECHNICAL AND DEVELOPMENT ASSISTANCE PROGRAM 
PROJECT CONTRIBUTIONS 


The United States and Iran have executed bilateral program 
agreements in 12 different fields of activity, which, at the close 
of fiscal year 1955, were supported by 77 individual project agree- 
ments. United States commitments under these agreements aggre- 
gated 41 million dollars (see exhibit 3), primarily to cover ex- 
ternal project costs. Because of the Iranian Government's acute 
shortage of rial funds, a portion of the dollar contribution was 
also used to purchase rials, which then were utilized for local 
project costs. 


In addition, the United States has made available a total of 
29.4 million dollars technical and economic cooperation funds by 
financing certain rial-generating programs, such as sugar imports, 
assistance to Iranian students in the United States, and grants 
for commodity imports. These programs (discussed on pp. 70 to 88) 
in turn produced rials of which the dollar equivalent of 22.8 mil- 
lion dollars was used to finance local project costs. 


In the earlier years of the program, the Government of Iran 
greatly limited its cash contributions because of the lack of oil 
revenues and the precarious budgetary situation. In 1954 and 1955 
the United States special emergency aid program produced substan- 
tial amounts of local currency counterpart funds to the credit of 
the Iranian Government, enabling the latter to allocate a portion 
to cooperative project activities. With the gradual irprovement 
of economic and financial conditions in the country, the Govern- 
ment of Iran has been able to pledge increasing contributions from 
its own budget. Such budgetary commitments were equivalent to (2) 
2.4 million dollars for 1955“ ani 3.7 million dollars for 1956. 


The ICA Mission in Iran reported total Iranian project com- 
mitments as equivalent to 57.8 million dollars at June 30, 1955: 





lRepresents 165 million rials (equivalent te 2.06 million dollars 
at 80 per dollar) and $326,797 in dollars. 


2Represents 300 million rials, at 80 per dollar. 
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Millions 
of dollars 


Direct cash contributions under 

cooperative agreements 7.3 
Contributions in kind under 

cooperative agreements 

(estimated ) 29.1 
Estimated contributions in kind 

on which no value is placed in 


the agreements 5.8 

Contributions from counterpart 
funds 15,6 
57.8 


A breakdown of these contributions by fiscal year and type of 
project activity is not readily available. The Mission has no up- 
to-date record on Iranian contributions in kind, and the Master 
Joint Fund, which started operations in the middle of calendar 
year 1954, did not take over some of the joint accounts relating 
to contributions made before its establishment. A consolidation 
of the accounts maintained by the Office of Consolidated Services 
with those of the Master Joint Pund would help in establishing a 
more complete and continuous accounting for project contributions. 
(See recommendation on p. 36.) 


REVIEW OF MAJOR PROJECTS 


Of the total 77 projects which received United States finan- 
cial assistance, we selected for a more detailed examination the 
following nine majvur. undertakings: 


e U.S. dollar 
contribution 


Agriculture: 
Livestock improvement and management $ 327,750 
Improvement of crop production and 


range management 688 , 240 

Natural resources: 

Construction of Krraj Dam 2,815,184 
Public health: 

Tehran water treatment plant 2,060,000 

Malaria control 4,065,236 
Industry: 

Fars cement plant 1,265,000 

Tchitsazi cotton mill 2,246,000 

Two sugar refineries 931,336 
Agrarian development: 

Rural community development 3,000,000 
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Because of the emergency nature of several of the above proj- 
ects, TCA (predecessor of ICA) entered into the financial commit- 
ments without requiring specific operating plans and cost esti- 
mates. These, and other project undertakings, were characterized 
by delays in execution, changes in plans, and reprograming of proj- 
ect funds. 


Industrial-t rojects 


The three projects in the field of industry and the construc- 
tion of the Tehran water treatment plant were initially undertaken 
under Iran's Seven Year Development Plan. When, as a result of 
the oil nationalization crisis, the Plan Organization was no longer 
able to meet the foreign exchange costs of machinery and equipment 
ordered for these projects, TCA agreed to provide the needed funds. 
A substantial quantity of the machinery procured was imported from 
European countries rather than from the United States. Most of 
these purchase commitments had been made by Iran before the sign- 
ing of the project agreements. 


Although ICA, and the predecessor agencies, have designated 
these projects as for "demonstration" purposes, it should be noted 
that they are part of the country's industrial development program 
involving substantial capital outlays. The services of American 
technicians have been limited generally to supervision of the pro- 
curement and installation of that equipment which is financed with 
dollar aid. The engineering work of designing the construction 
and operation of the plants has been in the hands of experts not 
connected with the ICA program, for example, in the case of the 
Tehran water plant, an English engineering firm. 


Partly because of these technical arrangements and partly be- 
cause of the urgency with which United States assistance was made 
available, the American technical staffs were unable to partici- 
pate in the preparation of detailed program plans and to prevent 
inordinate delays in the implementation process, or remove obsta- 
cles to their successful conclusion. At the time of our field in- 
spection in August 1955, none of the four projects--in which the 
United States became financially interested between June 1952 and 
June 1953--were completed, and serious operating deficiencies 
threatened to further delay the start of scheduled operations. 


Consolidation of projects 


In recent months the Mission has consolidated a number of 
projects with similar objectives in order to simplify the adminis- 
trative task of its technical staffs and to redirect more point- 
edly their efforts to the more important areas of cooperative ac- 
tivities. Several projects also have been recently brought to a 
close by the signing of termination agreements. In this manner, 
the Mission reduced the number of projects from over 100, which 
had been approved during fiscal years 1952 through 1955, to 77 
undertakings at June 30, 1955. 
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Detailed discussion of projects 


Following is a discussion, together with financial summaries 
regarding the status of project funds, for each of the nine se- 
lected projects. 


Livestock improvement and management 
eject aarecnent No- 32} 


Dollar Rial contributions 
contri- ons ar 
butions of rials equivalent 


Financial status at June 30, 1955: 
Obligated: 
Original agreement, Febru- 
ary 12, 1953,as amended $135,000 $ 557,687 
Fiscal year 1954 extention 162,850 340,592 
Fiscal year 1955 extention 29,900 456,900 


$327,750 $1,355,179 


Subobligated (note a) $314,730 
Expended 1 6 


Sources of contributions: 
U.S. commitments $327,750 $ 538,312 
Iran commitments from 
counterpart funds - 716,242 
Iran budget commitments ~ 100,625 


$327,750 $1,355,179 
Iran contributions in 
kind (commitment ) 8. $735,725 


®supobligations, shown for this and the other projects subse- 
quently discussed, represent funds earmarked for procurement of 
specific commodities or services required to carry out the proj- 
ect agreement. 


This project seeks to improve the breed of Iranian livestock, 
modernize animal husbandry practices and veterinary medicine, and 
to introduce more efficient methods of marketing wool and furs. 

The project agreement calls for the establishment of livestock 
breeding stations and artificial insemination centers. The train- 
ing of Iranians, both in Iran and the United States, is an integral 
part of the project, with the necessary funds for the training out- 
side of Iran being provided separately by the United States. 


During the 2-1/2 years since approval of the project, a number 
of livestock stations have been established: on the national level, 
a central station near the capital city of Tehran and, in the 
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provinces, 9 stations either completed or under construction. 

With the assistance of the American technicians, the Iranians have 
established foundation breeding herds and flocks and opened artifi- 
cial insemination centers, Eighty veterinarian teams were placed 
in the field, and large numbers of animals were inoculated against 
disease, Some foreign livestock was brought into the country for 
cross-breeding purposes and reportedly has already resulted in in- 
creased yields of milk and has improved the breeds of cattle and 
poultry. All experimentation is carried out on state-owned facili- 
ties which are available to the farmers in the surrounding areas. 


The bulk of local project costs has been financed to date 
from funds provided directly or indirectly by the United States. 
The agreements call for Iran to make small cash contributions to 
the Joint Pund in Agriculture, and also to contribute the use of 
land, buildings, equipment, livesteck, feed, water, serums, and 
the services of veterinarians. The livestock stations are operated 
by the Ministry of Agriculture, but the Joint Pund pays their op- 
erating costs, including per diem allowances to the technicians 
employed by the Ministry. These allowances, which are another 
form of supplemental salaries, are not in strict accord with the 
intent of the project agreement, since it places this particular 
responsibility in the Ministry. 









Although the livestock improvement program has been fairly 
active to date, the American staff stated that it has not been 
able to carry out the specific program as planned, It has not 
been possible to incorporate into the construction of the live- 
stock buildings some of the basic features developed in the 
United States and considered desirable for Iranian conditions, 
such as central food storage or the use of open sheds. A further 
effort is needed to make the artificial insemination centers self- 
supporting. 











The relatively large amount ($120,974) of unliquidated dollar 
funds at June 30, 1955, is attributable to several factors: (1) 
lag in receiving from ICA/Washington expenditure documents on com- 
pleted procurement, (2) funds subobligated in excess of actual 
cost of procurement, and (3) procurement action still pending. 

The following items, among others, required specific attention and 
corrective action: 










Procurement in September 1953 of jackasses 
from the Island of Cyprus; no bill received 








to date $ 5,517 
Transportation of cattle, ordered in January 

19543 excessive subobligation 5,916 
Procurement of medical preparations, ordered 

in February 1954; excessive subobligation 16,512 
Procurement of agricultural equipment ordered 

in Mar.h 1954; excessive subobligation 14,672 






With respect to the last two items, the Mission had already deter- 
mined excessive subobligations totaling $20,500 or more, but, 
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pending receipt of the final expenditure documents from ICA Wash- 
ington, the accounting records have not been adjusted. In August 
1955 the necessary accounting action was initiated. 


vement of cro luction and range management 
ect agreemen ‘ » ine ng former 
agreements Nos. 35 and 42) 
Dollar Rial contributions 
contri- ons 


ar 
butions of rials equivalent 
Financial status at June 30, 1955: 


Obligated: 
Agreement No. 35, Feb- 
ruary 4, 195 $ 33,500 10.3 
Agreement No. 42, Feb- 
ruary 26, 1953, as $ 383,169 
amended 391,580 15.3 
Agreement No. 75, Decem- 
ber 9, 1953, as amended, 
and extended in fiscal 
year 1955 263,160 43.2 517,108 
$688,240 68.8 $ 900,277 
Subobligated $628 363 43.8 
Expended 359, 687 40.9 
Sources of contributions: 
U.S. commitment $688,240 25.6 $ 383,169 
Iran commitment from 
counterpart funds - 42.2 504,608 
Iran budget commitment - 1.0 12,500 
$688,240 8.8 $900,277 
Iran contributions in kind (commitment ) 135.4 $1,692,690 


The principal objective of the project is to improve the pro- 
duction of a number of Iran's chief crops. It includes two for- 
merly separate projects, (1) improvement of cotton production and 
(2) plant science, which were merged in December 1953. 


The technical services necessary for carrying out the demon- 
stration work are furnished jointly by the United Nations Food and 
Agriculture Organization, the ICA Mission, and the Iranian Ministry 
of Agriculture, The dollar funds were used by ICA principally to 
purchase equipment from the United States, including transporta- 
tion equipment, seed, fertilizer, pesticides, and farm machinery. 
The rial funds were applied to financing the work of experimental 
stations on the national level and various extension work in the 
provinces, The Ministry agreed to contribute in kind the use of 
land, buildings, supplies, and working facilities, in addition to 
the services of technicians. As in other project activities 
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previously discussed, the Ministry technicians received from the 
Joint Fund supplemental salaries, some in the form of training 
grants. 


In the provincial area of Tabriz, certain land used for demon- 


stration work was leased by the Joint Fund from a private landlord, 
although under the terms of the agreement the Ministry of Agricul- 
ture was to furnish all necessary facilities. Officials of the 
Mission explained that the use of leased land was of greater in- 
structive value to the local farming community than if the demon- 
stration had been on state-owned land. In the same province a 
corn-growing experiment was conducted on poor unsuitable land, 
without adequate supervision over the Iranian laborers. In the 
provincial area of Isfahan, a demonstration project of reforesta- 
tion used trees which have no intrinsic commercial value other 
than for making charcoal. We were unable to determine whether 
these improvised methods were due to lack of cooperation on the 
part of the local authorities or due to ineffectual administrative 
arrangements. 


Although the Program Office of the ICA Mission stated that 
this project was well planned, we saw no evidence in the provin- 
cial offices of an over-all plan with specific goals to be reached 
in cemonstrating or achieving increased production in particular 
crops. We were informed that the lack of reliable statistics made 
it unrealistic to set specific goals. The Mission has pointed to 
a number of favorable results from this project--the increased 
yield of wheat and improved quality of sugar beets and vegetables. 


The ICA dollar contributions obligated under agreement No. 75 
had an unexpended balance of $328,000 at June 30, 1955. Of this 
amount, $60,000 represented funds not yet committed to specific 
procurement acticn, including $36,000 of fiscal year 1955 funds 
and $24,000 of 1954 and 1953 funds. The unliquidated balance of 
$253,000 applied to pending procurement initiated in 1955, and 
also to several large orders placed in 1953 and 1954 which had not 
been completed at June 30, 1955. 


Order for seeds and miscellaneous equipment 
placed in February 19543; handled by U.S. be- 


partment of Agriculture $ 31,242 
Agricultural equipment ordered in June 19543 
GSA contract placed in May 1955 34,978 


Seeds, fertilizer, and other equipment ordered 
in June 1953; includes excessive subobliga- 
tion of $80,731 as determined by the Mission 113 


354 
Procurement initiated in 1955 "121 


, 


Subsequently the Mission initiated the necessary action to adjust 
the excessive balance of $80,731. 


lin Iran, all trees have a commercial value inasmuch as they are 
used for making charcoal, 


aes 
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Conguructson_ol Rare pan 
Project agreement No. 73 and related projects) 
Dollar Rial contributions 
contri- lions Dollar 
butions of rials equivalent 
Financial status at June 30, 1955: 
Obligated: 
Agreement, November 11, 
1953 $1,400,000 
Transfer from other 
projects 1,015,184 
Emergency aid project 
No. 17, February 17, a 
1954 400,000 83.7 909, 782 
Iran budget coi.cribu- 


tions - 36.1 455,000 
$2,615,184 1128 $1.36bs762 


Subobligated $2,069,410 119.8 
Expended 1.273.501 11.9.8 


Iran contributions in kind (commitment) 183.2 $2,296,250 


®Represents councerpart funds generatcd by U.S. dollar aid 


History of oe Karaj Dam is planned as a multipur- 
ose water use project to (1) supply water for the city of Tehran, 
f2) provide irrigation for the Karaj Valley, and (3) serve as a 
source of hydroelectric vower. American engineers reviewed and 
analyzed the proposed project first in 1946 and subsequently in 
1949 when the Seven Year Development Plan was drawn up. The Ira- 
nian Government employed a French firm to prepare detailed plans 
for the project and, in accordance with the French report and plan 
which was submitted in 1950, undertook some preliminary work fi- 
nanced from its owm resources. No further work was done on the 
dam project itself. 


In November 1953 the Mission executed project agreement 
No. 73, making it a part of the program in natural resources, and 
made available thereunder the sum of $1,400,000 for the purchase 
and transport to Iran of machinery, equipment, and services. Iran 
agreed to furnish funds, services, and equipment toward the com- 
pletion of the project. The agreement stated that a total of 
12.8 million dollars and approximately 336 million rials (equiva- 
lent to about 4.2 million dollars) would be required to complete 
the project as planned, which included the erection of a storage 
dam and power facilities. The agreement specified that the 
United States Government should not be obligated in any way to 
furnish additional funds. 
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Upon suggestion by the Mission, the United States Bureau of 
Reclamation was requested to review the plans and designs of the 
Karaj project; for this purpose the Mission made available $30,000 
of the project funds. In May 1954 the Bureau presented its evalu- 
ation report which confirmed the anette and economic feasi- 
bility of the project and recommended certain changes in the plans 
as proposed by the French engineers. 


The project is planned in two successive stages: (1) the 
construction of a 610-foot dam, together with the erection of a 
power plant, substations, and related transmission lines, and the 
relocation of a portion of the highway running from Karaj near 
Tehran to Chalus on the Caspian Sea and (2) the construction of a 
. tunnel, additional power plant, and regulating reservoir. Esti- 
mated costs of the first stage were (based on January 1954 prices) 
31.77 million dollars, requiring a loan of 18 million dollars from 
outside sources. The second stage was estimated to cost 22.11 mil- 
lion dollars. The project is expected to be self-liquidating on 
the basis of revenues received. 


At the close of fiscal year 1955, the Export-Import Bank had 
under its review an application by the Iranian Government for an 
18 million dollar loan to finance the first stage of the dam proj- 
ect. The Plan Organization is expected to finance the remaining 
costs. 


a progress--Early in 1954 the Government of Iran es- 
tablished by decree the Karaj Dam Authority, a separate agency to 
be responsible for all further development and construction work. 
Pending final decisions wagentseg the planning and financing of 
the dam construction itself, the Authority was able so far only to 
undertake the road relocation and improvement work which is re- 
quired in connection with the dam project. This work is under the 
supervision of the Morrison-Knudsen International Co., Inc., which 
previously had been engaged by the Plan Organization to proceed 
with the execution of the first stage of the Karaj project. 


The necessary funds for the road project were provided from 
several sources: 


1. Project ee No. 73 financed the dollar costs of the 
Morrison-Knudsen International contract ($455,000) and costs of 
equipment and services ($188,000). 


2. Emergency aid project No. 17, executed in February 1954 as 
part of the 1954 impact program, made available $400,000 for pro- 
curement of heavy equipment and 83.7 million rials (about $900,000) 
for construction and engineering costs. 


3. Funds from certain other projects ($1,015,184) were ap- 
plied to pay for the procurement of construction equipment. 
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Project 
number Amount 
Hormoz salt mine 26 $ 250,000 
Rey cement plant 16 475,000 
Dried fruit plant 31 100,000 
Highway improvement 29 172,500 
Locust control 3 17,684 
$2,015,18% 


The Mission originally proposed that the equipment financed with 
these funds be transferred to the Karaj Dam Authority on a rental 
basis and rental payments be made to the Joint Fund for Industrial 
Development. However, lacking approval by the Iranian Codirector 
of the Joint Fund and because of the urgency of the impact progran, 
the Mission agreed to make the equipment available without repay- 
ment obligation on the part of the Karaj Dam Authority. 


Project geottctencies-—The relocation of the highway prior to 
final approval of the dam project is contrary to sound planning. 
The relocation project is of a complex and costly nature; it in- 
volves the elevation of the highway considerably above the present 
riverbed and requires a number of tunnels through the mountains. 
There is no need for the road project unless the construction of 
the dam is undertaken. However, it was decided to start the proj- 
ect as a part of the impact program, with the special objective of 
relieving unemployment. The agency has stressed that there are 
good prospects that the construction of the dam will be eventually 
dant 2 for financing by the proper United States and Iranian au- 
thorities. 


There has been considerable indecision regarding the execu- 
tion of the project, both on the part of the United States and 
Iran. It related to such questions as the supervision of the proj- 
ect by the United States Bureau of Reclamation or a private engi- 
neering firm, the employment of an American or a foreign contrac- 
tor, the reliability of the estimated revenue and repayment 
schedule, and the ability and willingness of the Plan Organization 
to finance those costs which cannot be met by an outside loan. 


Our field examination of this project brought out that the 
road equipment, paid for by United States funds and used by 
Morrison-Knudsen, has been repainted and labeled as Morrison- 
Knudsen equipment and does not bear the Mutual Security emblem. 
This, coupled with the fact that the Mission had no up-to-date 
record of the equipment delivered and on order, made it impracti- 
cal for the Mission staff to exercise proper equipment control. 
The Mission has since informed us that a reconciliation of the 
equipment delivered to the project has been accomplished. 


At June 30, 1955, unliquidated balances of equipment orders 
totaling over $500,006, oe " 


resulted from a substantial procurement 
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backlog, but also included certain amounts in excess of actual 
costs. For example, a procurement order placed in February 1954 
for excavating equipment showed an unliquidated balance of 
$183,454, of which at least $58,000 was no longer needed for liqui- 
dation and which the Mission had earmarked for adjustment in fis- 
cal year 1956. 


It should be noted that, while over one million dollars has 
been transferred from other projects, the original project commit- 
ment has an unused balance of $722,000. The Mission was holding 
this amount pending final approval of the dam. Following determi- 
nation that future financing will be through a loan from the 
Export-Import Bank, the balance will be available for reprograming. 
The Mission had executed transfer agreements po an So the various 
reprograming transactions except in the case of the funds made 
available from the Hormoz salt mine project. We recommend that an 
appropriate agreement be concluded and the financial statements of 
the Mission be adjusted to show that the dollar contribution for 
this project has been actually obligated and expended for the pur- 
poses of project No. 73. 


Const ti f Tehran atmen an 
(Project agreement No. 35 
Dollar 


contributions 
Financial status at June 30, 1955: 


Obligated: 
Original agreement, June 5, 1952 $1,700,000 
3 360, 


Extension, November 4, 195 000 
$2,060,000 

Subobligated $2,058,075 
Expended $1,509,010 


Rial contributions: 
The Tehran Water Supply Organization has committed 
itself to meet all local costs of the project. The 
total costs of furnishing treated water to the city, 
except the treatment plant equipment, were estimated 
at least as one billion rials (approximately 12 mil- 
lion dollars). 


Construction of a modern water supply system for the capital 
city of Tehran was already in process when this project agreement 
was executed in June 1952. A firm of English engineers directed 
the work as advisers to the Tehran Water Supply Organization. The 
municipality of Tehran reportedly had expended approximately 8 mil- 
lion dollars on the project, but found itself wnakas to finance 


the remaining foreign exchange costs of purchasing equipment for 
the water treatment plant, a vital part of the new system. 
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The United States agreed to assume the financial responsibil- 
ity for these costs and make payments to the Tehran Water Supply 

Organization upon request by its Managing Director and approval by 
the Mission, according to the following installment schedule: 


Per ndi 












June 30, 1952 $ 

September 30, 1952 4,00 , 000 
December 31, 1952 1,00 , 000 
March 31, 1953 4,00,000 









The additional commitment of $360,000 in November 1953 was to 
cover the cost of manufacturing equipment needed to provide the 
required quantities of chlorine and ferric chloride for operation 
of the treatment plant. 







The first installment of $500,000 was paid in August 1952 to 
the Tehran Water Supply Organization as provided in the agreement. 
Since this was in violation of the prescribed procedure of disburs- 
ing dollar funds only against documents presented by United States 
commercial banks, the Mission discontinued, at the direction of 
the Washington office, the payment of cash advances and subse- 
quently adopted the approved method of financing procurement from 
outside of Iran through letters of credit. 












Substantially all of the dollar funds provided by the 
United States were applied to financing equipment contracts 
awarded to foreign suppliers. A French contractor supplied the 
principal equipment for the treatment system, a group of German 
concerns furnished the power plant, and a Swiss firm was responsi- 
ble for delivery of the chlorine manufacturing equipment. 









Invitations to bid for the water treatment plant were issued 
in May 1952, which was prior to the execution of the project agree- 
ment on June 5, 1952. The awards were made in October and Decem- 
ber 1952 to the lowest or otherwise most acceptable bidders. Bids 
for the chlorine manufacturing plant were solicited from local rep- 
resentatives of foreign manufacturers, and the Office of Small 
Business, FOA/Washington, was duly notified. A contract was 
awarded in December 1953 to the most acceptable bidder. One 
smaller contract, for ae apes and eee instruments, was 
awarded in December 1953 to a German company without giving the 
Office of Small Business the opportunity to advertise the procure- 
ment requirements. The Mission did not insist on resolicitation 
because the supplier had already been selected by the consulting 
engineer and the Tehran Water Supply Organization, and delivery of 
the equipment was required within the short span of 6 months. 











At the time of our field inspection in August 1955, the main 
treatment plant was near completion. The scheduled completion 
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date of June 1955 could not be met, principally because of slow- 
downs in the work of the local contractor. Also, lack of basic 
materials, such as cement and steel, and the poor port and trans- 
meg ees facilities provided obstacles to a speedier progress. 

e Mission was forced to grant the foreign contractors extensions 
of several months for financing of their equipment and services. 
However, the plant was expected to be in oe condition in 
the fall of 1955, although completion of the entire installation 
would take two more years. 


The equipment for the chemical manufacturing plant was at»ut 
40 percent delivered. It was placed in storage since the building 
to house it had not yet been started. The delivery period of the 
remaining machinery was extended. 


We observed that the water treatment plant will only par- 
tially fulfill its purpose, until the piped water system now being 
installed for the city of Tehran has been completed. The present 
distribution system still uses opcn gutters {jubes), and thus the 
treated water would become contaminated, thereby losing the ad- 
vantages of the treatment plant. Tehran, with a population of 
over one million inhabitants, is the only capital city of its size 
lacking a supply of piped and purified drinking water. We learned 
curing a visit to the municipal plant that about 250 miles of pipe 
had been laid, but only between 1,000 and 2,000 consumers were re- 
ceiving piped water. Water connections were currently being in- 
stalled at the rate of 20 a day and material was available for 
6,000 connections. Various operating and financial problems were 
in the way of a speedy pipe installation and connection of indi- 
vidual households throughout the entire city. 


The technical staff of the Mission was fully aware of, and 
much concerned about, the delays in this installation which should 
have taken 3 years under normal conditions instead of an actual 
construction period of 6 years. However, the local construction 
of the water supply system, as well as of the eee is 
the responsibility of the tranian authorities, and the Mission has 
been continuously in touch with them in order to find ways of ac- 
celerating the project. 
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teretect agreement No. 15) 
Dollar Sees gunkrl i. 
contri- illions Dollar 
butions of rials equivalent 
Financial status at June 30, 
1955 


5 
Obligated: 
iginal agreement, 
June 16, 1952, as 
amended $2,075,430 25-4 $$ 380,435 
Fiscal year 1953 exten- 





sion 979,306 50.0 750,000 
Fiscal year 1954 exten- 
sion 600 ,000 33.5 1,00 ,000 
Fiscal year 1955 exten- 
sion __. 7374297 65.1 —222..500 
Total $4,392,033 174.0 $2,329,935 
Subobligated $4,385,362 132.0 
Expended 3,892,874 $131.5 
Source of funds: 
United States commit- 
ments $4,065,236 75h $1,130,435 
Iran commitments from 
counterpart funds - 58.6 - 699, 500 
Iran budgetary commit- 
ments —326.727  b0.0 “500,000 
$4.392,033 17b.0 $2,329,935 
Contributions in kind by 
Iran $ - 15.7 $195,678 





Starting in 1951, TCA (predecessor of POA and ICA) and the 
United States Public Health Service recognized that malaria was 
} the greatest single health problem in Iran and that the country 
needed equipment and operating funds to continue an effective con- 
trol program. The United States undertook, therefore, to assist 
the Ministry of Health in the campaign oe malaria and made 
available both technical services and dollar and local currency 
st funds. The project agreement of June 1952 and subsequent exten- 
sions provided dollars for the purchase of DDT, other insecticides, 
: motor vehicles, and spraying equipment; rials were committed to 
supplement the Ministry's operating budget for a national malaria 
control program, including grants to the Iran Institute of Malari- 
ology. 


79239 O—56——-67 
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The Ministry of Health pledged to contribute the services of 
technicians, and supplies remaining from previous malaria cam- 
paigns. The Ministry was to administer the program, with the ad- 
vice of the United States Mission, the World Health Organization, 
and the Institute of Malariology. 


By vies action of the TCA Mission and the Ministry of Health, 
the Public Health Cooperative was established as a separate organ- 
ization, to administer all American-Iranian cooperative projects 
in public health, malaria control being the principal activity. 

The Malaria Control Commission of the Ministry, which previously 
had exercised responsibility for the program, was dissolved. 


There is evidence that, prior to the functioning of the 
Public Health Cooperative, United States contributions were not 
used in strict accord with the terms of the project agreement and 
that administrative procedures were deficient. The Mission turned 
over funds to the Ministry for payment of various local costs and 
old debts and failed to obtain an adequate accounting regarding 
expenditures made by the Ministry. ter the Public Health Co- 
operative took over the joint program, it established generally 
satisfactory records and procedures for the use of all project 
contributions. 


Project contributions were used in fiscal year 1955, as in 
previous years, to pay for the salaries of Iranian technicians em- 
ployed by the Cooperative, supplemental salaries of Ministry em- 
ployees, the rent of quarters, inland freight of supplies, and 
other local support costs. The Mission is making intensified ef- 
forts, as part of its integration policy (see p. 31), to prevail 
on the Iranian Ministry of Health to take over the financial re- 
sponsibility for these expenses. The Mission was encouraged in 
these efforts by the fact that the Iranian Government, in 1955, 
has contributed for the first time from its own budget both rials, 
for local costs, and dollars, for the purchase of DDT in the 
United States. We noted that the money contributed for the pur- 
chase of the insecticide ($326,797) was turned over to the Mission 
and administered as a trust fund, and procurement was undertaken 
through the facilities of the United States General Services Ad- 
ministration. Upon inquiry as to why this procurement action was 
not undertaken by an appropriate agency of the Iranian Government, 
we were informed that th) the insecticide was urgently needed and 
the host country's procurement process would have been too aren? 
and (2) ICA wished to take advantage of General Services Adminis- 
tration's stockpile of DDT. 


The accomplishments of this project since its inception are, 
on the basis of statistics furnished by the American technicians, 
impressive. Control operations, which consist chiefly of spraying 
of inhabited »laces with DDT, have been carried out in an increas- 
ing number of villages each year. The number rose from 5,000 in 
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1954. There are about 43,000 villages in the 
ae 1a tose ~ ned and other activities protected over 

So} 2 million persons. In many areas the incidence of the eee 
cab been substantially reduced, and land reclamation has begun in 
parts formerly considered unsafe. 


t has sponsored extensive research and surveys. 
The sotae menaced oacion efforts in public health and ———- 
medicine also have shifted to other danger areas, such as epidemic 
outbreaks. 


de 
ect appears to be well planned and administere 
vines ae continued spraying at the present ne oe 
15,000 villages; 1,000 villages are expected to be sufficien y 
controlled each year so as to warrant discontinuance S ore 
operations. The technical staff estimates that by ~e - ma 
Jaria areas of the country will be adequately controlled. 


is 
ion advised that in fiscal year 1956 the project 
veting Caleta financed by the Iranian Government and that ICA 
is furnishing only a small amount of technical assistance. 


(Project agreement No. Uy 


Financial status at June 30, 1955: 
Te are 
iginal agreement, June 28, 1952 $1,100, 
teakoneass August fi, 1954 165,000 


Dollar 


Total $1,265,000 
Subobligated $1,257,203 
Expended $1,177,637 


tributions: 
Malone Plan Organization has agreed to arrange for the 
financing of all local costs required to complete the 
lant, estimated at 20 million rials (approximately 
250,000). 


Construction of this plant began prior to the advent of the 
American assistance program. Because of the lack of foreign ex- 
change antes for the acquisition of materials and equipment 
from outside of Iran, TCA serees to furnish the needed dollar 
funds and assist in complet ng this important undertaking as a 
part of the industrial development program for Iran. The dollar 
contribution of 1.1 million dollars was supplemented in August 
1954 by an additional $165,000, which was made available by trans- 
fer from project No. 83 (establishment of a bonded warehouse). 
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The plant itself is owned by a private corporation. The Plan 
Organization held 49 percent of its stock and had full management 
control. Before the need for outside dollar aid arose, the com- 
pany had expended the equivalent of approximately 3.3 million dol- 
lars on the construction of the plant. In the project justifica- 
tion for 1952, TCA stated that "the plant is of all-American design 
and machinery on hand was purchased in the United States." Subse- 

uently, the machinery and equipment financed with United States 
funds represented predominantly purchases from European suppliers. 


The project agreement designated the dollar contribution as 
an interest-bearing loan, repayable in local currency to the Joint 
Fund in Industrial Development. Repayments were to start when the 
plant reached 75 percent of its rated productive capacity (200 
tons a day), but not later than June 30, 1954. The repayment date 
was subsequently extended principally because the plant had not 
attained the required productive capacity. 


At the time of our field visit in snguee 1955, the cement 
plant had been substantially completed. t has a potential maxi- 
mum capacity of 600 tons a day and is aa to produce cement 
as efficiently as, and of a quality equal to, the most modern 
plant. However, certain operating problems have arisen which may 
delay its effective utilization. The fact emerges that the capac- 
ity of the plant exceeds the supply of raw material (limestone). 
Such raw material cannot be obtained without additional invest- 
ments in new equipment, the financing of which has yet to be de- 
termined. The technical personnel in the field also pointed to 
transportation difficulties affecting disposition of the plant's 
finished product. There is an absence of rail facilities in the 
area and the highways are generally inadequate. The Mission ad- 
vises that the Plan Organization has let a contract for additional 
access roads, construction of which is now under way. 


Expansio T z n 
Project agreements Nos. 8, 53, and 97) 


United States 
contributions 


Financial status at June 30, 1955: 
Obligated: 
Agreement No. 8, June 28, 1952 as amended $1,612,317 
Agreement No. 53, April 22, 1953, as amended 493,891 
Agreement No. 97, January 13, 1954 _139,792 


$2..246,000 
Subobli gated $2,066,029 
Expended $1,370, 550 


Iranian contributions: 
The Plan Organization has pledged to contribute the neces- 
sary local currency estimated at 50 million rials (approx- 
imately $625,000), as well as $150,000 for the purchase of 
steel and other materials requiring foreign exchange. 
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The Tchitsazi cotton mill, located in the city of Tehran, is 
one of the projects started under Iran's Seven Year Development 
Plan which TCA agreed to help finance toward completion. At the 
time when the agency executed project agreement No. 8, Iran's in- 
vestment in the mill project, which was to be operated as a 
government-owned corporation, totaled $500,000 in dollars and 70 
million rials (approximately $875,000). Buildings had been 
erected and a portion of the machinery purchased from a German 
firm. 


The United States provided funds for the completion of the 
mill in three separate undertakings: (1) project agreement No. 8 
furnished the foreign exchange funds required to pay the balance 
on spinning, winding, and other machinery previously contracted 
for, (2) agreement No. 53 provided funds for the purchase of 304 
automatic veaving looms, and (3) project No. 97, which was fi- 
nanced from funds no longer needed in the earlier projects Nos. 8 
and 53, covered the cost of a humidification and heating system. 
These funds were contributed in the form of loans by the Joint 
Fund for Industrial Development to the Plan Organization, to be 
repaid over a 10-year period beginning from the time the mill has 
reached 80 percent of its rated capacity, but not later than 
By 30, 1954. Repayment was subsequently extended to June 30, 
1956. 


When completed, the mill will be fully integrated and equipped 
with modern automatic machinery. It will represent a significant 
addition to Iran's textile-producing capacity. The plant has con- 
siderable extra floor space which permits an expansion of the pres- 
ent 10,000 spindle capacity to 60,000 spindles. Most of the ma- 
chinery sq far financed by the United States is of American manu- 
facture, except for the drawing machines which are of German make. 
The Plan Organization has purchased various other equipment from 
European countries. The Mission has provided funds for technical 
services and the training of Iranian operators in the handling 
and maintenance of the imported machinery. 


At the time of our visit to the mill in August 1955, the in- 
terior of the building, which is to house the finishing department, 
had not been completed. Some of the machinery for this department 
was just arriving. The procurement of the machinery from the 
United States requested by the Mission in November 1953 has been 
unduly delayed. A contributing factor to these delays was an in- 
vestigation, conducted by ICA, into the procurement practices of a 
certain manufacturers’ agent and the soundness of the specifica- 
tions originally drawn up for the machinery on order. In the ear- 
lier days of the program, the lack of qualified technicians forced 
the Mission to utilize the services of suppliers' agents in pre- 
paring technically competent specifications. The investigation, 
which has been concluded, disclosed no improper practices or trans- 
actions, and the way has been cleared for ICA, through GSA, to ex- 
ecute the remaining equipment contracts. 
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Beyond the completion of the finishing department, two other 
— remain, postponing an early start of operations by the 
mi . 


1. The plant management has been unable to obtain four print- 
ing machines and accessories which were to be furnished by a silk 
mill having idle equipment located in Chalus, Iran. In order to 
expedite delivery of these machines, it is necessary for the re- 
sponsible officials of the ICA Mission, the Plan Organization, and 
the United Nations assistance group, which is rendering technical 
services at the silk mill in Chalus, to reach a more definite 
understanding. 


2. The present ~ supply is not adequate to run the plaut's 
complex machinery. e Plan ganization has been hesitant to 
undertake the proposed acquisition of gas turbines because of the 
ultramodern nature and the high cost of such machinery. ICA is 
— to finance the power plant since this should be the re- 
sponsibility of the Plan Organization. To help in overcoming the 
technical problems faced by the mana nt of the mill, the 3 
— engaged the services of an rican consulting engineer- 
ng TMe 
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Construction of two sugar refineries 
(Project agreement Wo 65) 


Financial status at June 30, 1955: 


United States 
contributions 


Obligated: 

greement No. 65, June 28, 1953 $931,356" 
Subobligated 931,336 
Expended 931,336 


Iranian contributions: 
The Plan Organization pledged to pay all local ccsts 
involved in the project, as well as the foreign ex- 
change requirements of the equipment contract in the 
amount of $1,567,762. 


@In the accounts of ICA adjusted to $931,336. 


This agreement was to finance a portion of a contract which 
the Plan Organization had entered into with a German red of 
machinery in October 1952. The contract price was $3,019,371 and 
covered the delivery and erection of aeons needed by two new 
sugar refineries capable of producing 12, tons of sugar annu- 
ally. When the Plan Organization was unable to pay the second in- 
stallment of the equipment contract, which became due in April 
1953, the Mission agreed to assume the financial responsibility 
for the following payments: (1) 35 percent of the cost of the 
equipment ($910,443) and (2) 20 percent of the cost of erection 
(520,912). The Plan Organization comnitted itself to pay the re- 
maining installments, both for the acquisition and the erection of 
the machinery. The United States contribution was made available 
to the Plan Organization in the form of a loan, repayable to the 
Joint Fund in Industrial Development over a 10-year period. Repay- 
ments shall start as soon as production of the refineries reaches 
75 percent of capacity, but not later than June 30, 1955. On 
June 15, 1954, the Country Director concurred to a request from 
the Plan Organization extenting the first repayment date to 
June 30, 1956. 


Whereas the United States Government assumed no further fi- 
nancial responsibility for the construction of the two refineries, 
under the terms of the agreement, American technicians were to as- 
sist in the technical phases of the project in several respects: 


1. To introduce improved methods in the cultivation of sugar 
beets. 


2. To ere the site of the two plants which the Plan Organ- 
ization had selected. 


3- To instruct Iranian technicians in the utilization of by- 
products in the sugar refining process. 
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4. To teach managerial and productive skills and practices. 


The implementation of the project encountered serious delays 
and difficulties with the result that 2 years after the execution 
of the project agreement, one plant, in the Kerman area, was only 
about three-fourths completed and construction of the other plant, 
in the Meshed area, had just started. 


After the Mission had approved the site selected for the Ker- 
man plant, construction began, but was halted after 2 months when 
the Plan érganization decided to shift to a more suitable location. 
This move occurred without prior approval by the Mission which in- 
itially objected, until it wasogneass that the old site was less 
desirable because of danger of flooding, lack of access roads, and 
farther distance from water sources. e new site also is adjacent 
to better farmland. 


The Mission believes that the original site of the plant would 
have been satisfactory but concurs that the new site may be better; 
however, no delay was caused since construction continued at the 
new site while the issue was being settled. 


The Kerman o- is located in an area suitable for the culti- 
vation of sugar beets, but this is a new one which is introduced 
to replace the present growing of poppies. dequate time is re- 
quired to educate the farmers in the growing of sugar beets, and 
the Mission estimates that 3 to 5 years will elapse before focal 
production will permit the factory to operate at full capacity. 


Procurement of the machinery was considerably delayed pending 
agreenent between the supplier and the Plan Organization regarding 
application of an escalator clause in the contract. The parties 
settled finally for an additional payment by the Plan Organization 
in the amount of $600,000. The machinery intended for the Meshed 
refinery was placed into storage since construction of this plant 
was delayed because of indecision regarding the site, and the ne- 
cessity of obtaining new bids as a result of new requirements by 
the Government of Iran. The Mission anticipates completion of this 
plant sometime in 1956, 
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Rural communit evelopment 
(Project agreement No. 6)) 


Millions 
Dollars of rials 


Financial status at June 30, 1955: 
Obligated under agreement, June 28, 1953: 
finited States $3,000,000 
Iran (dollar equivalent $1,125,000) 
Conversion of dollars into rials —1, 683,333 


$1.315,667 
Subobligated $1,308,902 20.4 


Expended ?__ 830,698 1965 


Nature of project--This project is closely linked to a pro- 
gram of community development and land reform inaugurated by the 
Iranian Ministry of Interior pursuant to the "Law to Increase the 
Farmer's Share." This law provided that Iranian landlords return 
a certain percentage of rental receipts to their tenant farmers. 
The farmers, acting through local village councils, are to use 
these funds for the improvement of community facilities, such as 
school buildings, sanitary water supply systems, irrigation, or 
farm machinery pools. 


The United States undertook to assist in the realization of 
this program by financing the Iran-American Joint Fund for Agrarian 
Development, which has the administrative responsibility for proj- 
ect No. 54 in several respects: 


1. Loan fund--The Mission used project funds in the anount of 
1-1/3 million dollars to purchase 100 million rials with which, 
among other uses, to set up a revolving fund, from which the vil- 
lage councils can obtain villare improvement loans and supplement 
therewith the rentals accruing to them under the law. 


2. American technicians--The Mission engaged the services of 
American technicians who are to work with the village councils and 
instruct Iranian Ministry employees in community development tech- 
niques. This is being accomplished through a contract between the 
Joint Fund for Agrarian Development and the Near East Foundation 
(a nonprofit institution incorporated in the State of New York) 
under which the latter furnishes teams of experts, each consisting 
of a farn credit specialist, a civil engineer, and a community de- 
velopnent specialist. Ten such teams were assigned, one to each 
provincial area. ICA has agreed to finance the doliar costs of 
the contract for the 3 years 1954 through 1956, up to a maximum of 

805,000. The Joint Fund pays for the nondollar costs of the con- 
tract, such as subsistence, travel, and rent. 
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3. Procurement of equipment--The Mission financed the acqui- 
sition of 100 jeeps, other motor vehicles, audio-visual equipment, 
and various su ihes needed for the support of the American and 
Iranian technicians. 


4. Administrativ --The Mission paid over to the Joint 
Fund the sum of 29.4 Sititen riale, purchased with $350,000 of 
project funds, toward the administrative costs of the joint program 
of agrarian development. A separate decentralized agency was cre- 
ated within the Iranian Government for the administration of the 
revolving loan fund and related activities. 


Financial progress--The specific commitments and expenditures 
of the 3 ase aeTiar contribution for project No. 64 are sum- 
marized from the Mission's records at June 30, 1955. 


Specific 
commitments 


(subobligated) Expended 


Grant to Joint Fund to establish loan 

fund and for operating costs $1,333,333 
Contract with Near East Foundation 9292 
Procurement of equipment 336,406 
Grant to Joint Fund for administrative 


costs 350,000 
Total 3 $2,514,031 


The Mission lacked the proper documents for evaluation, or disposi- 
_tion, of three large procurement orders which have been oe 
for 2 years or more and showed substantial unliquidated balances. 


Original Unliquidated 
comnitment balance 


Trucks ordered in June 1953, GSA contract 

status undetermined 3 50,494 $35,032 
Audio-visual equipment ordered in June 

1953, documents relative to procurement 

through the Washington office not avail- 

able 95,078 45,817 
Motor vehicles ordered in September 1953, 

advices of charge not teedbeed from 

Washington 248,871 4h, 889 


Subsequent to our examination, the Washington office of ICA 
furnished information to the Mission which will permit closing out 
the above balances. 


The Iranian authorities have contributed to the Joint Fund 
for Agrarian Development through June 30, 1955, a total of 39 mil- 
lion rials, equivalent to $487,500, which came’ from three sources 
and applied against the 90 million rials pledged in the project 
agreement. 
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qui- Rials 
nent, 
nd Plan Organization 6,000, 000 
Ministry of Finance 3,000, 000 
Loan by the Agricultural Bank 30,000, 000 
Joint 
f 22,000,000 
rogram 
cre- SOE NE ee ae oom the have been some delays in the pro- 
she curement e ent from the United States and in obtaining the 
services of American technicians. The specialists engaged by the 
Near East’ Foundation arrived in Iran not until the summer and fall 
ures of 1954. However, the principal difficulties experienced in the 
m= implementation of this project lie more with certain local condi- 
tions and problems. The long-term nature of the project, which 
seeks te break down the traditional feudal system of land tenure, 
precludes rapid or large-scale accomplishments. 
ided The Ministry of the Interior has been reluctant to provide 
personnel in the numbers and with the qualifications needed to as- 
sist local yisioe councils in the improvement of community facil- 
}» 333 ities as intended by the law. This has retarded implementation of 
-y 292 the Ministry's program and rendered more difficult the training 
, 4.06 and demonstration work of the American technicians. However, a 
® training program has been established in all the provinces through 
} 000 which Iranian specialists have been trained while unsuitable per- 
sonnel have been eliminated. 
202d, The unclarified legislative status of the "law to increase 
posi- the farmers' share," which was enacted before the reestablishment 
g of regular constitutional government in Iran, added to the reluc- 
es. 4 tance and uncertainty on the part of the Iranian authorities 
charged with its enforceuent. The law has been replaced, but the 
ated agency advises that the new law has serious substantive deficien- 
e cies which still leave the future of the project in doubt. 
The utilization of the 100 million rial loan and operating 
2 fund, established by the Joint Fund with moneys granted by the Mis- 
sion, has been slow in the first 2 years of its existence. State- 
nents of the Joint Fund show for the 10 provincial districts com- 
bined a total of 53 loans aggregating 6 million rials (about 
7 *75,000). sithoug it was estimated that by June 30, 1955, loan 
disbursements would total about 42 million rials, actual expendi- 
tures were only between 10 and 15 million rials for loans, which 
) raises doubts as to the wisdom of the Mission's action in June 1953 
of making available the full 100 million rials. 
out In September 1954 the Mission converted in a similar manner 
the sum of «350,000 and contributed the local currency so purchased 
to the Joint Fund for administrative expenses. On the basis of 
i actual expenditures by the Joint Fund in 1954 and 1955, available 
1il- balances appear to have been substantially in excess of cash re- 






quirements, both at June 30, 1954 and 1955. 
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1954 1955 
(rials) (rials) 


Contributions 139,000, 000 29,400, 000 
Expenditures 2;666,.000 16.84.5..000 


Balance on hand at 
end of year 136,334,000 148,880,000 


We believe also that the payment of the Mission's contributions 
should have been geared more relistically to the financial require- 
merits of the project, and dollar funds should not have been with- 
drawn from the United States Treasury unless actually needed for 
the implementation of the project. 


According to present program plans, less emphasis will be 
placed on loans and self-help projects will be encouraged. The 
substantial balances available to the Joint Fund will be used to 
finance expenses of the contract with the Near East Foundation and 
those of community development agencies of the Iranian Government. 


Our field inspection of selected activities under the rural 
developnent program indicated the desirability of a closer coopera- 
tion between the community specialists and other technicians em- 
ployed by the Mission. Since the rural community development pro- 
gram involves problems in the related fields of agriculture, 
health, and education, close liaison with the technicians special- 
izing in these fields is necessary in order to avoid duplication 
of effort and obtain best results for the community project. 


In August 1955 the Mission created a Community Development 
Board, providing for representation by all interested technical di- 
visions and their cooperation toward improvement of the Mission's 
community development projects. This arrangement was made upon 
recommendation by a special survey team which ICA/Washington had 
dispatched to Iran and other countries of the Near and Middle East, 
for the purpose of advising on the progress of community develop- 


ment programs sponsored ee agency. The Mission plans also to 


make a more effective utilization of the contract services of the 


Near East Foundation. 
TRAINING ACTIVITIES 


Point 4 training 


Besides "on the job” training of Iranian technicians, which 
is carried out in conjunction with regular technical assistance 
activities in Iran, ICA has financed specialized courses for se- 
lected Iranian nationals (1) in the United States and (2) at the 
American University of Beirut (AUB). 
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The number of Iranian participants who were selected for 
training courses outside of Iran, and the amount of technical as- 
sistance funds obligated for this purpose, are shown for the 4- 
year period 1952-55. 


Number 
Fiscal f traince Amounts 


year Useh- obligated 


56 38 $ 250,143 
110 46 525,679 
86 33 1,82? 317 
1955 16h _45 $38.86 


Total «= -kGGZ«24.097,.002 


8poes not include $38,000 for training at AUB which was paid from 
funds allotted to the United States Mission to Lebanon. 


Training courses were given in all fields of activity in 
which the Mission conducted cooperative assistance projects. 


Cumulative 
obligations 
through 
Field of activity June 30, 1955 


Agriculture and natural 

resources $ 632,996 
Industry and mining 309, * 782 
Transportation 101; 0383 
Labor 59, 600 
Health and sanitation 307,370 
Education 248, 705 
Public administration 
Community development 
Audio-visual and other 


Total 


Statistical records of ICA as of August 15, 1D indicated a 
lag in the implementation of the training pega A considerable 
number of trainees, who had been approved in 1953 * and 1954, were 
still in training {n the United States; these numbered 1, and 47, 
respectively. OF 164 trainees approved in 1955, only 18 had com- 
menced their training. The wa dors of 1955 training authoriza- 
tions were issued late in the fiscal year, some of them in June. 
In the past the Mission has been unable to properly schedule the 
processing of Iranian training applications throughout the year, 
with the result that final approval was postponed until the last 
days of the fiscal year. 
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In 1955 the Training Office of ICA instituted significant im- 
rovements in procedures and statistical records. There remained, 
owever, several matters in the administration of the training 

program which, we believe, require the attention of the Mission. 


1. The technicians should prepare more specific training plans 
and thereby enable the Washington office to arrange a more effec- 
tive program in the United States. 


2. The provincial offices should participate more actively in 
the selection of Iranian trainees. In the past a preponderance of 
trainees has come from the capital city of Tehran. 


3. There is a need for a more effective utilization of train- 
ees after they have returned from the United States. Surveys by 
the Training Office indicate that some Iranian participants lacked 
the opportunity to make effective use of their newly acquired 
skills . 


4. Training funds obligated in yrier years and carried in the 
accounts of the Mission at June 30, 1955, exceeded the actual fi- 
nancial requirements as reported by the training agencies in the 
United States. Also, some of the trainees approved in fiscal year 
1953 have not started their training, and, since the prescribed 
accounting procedures allow not more than 6 to 9 months for imple- 
mentation, the respective training obligations should be canceled. 
aan subject to deobligation amounted to approximately 

? , + 


Student assistan 


The agency has designated a portion of the student assistance 
program (aggregating $2,582,700) as “part-scholarships" and clas- 
sified it as a part of the training program. Since the student 
assistance program was closely connected with the Mission's rial- 


generating programs in 1952 and 1953, these activities are dis- 


cussed in their Sse k in a succeeding section under special and 
emergency assistance. (See p. 74.) 


TECHNICAL ASSISTANCE CONTRACTS 


As part of their technical assistance activities for Iran, 
ICA and the predecessor agencies have financed a number of signif- 
icant contracts providing for technical services by educational 
and eee organizations in the United States. Based on our 
examination of the records in the Mission and the Washington of- 
fice, we determined the following major contractual c tments: 
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U.S. financing 
through 
June 30, ores 
Contractor (obligations 


Utah State Agricultural College 91,339,072 
Brigham Young University 729,335 
University of Utah 410,000 
Syracuse University - 1,277,000 
University of Southern California 515,000 
George Fry and Associates, Inc. 420,000 
Near East Foundation: 

Varaman Plains project 1,622,034 

Rural community development 805,000 


PZp R17, bleh 
Of the above obligations, approximately 4 million dollars was 
financed unilaterally by the tinited States Government, while the 


balance represents American contributions pursuant to bilateral 
project agreements with Iran. 


Data on ICA obligations and expenditures under technical serv- 
ice contracts are recorded in the accounts of the Mission and re- 
ported in the fiscal statements under several categories which do 
not permit ready identification. We believe that, because of the 
significant amount of contract commitments in the case of the Iran 
assistance program, the financial statements should separately dis- 
close such commitments. The Mission concurs with this recommenda- 
tion and proposes to establish appropriate accounting procedures. 


The terms and conditions of the contracts, as they were writ- 
ten in 1952 and 1953, were generaily vague as to the contractor's 
work requirements and the types and determination of reimbursable 
costs. The earlier contracts were executed before the adoption of 
official guidelines and contracting standards which were to assure 
the inclusion of uniform and reasonable financial provisions in all 
technical service contracts. 


We observed that subsequent extension agreements have improved 
notably the language of the financial provisions and introduced 


necessary safeguards in the interest of the United States Govern- 
nent. 


Following are examples of earlier contract deficiencies which 
have been substantially corrected. 


1. A contract with the Near East Foundation, concluded in 
April 1952 and in effect until January 1955, failed to define or 
specify items of reimbursabloc « »sts other than setting a ceiling 
amount and requiring fiscal r. ports and supporting vouchers. Be- 
cause the language employed in the contract was too general and 
did not adequately reflect eiliicer the services purchased or their 
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costs, the Washington office insisted on a complete revision before 
extending the contract as requested by the Mission. The revision, 
containing adequate categories of allowable expenses, became effec- 
tive in February 1955. 


2. Contract services to be performed by the three colleges of 
the State of Utah were hampered by the lack of work instructions 
and by numerous contract extensions for ee short oper- 
ating periods. The contract with the Agricultural College was ex- 
tended five times during the period from January 1, 1952, to 
June 30, 1954. Finally the Agency negotiated a new 3-year contract 
starting July 1, 1954. 


3. The first contract with Syracuse University was on a lump- 
sum basis, with the result that the contractor received payments 
substantially in excess of actual costs incurred. Such excess, in 
the amount of 377,000, was subsequently recovered in the form of 
additional services for which the contractor waived billing. Suc- 
cveding contracts provided for the payment of fixed unit costs 
(per reel of educational motion pictures produced) until ICA fi- 
nally was able to negotiate with the University reimbursable cost- 
type contracts. 


Effective in fiscal year 1956, ICA contracting officers are 
working toward a sounder and more efficient contract administra- 
tion by consolidation of related contracts with the same contrac- 
tor and by a sharver delineation between dollar and local currency 
costs. In the future ICA will seek to place the financial re- 
sponsibility for local costs exclusively with the Joint Fund and/or 
the appropriate agency of the host country. Also, while in the 
past the agency lacked a consistent policy of obligating contract 
costs--some by bilateral pesiers agreements, others by independent 
action--the Mission's new policy is to encourage a direct contrac- 
tual relationship between the American contractor and the Iranian 
Government (or an agency of it) and to finance the contractor's 
costs as an integral part of the United States project contribu- 
tion. 


The — assignment of responsibility for contract adminis- 


tration, as between the Washington office and the Mission, re- 
quires some clarification and better coordination. Generally, the 
Mission has been responsible for papeenees and direction of the 
contractor's performance in the field, whereas the Washington of- 
fice has retained the financial administration of the contract. 
On the basis of “ experience, the Mission needs an opportunity 
for greater participation particularly in the drafting of contract 
provisions which deal with the scope of the contractors' work, 
— of operation, operating budget, and the responsibility of the 
ranian Government. The Mission believes that contracts should 
provide for local overhead expenses to be a part of the contract 
costs, thereby alleviating the present administrative burden car- 
ried by the Mission and possibly reducing costs. It has been the 
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practice of the Mission to furnish contract personnel with quar- 
ters, supplies, and other local support. Also, the Mission desires 
the responsibility for reviewing the contractors' vouchers and 
prompt information regarding payments made to the contractor by 

the Washington office. Furthermore, the Washington office has 
failed, in some cases, to coordinate with the Mission arrangements 
for contract extensions or canceliations. On the other hand, the 
Mission should guard against modifying contract terms without prior 
approval of the Washington office. 


Following is a brief description of the services performed by 


the principal contractors who have been employed in connection with 
the assistance program for Iran. 


Colleges of the State of Utah 


To implement the joint American-Iranian Rural Improvement 
Program (see p. 24), TCA entered, in June 1951, into a series of 
contracts with three colleges in the State of Utah, each special- 
izing in one of the basic fields of assistance activity: 


1. Utah State Agricultural College--agriculture 
2. Brigham Young University--education 
3. University of Utah--public health 


In accordance with the terms of the contracts, the three institu- 
tions sent technical personnel to Iran to carry out demonstration 
projects and provide technical leadership and instruction. 


The contractual relationship with the University of Utah was 
terminated in September 1954. The services of the other two 
schools were continued beyond fiscal year 1955. 


For practical purposes, the contract personnel in the field 
were integrated with the personnel on the rolls of the Mission, 
pa a unified administration under the direction of the 

ssion in the respective fields of activity. On the other hand, 
this arrangement appears to have nullified to some extent the ad- 
vantages accruing to the assistance program from a strong techni- 
cal leadership, which the universities were expected to exercise 
through the concerted efforts of their faculty in the United States 
and their staff in the field. 


Syracuse University 


The university was engaged, through a series of contracts 
starting in 1952 and still in progress at June 30, 1955, to de- 
velop audio-visual material needed for instruction and demonstra- 
tion purposes in Iran, in  sragpeser aod to produce a prescribed num- 
ber of motion pictures. The contractor sent production crews 


79239 O—56—_68 
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and equipment to Iran where the training films were taken. The 
stipulated reels were then completed in the university's laboratory 
in the United States and delivered to ICA (or its predecessors). 
There have been considerable delays in the completion of the con- 
tractor's work. Problems, which arose in connection with the in- 
terpretation of the terms of the contract, have been substantially 
resolved, and ICA has put the relationship with the contractor on 

a sounder basis. 


Universit f South Cali a 


Pursuant to a contract executed in June 1954, the University 
of Southern California was pa to carry out projects and ac- 
tivities in the field of public administration, in cooperation with, 
and through the facilities of, the University of Tehran. This pro- 
gran, which is scheduled for a 3-year period, embraces the ex- 
change of teaching perocnned between the two institutions and the 
establishnent of a Technical Institute of Administrative Affairs 
at the University of Tehran. 


Georre Fry and Associates, Inc. 


This management consultant firm was engaged under a contract 
sirned in December 1954, for a parted of 16 months (subsequently 
extended) to render assistance in the field of industrial manage- 
ment. Certain management problems, as well as the need for manage- 
ment training, had developed in connection with various industrial 
enterprises established by the Plan Organization and financed with 
assistance rendered by the United States. Accordingly, the tasks 
of the firm include management surveys, development of plans for 
gradual transfer of government-controlied plants to private owner- 
ship, operational audits, installation of systems and procedures, 
and the training of Iranian management personnel. At June 30, 
1955, the firm had a staff of seven technicians in Iran. 


Near East Foundation 


ICA, and the predecessor agencies, have availed themselves of 
the services of this nonprofit institution--which has specialized 
in Near East relief and assistance activities for many years~-for 
a number of special programs or projects: 


1. Administration of the student assistance program from 
March 1952 through August 1954, at a fee of Sorpeeeens 
575,000. (See succeeding discussion, pp. 74 through 78.) 


2. Implementation of project agreement No 64 which calls for 
United States technical assistance in a program for rural 
community Srehegeees (see p. 59) at a contract price not 
to exceed $805, covering services from January 1954 to 
December 1956. 


4 


cs aD — 
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3. The ene a rural demonstration projects in the 
Varaman Plain district near the capital city of Tehran, 
covering approximately 350 villages. The Foundation has 
organized special training courses in agricultural exten- 
sion work, sanitation and education, and has promoted im- 
proved practices in these fields. tinited States commit- 


ments for contractual services, aggregating $1,622,034, 
cover the period from April 1952 through October 1955. 
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SPECIAL AND EMERGENCY ASSISTANCE 


During the 4-year period 1952 through 1955 the United States 
Government made available to Iran two categories of special aid: 


1. Special and rial-generating programs undertaken as a part 
of the cooperative technical assistance program. 


2, Emergency economic aid especially authorized for fiscal 
years 1954 and 1955 in addition to the cooperative assist- 


ance program. 


These activities were predicated on the emergency situation 
in Iran and were designed to relieve one or all of certain imme- 
diate and urgent needs of the Iranian economy: 


1. To furnish foreign exchange for essential commodity im- 
ports and services. 


2. To generate local currency funds required to meet local 
costs of cooperative projects. 


3. To bolster the Iranian Government's precarious budgetary 
position. 


Dollar funds obligated for the various special and emergency 
activities totaled 144 million dollars. 


Special activities in connection with the 
cooperative technical assistance program: 
Sugar imports 
Student assistance 
Commodity imports 
Cash grants 
Program loan 


Emergency economic aid: 
Sugar imports 20,464,076 
Other commodity imports 27,491,770 
Cash grants 35,000,000 
Budgetary loan —20,.000,000 


112.955.8546 
Total $l, 266, sz 


Exhibit 2 shows the above program funds by fiscal year in which 
they were obligated. 


The emergency economic aid was furnished by the United States 
following the change of government in Iran and the resulting need 
for a restoration of financial and economic stability; it included 
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a 60 million dollar program in ee and a 53 million dollar pro- 
gram in 1955. Funds for the 1954 program were made available by 
drawing 40 million dollars from the special economic assistance 
appropriation for the Near East and Africa and 20 million dollars 
from the military assistance appropriation for Europe; the latter 
was authorized by presidential determination dated September 4, 
1953, pursuant to section 513(B) of the Mutual Security Act of 
1951, as amended (22 U.S.C. 1664). The funds for the 1955 emer- 

mcy aid came from the appropriations for development assistance 
fu3 million dollars) and military assistance (10 million dollars); 
the use of military funds was authorized by presidential determi- 
nation dated December 9, 1954, in accordance with section 401 of 
the Mutual Security Act of 1954 (68 Stat. 843). 


SUGAR IMPORTS 


The sugar import program was uridertaken, starting in fiscal 
year 1952, for the double purpose of (1) providing Iran with an 
essential commodity import for which that country did not have the 
necessary foreign exchange and (2) generating local currency funds 
(rials) required in connection with cooperative project activities. 
The agency's justification for the program in 1952 also referred 
to the fact that the rate of exchange for direct purchases of 
rials was less favorable than that in effect when rials were ac- 
quired through the medium of commodity importation. 


In 1952 and 1953 the Government of Iran deposited rials at an 
established price per kilogram of sugar to the credit of the 
United States Government. The local currency funds were then used 
to finance technical assistance activities in accordance with the 
bilateral project agreements. In 1954 and 1955 the sugar imports 
were a part of the emergency economic aid program authorized for 
each of the 2 years and handled in the same manner as other com- 
modity imports. (See p. 79.) 


Total sugar imports in the 4 years 1952-55 amounted to 29 mil- 
lion dollars and generated 2,349 million rials. 


Millions 
Dollars of rials 


obligated 


1952 $ 4,979,000 342.6 
195 3,915,000 272.5 
195 15,464,156 1,313.9 
1955 4,999,920 — 420.0% 


$29,358,076 24349.0 


®Represents total planned rial generation; actual deposits at 
June 30, 1955, totaled 298 million rials, 
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Price of sugar and subsidy 


The procurement and shipment of the sugar was handled through 
the facilities of the United States Department of Agriculture. In 
1952 and 1953 Iran deposited local currency funds to the credit of 
the United States at the price of 9.60 rials per kilogram of sugar 
received. This price which is equivalent to an exchange rate of 
68 rials per dollar was to meet the competing offer by another 
sugar exporting country and to enable the Iranian Government to re- 
cover its distribution costs. 


The proceeds from the sugar program in 1954 were calculated 
at a price of 8.75 rials per kilogram, based on an exchange rate 
of 85 rials per dollar. Other commodity imports financed by the 
United States generated local currency at an effective average 
rate of 91 rials. By reason of using the lower exchange rate the 
rial proceeds from the sugar program were reduced by the equiva- 
lent of approximately 1 million dollars and $650,000 on the 1954 
and 1955 sugar programs, respectively. The Mission refers to 
these differences as a "subsidy." 


Mission officials have pointed out that this subsidy had no 
practical effect upon the availability of funds for the coopera- 
tive assistance program, because all sugar proceeds were applied 
to budgetary support of Iran. The cost of the sugar to the 
Iranian Government was set sufficiently low in order to assist the 
latter in its policy of maintaining a fixed price to Iranian con- 
sumers below the free market pricc, and in this manner to lower 
the cost of living in Iran. 


Deficiencies in 1955 import program 


For 1955 the import program called for 46,000 tons of sugar 
including 10,000 tons of raw sugar for refining in Iran and 3 000 
tons of refined sugar for direct consumption. Although the Mis- 
sion had suggested procurement from Far Eastern sources in order 
to save shipping time, the raw sugar was purchased ‘n Cuba and ar- 
phir a? nono the refining season, when the Iranian refineries had 
shut down. 


For the procurement of the refined sugar, the United States 
Department of Agriculture contracted with a French importing firm 
which the Mission had recommended as a bidder. This firm, which 
offered Brazilian sugar at the low bid of $3.77 per cwt., was se- 
lected on the condition that it employ an American agent and post 
bond. When, after considerable delay, bond was not posted, the 
Department of Agriculture canceled the contract, but after approx- 
imately 10,000 tons of sugar had already been shipped. Upon dis- 
tribution throughout Iran, the sugar was found dirty and not ac- 
cording to specifications. Investigations revealed lack of proper 
care in the inspection of the sugar before shipment from Brazil 
and that the sugar was the product of numerous small mills. 
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The delays in shipment, and the poor quality of the commodity, 
led to protests by the Iranian authorities and a request that no 
further sugar be purchased in Brazil. ICA has taken steps to as- 
certain the amount of recovery, if any, that may be obtained from 
the supplier. 


Subsequently, the Department of Agriculture contracted for 
ener of refined sugar from Formosan sources at a price of 
$4.445 per cwt. The increased cost reduced the quantity which 
could be financed from 26,000 tons to 22,000 tons. 


For shipments in fiscal year 1956, ICA originally proposed to 
utilize 20,000 tons of American sugar, in accordance with a con- 
gressional resolution urging the Administration to dispose of do- 
mestic surplus sugar stocks. These plans have been revised, and 


the sugar will be procured through regular commercial channels by 
the Iranian Government. 
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STUDENT ASSISTANCE 


In March 1952 approximately 800 Iranian students were attend- 
ing schools of higher learning in the United States when the Ira- 
nian Government announced the termination of foreign exchange 
funds heretofore available to these students. The oil crisis had 
cut off Iran's foreign exchange sources, and the students' parents 
or sponsors were no longer permitted to transmit dollar funds to 
the United States. Thereupon, TCA and the Department of State 
worked out an arrangement whereby the United States Government pro- 
vided the dollar funds required by the students to continue their 
studies, while the students' sponsors in Iran made available to 
TCA corresponding rial funds for use in United States financed as- 
sistance projects. 


Under the terms of an agreement for a "Cooperative Student As- 
sistance Program," concluded with the Iranian Ministry of Educa- 
tion on March 29, 1952, and subsequently extended from year to 

ear, the United States Mission to Iran made available a total of 
-7 million dollars. 


Academic year 
ending Dollar 
Date of agreement August 31 commitment 


March 29, 1952 1952 $1,000,000 
September 7, 1952 1953 1,500,000 
September 26, 1953, as amended 

December 30, 1953 1954 1,700,000 
September 1, 1954 1955 500, 000 


$4 700,000 
Administration of student program 


The funds committed for the 3 years ending August 31, 1954, 
were advanced to, and administered by, the Near East Foundation, 
which, under a contractual arrangement with TCA, and then FOA, 
acted as agent in carrying out the assistance program in the 
United States. Upon notification that the students' sponsors had 
deposited rials in Iran to the credit of TCA/FOA, the Foundation 
made available corresponding amounts of dollars for subsistence, 
tuition, fees, books, travel, and emergency expenses of the stu- 
dents while they attended recognized institutions of learning and 
complied with the eligibility requirements set up by the 
United States and the Iranian Ministry of Education. 


Under the terms of the contract, the Near East Foundation was 
responsible for all administrative arrangements concerning the stu- 
dents and was to furnish pertinent reports on finances and student 
activities to TCA/FOA. However, we observed that FOA/Washington 
deemed it necessary to maintain detail records pertaining to 
each of the about students and had assigned a full-time 
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employee for the work connected therewith. We believe that, in ac- 
cordance with the terms of the contract, the Near East Foundation 
should have attended to all necessary recordkeeping functions and 
that the agency's part should have been limited to over-all finan- 
cial and administrative direction by means of periodic reports ren- 
dered by the Foundation. A considerable amount of clerical work 
was also required on the part of the Mission. 


For the academic year ending August 31, 1955, the Ministry of 
Education assumed full responsibility for the execution of the pro- 
gram, both in Iran and the United States. The American contribu- 
tion of $500,000 was paid over to the Ministry in quarterly in- 
stallments as a partial contribution toward the total cost of the 
program which was estimated to be approximately 2 million dollars. 
The Ministry pledged a specific contribution of $325,000, or such 
sum as would become necessary to complete the program. We were in- 
formed that the students' sponsors contributed an additional sum 
of approximately 900,000 dollars. Under the modified arrangement 
for 1955 the services of the Near East Foundation were no longer 
required and hence discontinued, 


While the agreement for the 1955 program required the stu- 
dents' sponsors to repay in local currency the amounts contributed 
by the United States and the Ministry, it made no provision that 
the amount repaid be used for the cooperative technical assistance 
program. The agency has no information as to the disposition of 
such repayments and advised us that they did not benefit the coop- 
erative technical assistance program as was the case for similar 
deposits in preceding years. 


Special nature of program 


Although the language of the cooperative agreement describes 
the student program as a Point 4 training program, the manner in 
which it was executed distinguishes it significantly from Point 4 
training generally financed with technical assistance funds, 


1. Eligible students--The original agreement provided for 
United States a on e premise that the students receiving such 


assistance study in preparation for, or specialization in, profes- 
sional work in fields of activity closely related to the Point 4 
program, The agreement mentioned as a special objective of the 
program "to facilitate and support the development of agriculture, 
health, education, industry and related fields in Iran through co- 
operative action. ***" In practice, however, these criteria were 
not complied with. Whereas in Point 4 training activities, indi- 
vidual trainees are carefully selected on the basis of educational 
and technical qualifications in specialized fields of knowledge; 
all Iranian students then in the United States and in need of dol- 
lar funds were brought under the assistance program, regardless of 
qualifications. The majority were undergraduate students who had 
not yet developed specialized skills, Among the fields of study, 
agriculture, health, and education--which were the basic Point i 
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activities--were in the minority. Our review of student files as 
of June 30, 1954, indicated that many students carried courses 
termed unacceptable in the instructions of the Near East Founda- 
tion, such as foreign languages, music, arts, history, and others, 


2. Length of a be instructions governing the program 
permitt a max participation of 5 years. The successive ex- 
tensions of the program through August 1955 were intended to per- 
mit the majority of the students originally studying in the 
United States to complete a 4-year training course and acquire the 
usual degree in the selected course of study. 


In contrast, trainees who are brought to the United States un- 
der the regular technical assistance program generally receive 
short specialized courses of an average 9 months’ duration. 

Courses of a full year or more are an exception, 


3. Utilization of returned students--The effective utiliza- 
tion of participants in United States financed training courses, 
upon return to their native country, is a vital objective of the 
technical assistance program. The special student program made no 
provision to this effect. No attempt was made to integrate the 
students' courses of study with specific technical assistance ac- 
tivities in Iran. The students were not asked to pledge participa- 
tion in Point 4 upon termination of their studies in the 
United States which is one of the requirements of technical train- 
ing programs, A committee of responsible Iranians, formed to re- 
port on activities of returned students, held only one meeting and 
never became active. 


4, Use of exchange rate--The arrangement for deposit of rials, j 
as require n e cooperative agreement, is considered by ICA the q 
result of an administrative determination, and not a requirement y 
of law, since the Act for International Development (22 U.S.C. 
1557) required no counterpart deposits. The agency determined ac- 
cordingly that the sponsors of the Iranian students should con- 
tinue to pay rials at the specially low rate granted by the Ira- 
nian Government before suspension of foreign exchange payments in 
1952. The agency views the sponsors' contribution in rials as an 
Iranian contribution of a fair share of the cost of the joint tech- 
nical assistance program, Because of foreign policy and related 
considerations, the agency deemed it advisable not to insist on a 
higher rate than the Iranian rate for such transactions which was 
32.5 rials per dollar in 1952 and 41.5 rials per dollar from 1953 
on. In contrast, the market rate, such as for commodity imports 
financed by the Mission in these years, was between 60 and 90 rials 
per dollar, and the rate at which rials could be purchased had 
risen to about 80 rials. 





In recognition of what in effect amounts to a subsidized rate 
at which the student program was financed, the Mission, in furnish- 
ing us with over-all financial data on the program, segregated the 
total amount into two categories as follows: 
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1. Rial generating program \ $2,117,300 


2. Training program designated as "part 
scholarship" 2,582,700 


The amount shown for the first category represents the dollar 
equivalent of rials (computed at the current rate of 80 rials per 
dollar) for which the agency actually paid $4,200,000. The agency 
considers only $2,117,300 as being attributable to the exchange 
purchases. 


The $2,582,700 consists of (1) $2,082,700, which is the dif- 
ference between the $4,200,000 and the $2,117,300 and which the 
agency designates as “part scholarship" and (2) $500,000 represent- 
ing the United States contribution to the student assistance pro- 
gram for 1955, for which no rials were obtained. 


It should be noted that the students participating in the as- 
sistance program were generally members of influential and well-to- 
do Iranian families, and some of them were expected to become the 
future leaders of Iran. The need for their support arose solely 
as a result of foreign currency restrictions imposed by the Ira- 
nian Government, and not because of the inability of the sponsors 
to pay the students' expenses. If these sponsors had been required 
to make deposits at a higher rate of exchange, the benefits would 
have accrued to the Iranian Government; such deposits could have 
been applied either to meet local costs of the technical assist- 
ance program or to support the country's budgetary condition. 


5- Disclosure to the Congress--Im the annual budget requests 
to the Congress, the agency has presented the student assistance 
program as an integral part of the technical assistance program, 
without disclosing the nature of the program and the magnitude of 
the funds committed therefor. The amounts of Unitec States contri- 
butions have been included under “local costs” and not under 
“training,” and statistics of persons trained under Point 4 do not 
include the Iranian students participating in this program. Also, 
when the Senate Committee on Foreign Relations, during the hearings 
on the 1954 Mutual Security Act (pp. 91 to 108 of hearings) re- 
quested FOA to explain fully its foreign trainee program as dis- 
tinguished from the students’ exchange program conducted under the 
United States Information and Educational Exchange Act of 1948 
(62 Stat. 6), the Iranian student program was not included in the 
statistical summaries presented to the committee. 


Conclusion 


Although the bilateral agreements designate the program as a 
"“sooperative" student assistance program, it was in effect in the 
first 3 years of its duration a local currency-generating program, 
The Iranian Government made no financial contribution other than 
to provide certain administrative services in Iran. The 
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United States dollar neitsestnaiiioen was used to furnish rials needed 
for local costs of technical assistance operations by a device 
somewhat different from, but producing similar results as, the com- 
modity import program or the outright purchase of local currency. 
According to the agency the use of the exchange rate was an admin- 
istrative decision based on foreign policy considerations, but the 
rate appears to be artificially low considering the higher rates 

in effect for other rial-generating and purchasing activities, es- 
pecially in 1954, and in view of the apparent financial ability of 
the students' sponsors, 


In 1955 the program became a "scholarship" program, with no 
local currency being generated for the benefit of the technical as- 
sistance program. The propriety of the program, within the frame- 
work of legislative authorization of technical assistance activi- 
ties, is presently under consideration by our Office. Since the 
program was administered by the Iranian Ministry of Education, the 
pertinent data regarding the eligibility of the participating stu- 
dents and the financial arrangements have not yet been obtained by 
us for final review. 


Because of the special nature of the program and the magnitude 
of funds committed therefor, we believe that the agency should 
have made a full disclosure to the Congress and secured a mutual 
understanding by the appropriate congressional committees. 
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COMMODITY IMPORT PROGRAM 

The United States committed, during the 4 years 1952 through 
1955, a total of 36.5 million dollars for the importation of essen- 
tial commodities into Iran. This sum is exclusive of certain cash 
grants (subsequently discussed on p. 83) which the United States 
paid directly to the Iranian Government and which the latter also 
applied to finance commodity imports requiring dollar exchange. 
The 36 million dollars was made available by the United States Mis- 
sion through the issuance of procurement authorization for individ- 
ually approved categories of commodities. The Iranian importers, 
or the agencies of the Iranian Government to which the authoriza- 
tions were issued, deposited rial funds equivalent to the dollar 
value of the imported goods. 


Categories of commodities 


The records of the agency show commodity procurement (and re- 
lated programs) in fiscal years 1952 through 1955 in the following 
amounts : 


Millions 


1952 
195 
195 
1955 


Procurement authorization issued in 1954 and 1955 were for a vari- 
ety of commodities considered essential for Iran'’s economic re- 


quirements. 
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1954 program 1955 program 
Food: 
Surplus wheat, financed pursuant 
to section 402.of the Mutual Se- 


curity Act of 1954 (68 Stat. 843) ¢ - $ 2,721,000 





Tea 614,000 50,000 
Fats and oil 428,000 od 
Industrial: 
Machinery 3,535,000 1,858,000 
Motor vehicles and equipment 5,567,000 1,097,000 
Railroad equipment - 1,065,000 
Electrical and communications 
equipment 889,000 701,000 
Metal and metal products me 904 ,000 
Lubricating 011 5,000 - 
Drugs, pharmaceuticals, chemicals 1,579,000 370,000 
Textiles 3,796,000 2,583,000 
Chinaware 515,000 Ll 000 
Other commodities 740 ,000 507,000 
Impact program (see p. 81) ~2:505,000 = 
$22.544,000 $12,300,000 


Decentralized administration 


It has been the established practice of ICA and the predeces-~- 
sor agencies to administer commodity import programs on a central- 
ized basis through the issuance and implementation of procurement 
authorizations by the Washington office. In the case of Iran, the 
overseas Mission administered the greater portion of the commodity 
aid program. A decentralized method was considered preferable so 
that commodity imports and the utilization of local currency funds 
generated thereunder could be properly coordinated with the other 
phases of the assistance program and the special financial require- 
ments of the Government of Iran. 


It came to the attention of the Washington office that the fi- 
nancing of commodity imports included certain commodities gener- 
ally considered ineligible because of their nature as luxury items, 
such as ornamental automobile accessories. However, the total 
value of such items was not material in relation to the total vol- 
ume of commodities imported. It was noted also that the statutory 
provisions calling for pending procurement actions to be brought 
to the attention of the Office of Small Business were not always 
complied with. The Mission subsequently requested refunds from 


the Iranian Government for all procurement found ineligible as a 
result of postaudit work performed by the Controller's Office of 
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IcA/Washington. The Mission also made special efforts to comply 
with the requirements of the Office of Small Business. 


In the past the agency has been generally satisfied with the 
supervision of the program in the field especially because of the 
advantages of a close working relationship with the Iranian author- 
ities. However, with the end of emergency conditions in Iran, the 
administrative responsibility will be transferred to the Washing- 
ton office effective in fiscal year 1956. This transfer of func- 
tions should bring about greater uniformity of administrative pro- 
cedures, in consonance with those used for other aid-receiving 
countries, and assure a more detailed review together with the 
services of the specializea staffs available at headquarters. The 
transfer should also fres the Controller of the Mission for other 
essential functions, which have been neglected in the past, but 
can only be performed in the field. We refer, in particular, to 
the verification of arrival reports covering the shipment of all 
ICA financed commodities, and the investigation of their effective 
utilization within Iran. (See p. 34.) 


m t pro m 


In connection with the 1954 commodity import program, the Mise 
sion issued rial-generating procurement authorizations aggregating 
$2,504,700(1) for a special “Impact Program." Under this program 
the following principal dollar expenditures were authorized: 


Construction equipment for relocation of road 
at site of proposed meres Dam (emergency aid 
project No. 17--see p. 46) $400 ,000 

Purchase of railroad equipment 500,000 

Purchase of trucks for use in sugar distribu- 
tion program 997,700 

Other 607,000 


The program consisted also of some 50 emergency projects, fi- 
nanced with local currency funds generated by United States commod- 
ity aid, for such purposes as construction of low-cost housing, im- 
provements of streets and airports, and erection of schools and 
hospitals. These projects were financed through the Joint Fund 
for Emergency and Special Economic Assistance which received for 
this purpose a total of 457 million rials (equivalent to 5.7 mil- 
lion dollars). 


Although all of the emergency projects had been approved dur- 
ing the year ended June 30, 1954, a year later 11 projects 


line Mission shows a total allocation of $3,249,700, including a 
“sugar subsidy" of $745,000 which, however, is not a true part of 
the program, 
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ageregating the equivalent of $710,000 showed no activity in spe- 
cific contract commitments or expenditures; this delay was due to 
certain operating problems which, as we are informed, are receiv- 
ing the attention of the management of the Mission. 
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CASH GRANTS 


In 1954 and 1955 the Mission paid over to the Iranian Govern- 
ment the following cash grants totaling $41,763,000: 


For rial-generating purposes to finance lo- 
eal costs of the 1954 and 1955 cooperative 
assistance programs $ 6,763,000 


As part of 1954 emergency aid: 
To cover Iranian note issue 10,000, 000 
For sale to importers through the Ira- 
nian Foreign Exchange Commission 16,000,000 


As part of 1955 emergency aid for sale to 
importers 9,000 , 000 


$41,763,000 


In consideration of these grants, which were deemed necessary be- 
cause of the acute shortage of foreign exchange, the Iranian Gov- 
ernment deposited equivalent rials into a special account as pro- 
vided in the bilateral agreements. Except for the portion of 
local currency earmarked for cooperative project activities, these 
rial funds were reallocated to the Government of Iran for budget- 
ary support. 


All dollar cash grants were ultimately used to finance com- 
modity imports. In many instances these funds were used to pay 
sight drafts drawn against Iranian importers for goods already 
arrived in Iranian ports. Such transactions had the advantage of 
having rials deposited in full for the total value of the goods, 
whereas commodities imported under procurement authorizations did 
not generate full rial deposits until the commodities actually 
arrived in Iran. The Mission made test-checks of the documenta- 
tion to assure compliance with agency regulations. 


LOANS 


In conformity with the mutual security legislation for fiscal 
year 1955, which provided that a portion of development assistance 
funds (not less than 30 percent) be made available by loan,+ the 
United States and Iran executed on March 31, 1955, a loan agree- 
ment for 32 million dollars. Total 1955 development assistance re- 
ceived by Iran was 55.6 million dollars, further augmented by . 
transfer of 10 million dollars from military assistance funds. 

The actual source of the loan funds was: 


l section 201(a), Mutual Security Act of 1954 (68 Stat. 841) 


2Per presidential authorization cited, p. 71 


79239 O—56——69 
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Development assistance $22,000,000 
Military assistance 10,000,000 


Iran is committed to repay this loan in United States currency in 
semiannual installments starting on September 30, 1958. Each in- 
stallment shall be in the amount of 1 million dollars, including 
principal and interest, and the loan shall be liquidated by 
March 31, 1980. The Export-Import Bank of Washington administers 
the financial provisions of the loan. 


The ‘loan was applied to (1) etary support to the Govern- 
ment of Iran in the amount of 30 million dollars and (2) financing 
of cooperative assistance projects in the amount of 2 million dol- 
lars. 


Budgetary support 


A planning table agreed to between the Mission and the Ira- 
nian Ministry of Finance governed the application of the proceeds 
from the 30 million dollar hederness loan. The dollar funds were 
used to purchase rials from the Bank Melli (national bank of Iran) 
at the rate of 75 rials per dollar. The Bank Melli agreed that 
the dollar exchange received would be used only to finance the inm- 
portation of essential commodities. The 2,250 million rials so 
purchased were deposited into a special account of the Ministry 
of Finance, from where they were to be withdrawn in monthly in- 
stallments to cover deficits of the Government of Iran. 


At June 30, 1955, the dollar loan of 30 million dollars had 
been fully disbursed, and the proceeds of 2,250 million rials are 
scheduled to be fully applied by the end of March 1956. As of 
July 321, 1955, the Iranian Government had withdrawn funds from the 
spccial account at a rate faster than agreed to in the planning 
table. Howsover, the Missior subsequently approved the excess with- 
drawal of 300 million rials. 


Fimancing of cooperative projects 


With respect to the 2 million portion of the loan, which had 
been allocated to meet the costs of cooperative projects, the con- 
tracting parties had reached no final agreement at the close of 
fiscal year 1955 as to the specific projects to be financed. On 
the basis of extended discussions with the Government of Iran, the 
Mission proposed in July 1955 the following utilization: 
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Tehran slaughterhouse $ 290,000 
Highway maintenance 435,000 
Railway maintenance 550,000 


Postal and telegraph service 350,000 
Police communications 375,000 


$2,000,000 


The Mission stated that, although no formal agreement cover- 
ing the utilization of the loan had been reached by June 30, 1955, 
the projects requiring assistance were generally known. The 
Mission would have preferred to handle the transaction by a series 
of project agreements, but this was not done in accordance with 
instructions of the Washington office. On January 25, 1956, the 
Iranian Government, having received ye pea: approval, offi- 
cially accepted the proposed utilization of the loan proceeds, and 
the loan was paid on February 1, 1956. 








1080 UNITED STATES AID OPERATIONS IN IRAN 


DEPOSIT AND USE OF LOCAL CURRENCY 
Procedures in 1952 and 1953 


In 1952 and 1953 the procedures for the deposit and utiliza- 
tion of local currency funds (rials) had not been sufficiently 
formalized, The rials generated by the sugar and student programs 
in fiscal year 1952, and to a limited extent in fiscal year 1953, 
were received directly by the Mission Controller, and rials equiv- 
alent to approximately 3.2 million dollars were disbursed by him 
without the use of an official Treasury account. The remainder of 
the rial funds in the hands of the Mission Controller (approxi- 
mately 4,2 million dollars) were paid over to the Embassy Disburs- 
ing Officer. It was not until sometime in fiscal year 1953 that 
the Disbursing Officer received directly from the Iranian Govern- 
ment rials generated by United States dollar assistance, 


Procedures in 1954 


In fiscal year 1954 a special account (first designated as 
No. 30824, subsequently changed to No. 5) was opened by the Ira- 
nian Ministry of Finance to receive all rial deposits generated 
under the various United States dollar grants. The account was 
under the unilateral control of the Ministry in accordance with 
the agreement dated November 1, 1953, which set forth the terms of 
the emergency aid program for 1954, The Mission received joint 
instructions by the Department of State, FOA/Washington, and the 
Treasury Department to agree to this arrangement. In practice, a 
rial planning table, which was prepared jointly by the Minister of 
Finance and the Mission, governed the withdrawal and utilization 
of rial funds, although there was no legal requirement that this 
be done, 


We noted that initially this table was not entirely satisfac-~ 
tory as a control device since the Mission experienced withdrawals 
by the Iranian Ministry of Finance which could not be reconciled 
to the planning table and left some disbursements unaccounted for. 
However, the Mission states that the system generally has worked 
well and, subsequent to our examinition, the Mission Controller 
accomplished a complete reconciliation of reported withdrawals, 
both for 1954 and 1955. 


Procedures in 1955 


For rial-generating programs in fiscal year 1955, the Minis- 
try of Finance opened a new account, designated No. 60, which was 
intended to be in the nature of a true counterpart accout,. Fe- 
leases from this account must be in accordance with a rial plan- 
ning table, similar to that for 1954, approved by the Director of 
the Mission and the Iranian Minister of Finance, Instructions 
from the Washington office authorized the Mission to accept the 
device of the rial planning table in lieu of formal written ap- 
provals of individual withdrawals, The over-all table is subject 
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to approval by the United States National Advisory Council on 
International Monetary and Financial Problems. 


The planning table for account No. 60 did not include trans- 
actions in fiscal year 1955 resulting from the sale of 2.7 million 
dollars worth of surplus wheat, The sales proceeds amounting to 
236.9 million rials were deposited into the designated United 

tates disbursing officer's account from which they were released 
into a No. 5, rather than No. 60, and used for budgetary 
supporte 


In fiscal year 1955 a third counterpart account, designated 
No. 62, was set up by the Ministry of Finance to receive the rial 
proceeds from the 32 million dollar loan agreement of March 31, 
1955-6 (See De 83.) 


We noted also a special rial-generating agreement made in 
July 1954 whereby the Mission provided $250,000 for foreign ex- 
change needed by the Iranian airline for transportation of Moslem 
pilgrims to Mecca, The Iranian Ministry of Finance agreed to de- 
posit the rial equivalent into the Master Joint Fund to be used as 
a contribution by the United States for local costs of technical 
cooperation projects. 


Re - ret 


ICA prepares periodic reports for general information and 
management purposes on the status of counterpart funds in all coun- 
tries receiving United States assistance. With respect to Iran, 
these reports have shown generated local currency at a dollar 
equivalent substantially larger than the dollars actually dis- 
bursed, The agency has used a “going” rate of exchange to convert 
locel currency utilization to dollar equivalents. This has re- 
sulted, regarding transactions for the last 2 years, in a substan- 
tial discrepancy (11 million dollars) between reported local cur- 
rency utilization and the amount of dollars originally expended 
for the purpose of generating such local currency. 


We believe that the use of an average rate of exchange--which 
the Mission intends to use, at our suggestion, in the future--will 
result in more informative reporting ard prevent misleading inter- 
pretations. 


Summary of counterpart funds 


According to the rial planning table for 1954 and 1955, the 
United States committed a total of 127 million dollars of special 
and emergency aid which was to generate local currency (counter- 
part) funds aggregating 10.7 billion rials. The statements of the 
Mission at June 30, 1955, show that 93 percent of the planned rial 
generation actually had been deposited into the designated ac- 
counts of the Ministry of Finance and that approximately 80 per- 
cent had been withdrawn for the various purposes as stipulated in 


the planning table; 
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Dollar 
commitment 
Deposits per plarmming table: 
Account No, a 
1954 progr $ 66, 233, 000, 
1955 8 eurpl = wheat 2.8 20, 000° 
Account No, 60--1955 program 27, 240, 489 
Account No, 62--1955 loan 30,000,000 
$126,973, 489 


Deposits at Jume 30, 1955 


Withdrawals for: 
Iranian budget deficit 
Iranian contributions to cooperative projects 
Iranian contribution to impact program 
Available balance at Jume 30, 1955 





Millions 
of rials 


6,022.1 
"236. 2 
2,257.01 


10,766.1 
20,0449 
6,754.1 


ae 


he sdeet 


Pactual commitments were subsequently adjusted to $2,720,271. 
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EXHIBITS 
EINANCTAL STATEMENTS AT JUNE 30, 1955 


The accompanying financial statements are based on the fiscal 
reports of the Mission and the Washington office of ICA. 





Our examination consisted primarily of a review of the admin- 
istration of the program and the agency's financial policies and 
procedures. As a part of this review, we examined financial trans- 
actions of selected projects and activities and determined the 
fairness of such recorded transactions. The examination, however, 
was not sufficiently extensive to constitute a representative cov- 
erage of total recorded obligations and expenditures and to enable 
us to express an opinion as to the fairness of the accompanying fi- 
nancial statements, 
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EXHIBIT 1 
Page 1 


t 
Fiscal year and Regular Emergency 
appropriation program program Total Expenditures 
1952: 
Economic and 
technical 
assistance $23,482,488 $ ~ $ soak Paks) 
1953: ) 
Economic and )$ 40,972,664 
technical ) 
assistance 22,088,219 - 22,088,219) 
1954: 
Economic and 
technical 
assistance 12,606,154 - 12,606,154 12,177,597 
Special ecc- 
nomic as- 
sistance 10,711,971 40,119,911 50,831,88: 45,164,765 
Military as- 
sistance, 
Europe w 20,000,000 20,000,000 20,000,000 
Administra- 
tion 399,819 - 399,819 400,262 
23,717,944 60,119,911 83,837,855 _77,.7%2,624 
1955: 
Technical co- 
operation 8,777,526 - 8,777,526 4,518,444 
Development 
assistance 13,000,000 42,565,235 55,565,235 45,134,573 
Military as- 
sistance - 10,000,000 10,000,000 10,000,000 
Administra- 
tion 519,006 - 519,006 458,114 
1954 funds 
reallotted 396.800 270,700 667,500 “ 
22,693,332 _52.835.935 _725.529.267 _60.111,131 
Total 1952 
through 
1955 $22,981,983 $112.955.846 $204,937,829 $128,826.49 


See accompanying notes for explanatory comments and additional sig- 
information, 


nificant financial 


195 
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EXHIBIT 1 
Page 2 


SUMMAR OBLIGATIONS AND PE 
AT JUNE 30, 1955 


1951: 
Program obligations of approximately 1.3 million dollars for 
fiscal year 1951 are not shown inasmuch as ICA and the prede- 
cessor agencies did not maintain the accounting records for 
that year. 


1952 and 1953: 
a. Expenditures applicable to fiscal year 1952 and 1953 «= 


priations, respectively, are no longer segregated in th 
statements of ICA and are therefore not readily availab 


ap 
nh 


Administra 
technical 


mre nf WD 


Military é : in tne amount of 10 miilion dol- 


-\ 
lars were , rgency assistance to Iran by 
presidentis z in December 1954. 


In addition to the 10 million dollars 
ICA administered certain special progre 
32,150,620, financed with military ~-eistance 


Fiscal year 1955 obligations _....ude a .oan of 32 million 
dollars, 22 million dollars from development assistance and 
10 million dollars from military assistance, repayable over 
a period of 25 years. 
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UNITED STATES AID OPERATIONS IN IRAN 


EXHIBIT 3 
INTERNATIONAL COOPERATION ADMINISTRATION 
ASSISTANCE PROGRAM FOR IRAN 
STATUS OF COOPERATIVE PROJECT AGREEMENTS 
AT JUNE 30, 1955 
Support- Sub- 
ing obligations 
Field of activity schedule Obligations (note) Expenditures 
Agriculture and nat- 
ural resources 1 $ 9,577,215 $ 8,184,970 $ 5,250,887 
Public health 2 9,427,44 9385 382 74838 982 
Education ; 1» 3232300 a8 ,980 884 , 331 
Industry 9, 6 »729 8, 75,690 5,3 ,051 
Transportation 5 2,357,467 2,086,174 1,047,927 
Community housing 5 05,800 Lok ,681 279,803 
Commnications 5 400, 000 399,969 24h 089 
Land distribution 5 224 ,000 166,566 44,000 
Public administration 5 1,050,400 1,003,889 419,852 
Agrarian development 5 3,980,000 3,881,336 2,878,436 
Labor 5 175,400 161,796 136,000 
Program support 5 1,545,000 1,143,237 465,638 
Miscellaneous proJj- 

ects 5 623,000 583,000 52,886 
Total agreements $40,957,955 $37,581,830 $24,897,482 

By fiscal year in which 

funds were obligated: 
1952 $13,553,859 $13,387,235 $11,523,598 
195 10,580,295 10,375,751 8,247,618 
19 8 4298,076 7,463,908 3,471,634 
1955 7,865,725 6,354,936 1,654 ,632 


Note: Subobligations represent funds earmarked by ICA for procure- 
ment of specific Pommodities or services required to carry 
out the project agreement. 





1088 





Number 


10 
25 
32 
39 


43 
56 


59 


60 


67 


75 


UNITED STATES AID OPERATIONS IN IRAN 


INTERNATIONAL COOPERATION ADMINISTRATION 
ASSISTANCE PROGRAM FOR IRAN 


AT JUNE 30, 1955 


Description 


Agriculture (program 
agreement No. 2): 


Control of insect pests 
and plant diseases 

Technical assistance to 
Karaj Agricultural Col- 
lege 

Agricultural projects un- 
der rural improvement 
program 

Completion of Karkheh Dam 

Livestock improvement and 
management 

Agricultural extension 
service 

Forestry and conservation 

Development and completion 
of canning factory in 
the Bandar-Abbas region 
of Persian Gulf 

Improvement of farm irri- 
gation systems and prac- 
tices 

Training and demonstration 
of laboratory procedures 
(Razi Veterinary Insti- 
tute) (additional funds 
under public health pro- 
gram) 

Establishment of experi- 
mental farm machinery 
cooperatives (including 
former project No. 57) 

Improvement of crop produc- 
tion and range management 
(including former proj- 
ects Nos. 35 and 


Obliga- 
tions 


Subobliga- 


tions 


EXHIBIT 
SCHEDULE 1 
Page 1 





3 


Expendi- 
tures 


$ 217,800 $ 205,413 $ 123,251 


343,500 
2,905,000 
157,816 
327,750 


203 ,200 
208, 000 


417,000 


116,500 


174,671 


504,738 


688,240 


327,615 
2,903,501 
157, 816 
314,730 


198,943 
195,513 


178,146 


95,216 


161,400 


423,334 


628,363 


252,456 
2,292,159 
107,816 
193,756 


182,861 
114,432 


82,836 


49, 5443 


49,609 


251,856 


359,687 
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EXHIBIT 3 
SCHEDULE 1 
Page 2 





INTERNATIONAL COOPERATION ADMINISTRATION 
fe ASSISTANCE PROGRAM FOR IRAN 


STATUS OF AGREEMENTS IN AGRICULTURE AND NATURAL RESOURCES 





AT JUNE 30, 1955 
di- ‘4 Obliga- Subobliga- Expendi- 
8 7 Number Description tions tions tures 
Agriculture (pro ram 
agreement No. 2) (continued): 
100 Development of Khuzistan 
251 ; Plains $ 425,000 $ 395,800 $ - 
a 104 Regional range management 
; training 15,000 8,052 3,467 
456 Not allocated (note) 52,000 2 ~ 
4 Total projects in 
159 4 agriculture 6,215 6,193,842 4,063,729 
B16 4 Note: These funds were deobli- 
4 gated in December 1955. 
756 
= 4 Natural resources (program 
3 ] agreement No. 10): 
14 Completion of Golpayegan 
36 e Dam 117,000 117,000 97,000 
3 4 20 Preparation of development 
| plans in mineral re- 
, 4 sources 190,000 189,828 4,717 
4,3 ’ 21 Completion of Sheikh Ali 
$ Khan Dam and Kuhrang ir- 
F rigation tunnel 50,000 50,000 50,000 
4 22 Development of land and 
be water use plans 200, 000 197,516 114,155 
09 : 28 Demonstration of Ghanat 
, construction 142,908 95,389 30,000 
bE 36 River basin surveys 207,092 178,224 109,458 
| i 71 Soils laboratory, enrich- 
56 q ment of mineral ores, 
F and industrial chemistry 50,000 49,350 43,981 
73 Construction of Karaj Dam 
(ine aeaaas former proj- 
87 ect No. 26) (note) 1,650,000 927,313 691,97 
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EXHIBIT 3 
SCHEDULE 1 
Page 3 


INTERNATIONAL COOPERATION ADMINISTRATION 
ASSISTANCE PROGRAM FOR IRAN 





STATUS OF AGREEMENTS IN AGRICULTURE AND NATURAL RESOURCES 


| 
AT JUNE 30, 1955 | / 
Obliga- Subobliga- Expendi- | 
Number Description tions tions tures : 
co 
Natural resources (program : 4 
agreement No. 10) (continued): 
74 Development of the Zayendeh | i Bu 
Rud Basin $ 60,000 $ 42,019 $ 41,500 | 7 
87 Rehabilitation of deep j 
wells in Yazd area 150,000 141,693 4,327 : 
98 Geological survey equip- 
ment 4,000 2,796 36 
Total projects in 
natural resources 2,921,000 1,991,128 1,187,158 


Total projects in agri- 
culture and natural 


resources $2,577,215 $8,184,970 $5,250,887 


Note: Total obligations for this project were $2,815,184, includ- 
ing funds of $1,165,184 from the following other projects: 


Control of insect pests $ 17,684 

Highway improvement 172,500 

Industry projects Nos. 95, 96 575,000 J 

Emergency aid, impact project No. 17 400,000 
$1,165,184 


A te 








BIT 3 
DULE 1 
Page 3 


pendi- 
ures 


41,500 
4,327 


87,158 
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INTERNATIONAL COOPERATION ADMINISTRATION 


ASSISTANCE G FOR 
STA OF A TS IN PUBLIC LTH (P 
AT JUNE 30, 1955 
Number Description Obligations 
2 Construction of Tehran 


water treatment plant $2,060,000 


11 Health projects under 
rural improvement 


program 922,813 


13 een of Bandar- 
Abbas water system 

15 Malaria control 

23 Drilling and .develop- 
ment of 20 deep 
water wells 

27 Development of deep 
water wells 

58 Training and demonstra- 
tion of laboratory 
techniques in the 
Pasteur Institute 

60 Training and demonstra- 
tion of laboratory 
procedures (Razi Vet- 
erinary Institute) 
(additional funds un- 
der agriculture pro- 
gram) 

72 Training and demonstra- 
tion of rural public 
health (including 
former projects Nos. 
50 and 52) 

91 Shiraz medical center 


Total projects in 
public health 


50,000 
4,065,236 


196,000 


15,000 


125,000 


15,000 


1,903,395 
—1h.200 


Bg e27 bled 


EXHIBIT 3 
SCHEDULE 2 

G T NO. 3) 
Subobliga- Expendi- 

tions tures 
$2,058,075 $1,509,010 
922,760 883,149 
50,000 50,000 
4,058,565 3,892,874 
196,000 196,000 
14, 834 6,715 
121,653 120,177 
15,000 15,000 
1,873,655 1,166,057 

75,000 - 

$2,385,542 $2,838,982 
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EXHIBIT 3 
SCHEDULE 3 


INTERNATIONAL COOPERATION N 
SISTANCE PRO 


NTS _IN EDUCATION (PROGR REEMENT NO 
AT JUNE 30, 1955 


Subobliga- Expendi. 
Description Obligations tions tures 


Educational projects 

under rural improve- 

ment program > 370,000 } 365,124 3354,049 
Training Iranian 

nationals 495,000 489,420 430,164 
Providing buildings and 

facilities for improv- 

ing the educational 

system 271,500 263,443 13,677 
Establishing an adminis- 

trative and super- 

visory program 100,000 100,000 67,657 
Providing text books and 

audio-visual aids for 

the schools 12,000 11,998 2,197 
Establishing audio-visual 

training fadditional 

funds under miscellaneous 


projects) 74.995 _16,587 


Total projects 


in education * 500 $1,304 , 980 $884,331 
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Obliga- Subob...-2- Expendi- 
Description tions dic tures 


Completion of Fars 

cement plant $1,265,000 $1,25,,203 $1,177,637 
Construction of Fassa 

sugar refinery 635,000 635,000 634,998 
Improvement of Shiraz 

municipal power system 450,000 450,000 353,212 
Expanding Tchitsazi 

cotton mill 2,246,000 2,066,029 1,370,550 
Expending Rey cement 

plant 125,000 125,000 125,000 
Completion of Tehran 

slaughterhouse 577, 34> 164,909 
Improvement of post 

and telecommunica- 

tions services {addi- 

tional funds under 

communications program) 100,000 
Establishment of wool 

sorting and scouring 

plant 209,000 
Establishment of a 

Bureau of Standards 391,500 
Labor training and 

relations (additional 

funds uncer public 

administration and 

labor programs ) 50,000 49,028 1,739 
Improvement of handloom 

industry 247,700 210,658 82, 360 
Construction of two 

sugar refineries 931, 336 931, 336 931, 336 
Providing for pro- 

fessional services 420, 000 420,000 48,758 
Improvement of Shirgah 

wood treatment plant 

and processing of 

railroad ties 170,000 169, 845 51,598 


56- 
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EXHIBIT 3 
SCHEDULE 4 


INTERNATIONAL COOPERATION ADMINISTSATION 
ASSISTANCE PROGRAM FOR IRAN 


Page 2 


STATUS OF AGREEMENTS IN INDUSTRY (PROGRAM AGREEMENT NO, 6) 
AT_JUNE 30, 1955 


Number 
81 
82 


85 
86 
92 


Description 


Cotton classing and 
ginning improvement $ 
Lumbering operations 
in the Caspian 
region 
Demonstration tea proc- 
essing plant 
Introduction of auto- 
matic bottle making 
Food processing services 
(including former 
project No. 68) 


95, 96 Transfers to construc- 


tion of Karaj Dam (see 
natural resources) 


Total projects in 


Obliga- 
tions 


45,000 ¢ 


425,000 
20,000 
125,000 


810,818 


Subobliga- 
tions 


42,155 $ 


49, 937 
16, 368 
125,000 


745,745 


GLA 


Expendi- 
tures 


34, 527 
8, 661 


63,013 


—i12,.110 


industry $9,868,729 $8,875,600 $5,354,651 
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EXHIBIT 3 
SCHEDULE 5 
Page 1 


Obliga- Subobliga- Expendi- 
tions iions ures 


Installation of air navi- 

gation and meteorologi- 

cal equipment $ 836,800 ¢ 645,462 $ 163,215 
National Iranian Railroad 500,000 498 ,327 368,771 
Demonstration of highway 

maintenance equipment 1,020,667 942,385 515,94) 


Total projects in 


transportation $2,352,462 $2,086,174 $1,047,927 
Communi ty _housine-—(pre- 


Urban and rural low-cost 


housing $ 405,800 $404,681 $ 222,803 


Sommunications=~( program 


Improvement of post- and 
telecommunications 
services (additional 
funds under industry 
program) ~ 


Land distribution--(pro-~ 
gram agreement No, 12) 
Concerning His Majesty's 
land distribution pro- 


gram 224,000 $_ 166,566 ¢__44,000 


Saode at at 


Improvement of law en- 
forcement services $ 155,000 $ 137,419 $ 
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Obliga- Subobliga- Expendi- 
Lions Lions tures 


t, e ) 


Labor training and re- 

lations (additional 

funds under labor and 

industry programs) 7,951 $ 405 
Public statistics 303,610 242,525 
Tehran municipal demon- 

stration children's home 24,928 - 
Improving selection and 

placement of personnel 2,997 
Cooperative specialist 

training (additional 

funds under agrarian 

development program) 11,984 9,873 
Establishment of an Insti- 

tute for Administrative 


Affairs — 515,000 515,000 


Total projects in pub- 
lic administration 050.400 


raria -- 
Nos it) 


Rural community develop- 

ment $3,000,000 $2,992,235 $2,514,031 
Cooperative specialist 

training (additional 

funds under public ad- 

ministration program) 15,000 7,101 409 
Community development in 

the Varaman Plains 

district 525,000 525,000 363,996 





Number 
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E 


4&2 JUNE 30, 1955 


Obliga- Subobliga- 
Descrivtion Lions ions 
Agrarian develooment-- 


Vv 
x 1h ntinu 3) 


10 


EXHIBIT 
SCHEDULE 


Page 


Agrarian block development ¢ > 150,000 ; 


Rural Development Council 


Secretariat 230,000 _ 207,000 


Total projects in 


agrarian development ¢ $3,881,336 ¢ 


Re-\ororran af 


=r 15) 


Labor training and re- 
lations (additional 
funds under industry 
and labor programs) 


Program support 


Program support agree- 
ment for the Master 
Joint Fund 


aneo} 


Radio production $ 215,000 $ 175,000 
Establishing audio- 

visual training (ad- 

ditional funds under 

education program) 250,000 250,000 
Architectural services 158,000 


Total miscellaneous 


projects $_623,000 $__583,000 


5 
3 


7 
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JOINT FUND 
EXECUTIVE OFFICER 


MASTER 
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TECHNICAL SUPPORT 
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Appenprix III 
May 25, 1956. 
Tue COMPTROLLER GENERAL OF THE UNITED STATES. 


Dear Mr. CAMPBELL: Receipt is acknowledged of the “Audit Report to the 
Congress of the United States on the United States Assistance Program for Iran” 
dated March 15, 1956. 

The comments included in your report were reviewed with considerable in- 
terest. It is apparent that the text gives consideration to the many factors which 
have confronted the agency and its mission in Iran and which have had a con- 
siderable bearing on the implementation of the program. I want you to know 
that we are always appreciative of the findings and recommendations of inde- 
pendent survey groups as we feel that the complexities of this program and the 
various operating and other considerations that influence our activities require 
not only continuous self-appraisal of our operations, but periodic observation by 
informed staff from outside this agency. 

My staff has summarized our comments on the individual items contained in 
the report and although there are areas of possible difference of opinion, it is gen- 
erally apparent that the agency had become aware of most of the problem areas 
and had, where possible, initiated corrective action. I feel sure that the con- 
structive suggestions brought out in the report will be of considerable value to 
us, and we will give full consideration to all of your recommendations in order 
to obtain the maximum benefit from your examination. 

Yours very sincerely, 
JoHN B. HOLuistTer. 
ATTACHMENT 


1. Significant administrative deficiencies existed in prior years but have been 
substantially remedied (pp. 1,7, and 27-30 of the GAO report) 


From the statement on page 28 of the report that “deficiencies in administrative 
procedures pertaining particularly to the conduct of the 1952 and 1953 programs, 
which deficiencies have been substantially remedied in 1954 and 1955” it appears 
that most of the irregularities and discrepancies which the report revealed oc- 
curred at the time when the USOM was beginning to function. The program was 
then being implemented on an emergency basis with a crucial shortage of staff 
and under policies and procedures which had not been firmed up at either the 
Washington or mission levels. 

With respect to the specific statements on prior years’ deficiencies outlined as 
items 1 through 5 on pages 7 and 27-30 the following is deemed pertinent: 

(a) As indicated in the report all United States-owned local currencies were 
placed under the jurisdiction of the United States disbursing officer in October 
1952. No further action is required. 

(b) The use of cooperating country local currencies employed in the program 
was placed under the control of the master joint fund in April 1954. As page 29 
of the report indicates that “With the establishment of the joint funds, in par- 
ticular the master joint fund, the mission accomplished complete and effective 
control over the utilization of assistance funds made available in subsequent 
years for jointly approved projects” no further action appears necessary. 

(c) The firming up of obligations of fiscal year 1952 program funds was 
accomplished in fiscal year 1954. ICA/W is now continuing to give assistance to 
the mission in reviewing obligations which are being implemented in the United 
States either by ICA/W or participating agencies and advising the mission of any 
known excess obligations or obligation increases that may be required to accom- 
plish the individual objective. 

With respect to the statement relative to lack of consistent accounting for 
project costs the USOM submits the following: 

(a) “We agree with the criticism. This was due to the fact that the financial 
operations of the program changed from year to year and project and nonproject 
types of obligations were included in the same allotments. The problem was 
the subject of several communications to ICA/W. It was eventually determined 
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’ 


to separate the project from the nonproject allotments. As stated on page 30 
of the report, financial statements at June 30, 1955, have been adjusted in this 
way * * *,.” 

(b) As the report indicates letter of credit procedures were put into effect 
in September 1952 and no further action is deemed necessary. 

(c) In June 1955 the accounting for United States dollars for project com- 
mitment was corrected to meet the GAO requirements. 


2. The complex machinery with which the aid program is administered requires 
simplification (pp. 1, 8-9, and 31 of the GAO report). 


As the report recognizes, the USOM issued in July 1955 a special directive 
calling for intensified efforts toward “integration” of the United States program 
with the activities of the appropriate agencies of the Iranian Government. The 
policy of integration set forth three orderly essential steps as follows: 

A. Physical integration ; 

B. Fiscal integration ; 

C. Property integration. 

The program was unanimously endorsed by the Joint Commission which estab- 
lished the necessary subcommittees to devise policies and procedures to imple- 
ment this process. 

As of April 1, 1956, it can be reported that physical integration has taken place 
generally throughout Iran, and that procedures are being worked out for fiscal 
integration, although it has not yet been accomplished. Integration of property 
and property accountability will require more time, but there is expected to be 
no serious delay. 

ICA concurs in the statement “The mission’s ultimate goal is to gradually dis- 
continue the use of dollar contributions for the generation and purchase of 
rials to pay for local costs of technical assistance projects and of administrative 
support.” However, this is a matter predominantly of an economic nature and 
requires careful consideration and synchronization with the ability of the Gov- 
ernment of Iran to bear all rial costs from its own resources without recourse 
to budgetary assistance from external sources. During this temporary period 
of recovery from the almost complete economic chaos of the Mossadegh period 
it was mandatory that additional drains upon an already overly strained econ- 
omy be kept to an absolute minimum. Had not the USOM followed this policy 
there is every evidence that earlier gains would have been lost and current and 
future progress seriously jeopardized. Contributions to any technical assistance 
program must be measured in the overall context, and the already significant 
forward strides in programing, budgeting and public administration have been 
possible only because the United States understanding of this problem and re- 
sultant contributions to local costs as well as dollar costs. The policy of this 
agency is to require Iranian contributions to be in direct proportion to the ability 
of the Iranian economy to absorb the increased strain. 

With respect to the turnover of the motor fleet of the Iranian Government 
(pp. 9, 32, and 33 of the GAO report) there appears to be an honest difference 
of opinion as to the capabilities of the GOI to properly discharge this responsi- 
bility. It is the definite policy of the mission to transfer all project vehicles 
to the Iranian ministries at the earliest practical date, which turnover will 
inelude operation and maintenance of the vehicles involved. Only vehicles 
required to service the immediate needs of American personnel will be reserved 
by the mission. The mission maintains that inasmuch as the Government of 
Iran has failed to demonstrate, in all instances, its ability to maintain equip 
ment in proper operating condition such transfer must be approached cautiously. 


3. Substantial quanities of agricultural equipment were unused (pp. 2, 9, and 
383 of the GAO report). 


As indicated in the report the agricultural equipment referred to is mostly 
equipment that was purchased in the early days of the program when speed was 
essential. Also as indicated various types of equipment were shipped from the 
United States on an experimental basis, and before local requirements had been 
adequately determined. This equipment is being carefully inventoried and as- 
sessed for utility in Iran. The mission is making every effort to utilize this 
equipment in keeping with its agricultural program and any equipment deemed 
surplus will be disposed of in accordance with established agency policy. 
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4. The mission did not make systematic end-use checks to determine proper 
utilization of ICA financed commodities (pp. 2, 11, and 34 of the GAO 
report). 

It is felt that a summary of chronological developments on this matter may 
be of interest : 

(a) As early as May 1955, ICA was appraised of this situation when ICA/W 
internal auditors advised that “Few end-use audits of commodities and supply 
items have been made, due to pressing administrative audits and lack of ade- 
quate records.” 

(b) A further analysis submitted by the USOM under date of August 25, 1955, 
indicated that there had been a “Total of $24,949,000 in project expenditures 
against which a total end-use checking of $5,520,000 was made * * *.” This 
analysis further indicated that of $40,537,000 of direct dollar imports the total 
value of end-use checks made was $11,565,000. Dollar aid generated rials 
amounted to 10,361,000,000 rials and the end-use checks amounted to approxi- 
mately 2 billion rials. 

(ec) In December 1955, the mission controller advised that, at that time, there 
were a total of 17 additional field investigations in process and in January 1956 
advise was received from the USOM to the effect that “Until further notice the 
activities of the Audit Branch will be confined to dollar end-use investigations 
except in specific cases where the director believes that other investigations are 
necessary to protect the interests of the United States Government.” 

(ad) In commenting on the draft of the GAO report, the USOM states: “Fail- 
ure to carry out a more systematic and comprehensive system, including the 
private imports of nonproject commodities is due to the following: 

“(a) The overriding necessity of audits of the far-flung provincial operations 
to improve procedures and detect irregularities. 

“(b) The lack of an experienced investigator until January 1956. 

“(c) The belief of the controller that the private imports presented few prob- 
lems. This policy of calculated risk has been borne out by the fact that the first 
26 investigations of private nonproject commodities show completely satisfactory 
conditions.” 

On page 11 the report highlights the fact that the mission did not obtain ar- 
rival reports from the Iranian Government. It further indicates on page 35 
that once the mission fully understood the value of these arrival reports, it 
negotiated with the Iranian authorities to secure these reports and that shortly 
thereafter an effective system was reportedly put ino effect. 

In fairness to the mission it should be pointed out that in July 1955 the con- 
troller initiated action with the Iranian Government to insure prompt submis- 
sion of these essential reports. In November 1955 the mission controller was 
assisted in the development of a system of arrival accounting by an American 
specialist in these matters who was detailed to the mission from Beirut. In 
February 1956 the mission advised that “A system is now in effect by which the 
Iranian Government is now making a threefold reporting: (1) When the docu- 
ments arrive; (2) when the goods arrive in customs; (3) when the goods leave 
customs. This system is giving complete protection to United States interests 
and assisting the End-Use Branch in locating undue stockpiling.” 

It is felt that both the end-use program and the installation of adequate 
arrival reports are now well in hand and sufficient to adequately protect the 
interests of the United States. 


5. Internal control procedures require strengthening to prevent irregularities 
(pp. 2, 12, 35, and 86 of the GAO report). 


The report gives proper consideration to the fact that local conditions have 
been conducive to improper manipulation in the procurement of material and 
services and the Embassy and the missien have found it difficult to recruit high 
caliber personnel, both American and Iranian. Also page 35 of the GAO report 
states : 

“In connection with reported irregularities at the provincial offices, the 
mission controller’s office in conjunction with the ICA division of personnel, 
security and integrity has conducted investigations and made efforts to im- 
prove accounting and other control procedures.” 

The report further points out “a need for simplification of the accounting 
procedures and records in use in the field offices.” It is felt that the comments 
of the USOM on this finding are pertinent. 

“The mission regrets that certain irregularities have occurred, although the 
total, including ICA, Embassy, and joint fund employees, is a small fraction 
of 1 percent of the aid funds. It must be realized that corruption is more preva- 
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lent and more difficult to detect in the underdeveloped countries than it is in 
a country like the United States. The mission has laid great stress on this 
problem and on several occasions called for assistance from the personal secu- 
rity and integrity division. In addition, the audit section of the controller’s 
division has spent a large amount of time on the problem even though it was 
aware that in so doing it might be criticized for lack of commodity end-use 
investigations. The Iranian police department has been most cooperative 
and jailed six Iranian joint fund employees as a result of our evidence. This 
has had a salutary effect generally. 

“The accounting and procedures records of the mission have been simplified 
and the prospective abolition of the program joint funds (as distinguished from 
the master joint fund) will further simplify the accounting. Turning the 
rial funds over to the Iranian Government through the creation of special 
activities account in the Ministry of Finance will relieve the United States 
Government of certain responsibilities but cannot give assurance of avoiding 
all irregularities. The Iranian accounts will be under the surveillance of the 
master joint fund in accordance with approved procedures. In addition, the 
USOM Controller’s Office will exercise its normal end use responsibility for 
the proper utilization of such funds.” 


6. Transfer of all functions from the Office of Consolidated Services to its 
successor, the master joint fund, would simplify operations (pp. 2, 12-13, 
and 36 of the GAO report) 

The USOM has agreed to this suggestion and had already planned to make 
such a transfer during the present fiscal year as is indicated on pages 13 and 

36 of the GAO report. 


7. Increased Embassy support to the ICA mission may reduce overall admin- 
istrative costs (pp. 2, 13, and 36 of the GAO report) 


The GAO report states ‘Because of unsatisfactory conditions in the past, 
the mission has been reluctant during fiscal year 1955 to avail itself of the ad- 
ministrative services section of the Embassy, especially in procurement and 
fiscal matters.” 

The mission controller reported in July 1955 that the possibility of request- 
ing the Bmbassy to take over certain routine fiscal operations for the USOM 
was under consideration. In August 1955, it was recommended to the mis- 
sion director and the Embassy that the latter take over all USOM payrolls 
and vouchering for administrative costs and similar vouchers. Straight pro- 
gram vouchering was to continue as a function of the USOM and the target 
date of this transfer was set as the first payroll after October 1, 1955. In 
this connection the USOM controller reported : 

“In my capacity as adviser to the mission chief in carrying out his financial 
responsibilities, I have expressed my firm conviction that the allotment ac- 
counting should be handled directly by the controller’s office of the mission. 
The work is so closely tied up with the whole mission program that I do not 
believe it can be satisfactorily handled elsewhere even though I have a high 
regard for the budget and fiscal operation of the Embassy.” 

The target date on the transfer of USOM payrolling to the Embassy was 
met and in commenting on the draft GAO report the USOM makes the follow- 
ing statement: 

“The mission and the Embassy have been constantly attempting to work out 
plans for satisfactory operation at the lowest net cost to the United States 
Government. As indicated in the report, the Embassy has taken over pay- 
rolling. Certain additional administrative type vouchers are being progres- 
sively transferred to the Bmbassy. This is a relatively small item. We do 
not believe that there are any other major fields in which administration 
hy the Embassy would result in economies. If the development of the program 
indicates that such are possible, they will be promptly put into effect.” 

ICA/W is of the opinion that little, if any, savings can be accomplished by 
the integration of functions in the fiscal and accounting areas. This position is 
not based on how services were performed by the Embassy in the past, but due 
to the fact that the Embassy as a general rule is staffed and trained to handle 
only administrative funds and does not have the experience nor accounting 
training to account for and report on program type funds. It is therefore 
preferable that the maintenance of accounting records and preparation of the 
required reports be done by the mission. 

Since the audit of program vouchers must be closely related to the accounting 
records with regard to available balances and unliquidated obligations and the 
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preparation and scheduling of disbursement vouchers are an integrated part of 
the audit procedure, it appears that in the program fund area the entire 
function of accounting, obligating, auditing, and scheduling should remain in 
the USOM and only the disbursement of funds and accounting for cash be con- 
sidered a proper function of the Embassy. In this connection it will be noted 
that all of the above corrective measures are consistent with the agreed upon 
policy of the Department of State and ICA as to the segregation of budget and 
fiscal functions. 


8. Several industrial type development projects have serious operating deficien- 
cies which prevent successful completion (pp. 8, 14-16, and 40-56 of the 
GAO report) 

The projects referred to in this section of the report were approved by TOA 
when Iran faced economic collapse due to nationalization of the oil industry 
and complete cessation of oil production. With the immediate collapse of this 
government in a near crisis stage, funds were approved for projects which, in 
many cases, were already firm contracts of the Government of Iran. It had 
to be assumed that the Iranian Government, when initiating these projects, 
had made economic and technical determinations as to the soundness and 
feasibility of these projects. The “crash” operation for political expediency was 
the sole basis for approval of these projects and a careful analysis of the pro- 
gram for the past 2 years reveals that little additional funds have been chan- 
neled into industrial type projects. The USOM has in the past 3 years shifted 
emphasis from industrial type projects to the community development and 
public administration type of activity. However, since taking over these indus- 
trial type projects ICA has assumed its rightful role in attempting to guide the 
plan organization on the final construction phases, and in the operation and 
management of the facilities. Until United States commitments have been met, 
these few industrial projects will continue to appear in the reports on the TA 
program. It should be noted that the funds appropriated by Congress for fiscal 
year 1952-53 were administered under the Act for International Development 
and appropriations were for “Economic and Technical Assistance” as a combined 
item. It is felt that the following comments on the individual projects may be 
in order: 

(a) Purchase of DDT.—The direct purchase of DDT by any host-country 
agency is still hazardous. Because of the strong tendency of DDT to lose sus- 
pensibility, the Public Health Division/ICA through contract with the Public 
Health Service has established rigid controls during production, checked through 
a system of laboratories to insure full end-use value. This process has saved 
tens of thousands of dollars. Furthermore, due to limited productive capacity, 
uncontrolled purchases have resulted in unjustified sudden price increases. 

(b) Construction of Karaj Dam (pages 14 and 45-58 of the GAO report) .— 
Mr. Hollister’s prepared statement for the Committee on Foreign Affairs, House 
of Representatives, which was prepared by USOM Director Gregory on April 12, 
1956, clearly presents the Karaj Dam situation. (See memorandum attached.) 

(c) Teheran water treatment plant (pages 15 and 48-50 of the GAO re- 
port).—The statement on page 49 that invitations to bid for the water treat- 
ment plant were issued in May 1952 prior to the execution of the project agree- 
ment is correct. However, awards were not made until after the project 
agreement was signed. As the report indicates the mission has been continu- 
ously in touch with the Iranian authorities in order to find ways of accelerating 
this project. 

All equipment to be used in this installation has been received and installation 
is substantially complete. The water treatment plant started operating on 
October 26, 1955, and has been in continuous operation since that date. The 
distribution system has been completed in about 33 percent of the Teheran 
area, and it is estimated to require another 2 years before all additional mains 
and house connections will have been completed. The jube system of distribu- 
tion is still in effect and will continue indefinitely in order to provide adequate 
water for trees and gardens. However, there is no connection between the use 
of treated water and the old jube distribution system. ICA has a proprietary 
interest only in the purification plant, and the installation of connections with 
houses will be dependent on the willingness and ability of householders to pay 
for such connections. USOM is pressing for early completion of the connections. 
In the meanwhile, residents of the poor section of the city are able to obtain 
a — by transporting water from the mains in jars, pails, and other 
utensils. 
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(d) Fars cement plant (pp. 15, and 53—54 of the GAO report).—The state 
ments on page 54 highlight one of the major problems in an underdeveloped 
country like Iran. This is that all of the facilities affecting a project should 
be provided simultaneously and constructed at the same rate of speed. This 
is extremely difficult to accomplish particularly in a facility like transportation. 
The territory adjacent to the plant should be able to absorb its present produc- 
tion. Production can be increased as better transportation facilities become 
available. The Seven-Year Plan Organization has underway a very large 
contract for the construction of additional roads which should solve this prob- 
lem. Furthermore, the availability of this modern plant will be of great value 
in connection with the construction of various defense projects. 

The plant is now completed and has been in production since September 1955. 
Production now averages 120 tons per day. Flow of raw materials to the plant 
is satisfactory and there is sufficient availability of raw materials at plant site to 
outlast the life of the plant. 

(e) Expansion of Tchitsazi cotton mill (pp. 15, 54, and 56 of the GAO re- 
port).—All United States spinning machinery has been received and installed, 
and all United States finishing machinery, except five items, has been received. 
The contract on these five items has been held up pending Washington investiga- 
tion of the Teheran representative of textile manufacturers. The investigation 
has been completed, and the contracts for the purchase of these five items are 
now with the General Services Administration for implementation. The print- 
ing machinery, which the Government of Iran had agreed to transfer from 
another plant, is not now available; and the Government of Iran has invited 
bids for the supply of new machinery. The Government of Iran has always 
recognized its responsibility to provide power for the factories. However, tech- 
nical debate has arisen concerning the suitability of gas turbine power. This 
debate has been resolved, and the plan organization is procuring necessary 
equipment. It is estimated that another 15 months will be consumed in getting 
the plant into operation. 

(f) Construction of two sugar refineries (pp. 16, and 57-58 of the GAO re- 
port).—The two sugar refineries in question are located near Meshed and 
Kerman. Whereas the GAO report leads one to believe that United States partic- 
ipation in these projects is almost exclusively in the form of financial assistance it 
is nevertheless a fact that USOM Iran since fiscal year 1952 has been engaged in 
developing improved methods of sugar-beet cultivation in the areas adjacent 
to the proposed plants. In addition the USOM has undertaken to instruct 
growers in the area how to utilize byproducts of the sugar factories and finally 
the USOM has assisted the Government of Iran in selection of sites for the 
plants and the determination through surveys of the most economical methods 
of transporting sugar beets to the plants and marketing the products. A USOM 
technician has worked almost constantly with the plan organization in con- 
nection with the erection of these plants during the last 18 months as well as 
in giving technical guidance to the staffs of existing refineries in their processing 
techniques. This has been hailed as one of the most beneficial technical services 
provided under our program. 

With respect to the funds supplied by the United States Government for the for- 
eign exchange costs necessary for the erection of the two plants in question, article 
VIII of the original project agreement (No. 65) states that the “plan organiza- 
tion undertakes to provide for repayment in dollars to the joint fund, pursuant 
to this agreement, such repayments to be made in equal yearly quarterly install- 
ments over a period of 10 years with interest thereon at the rate of 3 percent 
per annum payable with the calendar quarter during which production of the 
two sugar refineries shall reach 75 percent of their rated capacity of 60 tons 
per day, or June 30, 1955, whichever is earlier. The codirectors of the joint 
fund may, by agreement, grant such extension of dates of repayments as may 
be necessary.” The funds repaid in this fashion by the plan organization are 
intended to be used in the stimulation of private industrial development. 
Amendments to the original project agreement have postponed the effective 
date for commencement of repayments by the Government of Iran since the 
refineries are still inoperative. 

The USOM advises that as of April 30, 1956, the Meshed factory has received 75 
percent of its equipment, and the balance is either en route or is awaiting the avail- 
ability of bottoms for shipment. Completion is estimated for January or February 
1957, permitting a test run for the 1956-57 season. Meshed is a proven produc- 
tion area and should reach full production by the 1957-58 season. 

The Kerman factory is now complete, except for boilers, which arrived too late 
for the test run during the 1955-56 season. Full production is not expected 
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until the 1959-60 season. Delay in the construction of this plant occurred when 
the Iranian contractor, who started erection of this plant, without notification to 
either the Iranian Government or to the USOM, decided to move construction to 
a site some 20 miles away. The responsibility for the construction of the plant 
buildings rested with the Iranian Government which, after investigation, agreed 
that the new location selected by the contractor was desirable, paid the addi- 
tional costs involved in initiating construction at the new site. The USOM sub- 
sequently acquiesced in the superiority of the new site. 


9. Development projects have bcen improperly designated as demonstration proj- 
ects (pp. 2 and 17 of the GAO report) 


ICA would submit that the designation of such projects, more fully elaborated 
upon in the paragraphs immediately preceding, as demonstration projects, was 
proper. True these projects are an integral part of the country’s industrial pro- 
gram but they are also pilot projects to demonstrate the feasibility of Iran becom- 
ing more self sufficient in the production of such basic commodities as sugar, tex- 
tiles, and cement. Also it was anticipated that the proven success of these demon- 
stration projects would serve as an inducement (1) to encourage private capital to 
purchase these plants from the Government of Iran and (2) to attract increased 
investment from private sources in the expansion of basic industries. 

All of these projects were intended by the mission to have elements of training, 
and the program agreement in industry, under which these projects were included, 
provided for large-scale technical assistance services in plant management, labor 
advice, and improved industrial techniques. Each of the industrial plants re- 
ceived assistance in the form of improved and modern machinery which was in- 
tended to provide a model for future installations of like character. These proj- 
ects were executed upon the assumption that adequate technical personnel could 
be obtained to provide the demonstration and training phases of these projects. 
Unfortunately, the timing of such projects coincided with increased industrial 
development within the United States and other parts of the world, and tech- 
nicians could obtain much larger salaries in private industry. There just were 
not sufficient technicians to meet the worldwide demands. Hence, the demonstra- 
tion and training phases were of necessity deferred. The mission has since en- 
gaged the services of George Fry Associates, who will continue to provide techni- 
cal and training services to these installations. 


10. The project for rural community development has shown slow progress 
(pp. 2, 17, and 56-69 of the GAO report) 


ICA agrees that the implementation of this project has been slow and with 
the statement (on p. 61), “The long-term nature of the project, which seeks to 
break down the traditional feudal system of land tenure, precludes rapid or large- 
scale accomplishments.” This problem cannot be satisfactorily solved until the 
Government of Iran is prepared to adopt and enforce effective land reform meas- 
ures. The USOM is undertaking community development by approaching vil- 
lagers with a coordinated and balanced program utilizing health, education, agri- 
culture, and other techniques which will tend to capitalize on the human re 
sources of the communities. Through this approach progress is now being made 
in stimulating self-help activities at the village level and in more effective use 
of improved methods in these basic fields. 

The report points out the need for close liaison and accelerated integration in 
the rural community development program in which comment this agency concurs 
without reservation. Integration of the United States program in agriculture 
with those of the appropriate ministries, with the objective that the Government 
of Iran assumes increasing responsibility for supervision and costs of projects, is 
progressing. Agricultural technicians are now officed in the Ministry thereby con- 
tributing to closer working relationships between United States and Iranian 
technicians and facilitating the transition to increased responsibility by Iranian 
technicians. As a further step in integration, community development projects 
have been consolidated under the direction of a single ministry—the Ministry of 
Interior. 


11. Recorded commitments for procurement of equipment are overstated (pp. 
2 and 13 of the GAO report) 
The USOM has adopted the recommendations contained in the report and con- 


currently ICA has assisted in solving the problem by furnishing essential infor- 
mation necessary to decrease such commitments. 





1108 UNITED STATES AID OPERATIONS IN IRAN 


12. Improvements are needed in the administration of the training program 
(pp. 2, 19, and 62-69 of the GAO report) 


ICA concurs generally with the guidelines enunciated in paragraphs 1, 2, 4, 
and 5 on pages 19 and 64 of the report. In general, this agency concurs with 
paragraph 3 with respect to the desirability for selection of an increased per- 
centage of Iranian participants from the Provinces. We believe, however, that 
it has been only natural that during the first few years of the training program 
a large proportion of the participants has come from the capital city of Teheran 
because the central government is located there. It is certainly desirable to 
have key technicians and administrators in the central government receive 
training and orientation to provide proper understanding at the higher levels 
in the Government of Iran. Inasmuch as a relatively large number of officials 
of the central government have now received such training, increased participa- 
tion of provincial offices would be expected. Another factor bearing upon para- 
graph 3 is the need for the participant to have at least a working knowledge of 
the English language. A part of the problem to date has been the lack of 
English speaking candidates in sufficient numbers in the Provinces. It is antici- 
pated that, as English teaching improves, a larger percentage of participants 
will come from the Provinces. 

In discussing technical assistance contracts (pps. 64 to 69 of the GAO report) 
the sixth paragraph on page 67 points out that United States university contract 
technicians have been generally integrated with USOM personnel, advantageous 
from the viewpoint of administration but “appears to have nullified to some 

xtent the advantages accruing to the assistance program from a strong tech- 

nical leadership, which the universities were expected to exercise through the 
concerted efforts of their faculty in the United States and their staff in the 
field.” With respect to the contract with the Utah State Agricultural College it 
should be noted that under the first contract (prior to 1954) USAC personnel 
and the mission staff were utilized on parallel jobs. The new contracts executed 
June 30, 1954, corrected this in part and two new contracts are currently being 
developed to provide: (1) more definite assistance responsibility criteria; (2) 
direct working relationship between USAC and (a) Ministry of Agriculture for 
research assistance and (b) Karadj Agricultural College for assistance to instruc- 
tion organization and orientation; and (3) substantial local currency financing 
by the Government of Iran. 


13. The student assistance program, because of its unusual nature, should have 
been separately disclosed to Congress (pp. 2, 20 to 21, and 74-78 of the GAO 
report) 


The amounts of United States dollars committed to this program, as set forth 
in the GAO report, were as follows: 
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Total 4, 700, 000 


This activity, according to the General Counsel of ICA (memorandum of 
November 9, 1955, to Mr. Warren F. Bedell, GAO), and the dollar expenditures 
related to it, were authorized by the Act for International Development, par- 
ticularly sections 405 (d) and (e) and 418 (a) thereof, and section 203 of the 
Mutual Security Act of 1951, as amended. The General Counsel points out that 
article 11 of (Iran-United States) Program Agreement No. 5, dated March 29, 
1952, prescribes the relationship of the courses of study to activities designed to 
further the objectives of the (United States) technical coopertion program in 
Iran, and that this relationship is in accord with the act. The question of the 
exchange rate at which sponsors of the students benefiting by this arrangement 
shall deposit rials (under article 3 of the agreement), according to General 
Counsel, is not a requirement of law but rather the result of an administrative 
determination that the students’ sponsors continue to pay in rial amounts 
equivalent to their payments under the Iranian exchange law during the period 
prior to 1952 when Iran itself furnished the foreign exchange. 

General Counsel goes on to say that the Act for International Development 
and the Mutual Security Act of 1954 do not provide for rates of conversion of 
dollars into foreign currencies required for mutual security programs. In gen- 
eral, ICA (and its predecessor organizations) follows the practice of converting 
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dollars at the highest rate permitted by law in the country with respect to the 
particular transaction. In accordance with this practice, the rates of 32.5 and 
41.5 rials to the dollar employed in fiscal years 1952 and 1953 were the highest 
official rates for these purposes. It would seem highly questionable for the 
TCA (as it was at that time) to have insisted on a higher rate than the then 
official Iranian rate for such transaction. 

With respect to the $500,000 spent for this purpose from fiscal year 1955 funds, 
this was in the nature of a phase-out operation. Whereas in 1954 the mission 
put up $1.7 million from which the mission derived rials for approximately one- 
half of that amount and also administered the program with the help of the 
Near East Foundation, in 1955 the mission contributed $500,000 which was 
matched by a contribution of $325,000 from the Iranian Ministry of Finance, 
and the Ministry of Education took over the administration of the program on 
the understanding that this would be the final contribution of ICA. This agree- 
ment has been adhered to in fiscal year 1956, and the Ministry of Education has 
financed and managed the program entirely through its own efforts and funds. 

Supplementing the GAO comments on administration of the student assistance 
program (pp. 74 to 78 of the GAO report) the following is deemed pertinent: 

(a) Originally TCA assumed responsibility for all Iranian students in this 
country because the program was initiated on an emergency basis. When FOA 
was established in 1953, it set up and enforced criteria on fields of study more 
specifically related to the economic development program of Iran and began 
the process of liquidating the program as soon as feasible. The transfer of 
responsibility for these students back to the Iranian Government was completed 
with a final grant to the Government in 1955. 

(6) While the Near East Foundation was the primary agency for administer- 
ing this program, TCA had found it necessary to maintain records to deal with 
individual student problems raised by the TCA mission in Iran, by United States 
schools or by the Iranian Embassy in Washington. As soon as it was adminis- 
tratively possible to do so, ICA discontinued these records and reassigned the 
one employee who had been carrying on this work. 


14. The sugar-import program has been unsatisfactory (pp. 2, 21, and 72 of the 
GAO report) 

The mission comments on this finding are as follows: 

“The rials received under the sugar transaction were returned to the GOI as 
budgetary assistance. A different exchange rate would merely mean that more 
rials were being collected from one part of the Government in order to turn over 
more rials to another part. The net effect of either way is the same. 

“We believe that the use of the word ‘subsidy’ was improper since no subsidy 
was involved. The sugar was sold to the Sugar Administration at an agreed- 
upon price and the so-called subsidy was merely the difference between this price 
and what the price might have been had it been strictly based on a commercial 
rate of exchange. It may be noted that at this time the commercial rate of 
exchange was abnormally high and the agreed-upon price was in line with the 
price paid by the Sugar Administration on previous purchases. 

“The report refers to the purchase of unsatisfactory sugar from Brazil and 
states ‘* * * the United States Department of Agriculture contracted with a 
French importing firm as recommended by the mission’. This is not correct. 
The mission recommended that the French firm be allowed to bid but did not 
recommend making a contract with this firm. The difference is significant. 

“The principal reason for the receipt of unsatisfactory sugar from Brazil is 
that the supplier failed to furnish the quality of sugar specified. The certificate 
and inspection by the superintendence company also appear to be in error. Steps 
are now underway to ascertain the amount of recovery, if any, that may be made 
from the supplier. This was one important end-use investigation carried out by 
the mission. * * *” 

Shipments of sugar from fiscal year 1956 funds have been limited to $5 million 
worth. This amount, which will be procured on the basis of worldwide bids, has 
not yet been delivered. 


15. The commodity import program in 1955 has lacked the benefits of cen- 
tralized administration (pp. 2, 21, and 79 of the GAO report) 


The recommendation contained in the report that Iran conform with the 
worldwide system of administering commodity aid on a centralized basis from 
the Washington office has been put into effect as of January 1956. 


79239—56——-71 
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16. The utilization of counterpart funds warrants more effective control by ICA 
(pp. 2, 22-28, and 86 of the GAO report) 


In commening on this finding the USOM submits the following: 

“We take serious exception to this statmement on page 22 of the report 
whieh says ‘The mission has experienced withdrawals by the Iranian Ministry 
of Finance (i. e., from the counterpart fund) which could not be reconciled to 
the planning table and left substantial disbursements unaccounted for.’ We 
know of no case where the withdrawals could not be accounted for. A recent 
audit of this account by the controller’s office shows a complete reconciliation 
with the planning table. We would like to know the basis of the GAO statement. 

“It is true that from the account covering the loan portion, withdrawals were 
made in excess of the established monthly rate. However, the controls are such 
that it was immediately reported to the mission director, who called it to the 
attention of the Iranian Government, but made it quite clear that payment 
without authorization had been improper and could not be repeated. While we 
believe the present plan has been working satisfactorily, we are agreeable to 
the idea that individual releases should be approved in the future, and we had 
been planning to do this to make the controls even tighter.” 


MEMORANDUM FOR THE COMMITTEE ON FOREIGN AFFAIRS, HOUSE OF REPRESENTA- 
TIVES, 84TH CONGRESS, 2D SESSION 


Subject: Karaj Dam, Iran 


Referring to my testimony on March 28, 1956, during which Mr. Smith in- 
quired concerning the status of the Karaj Dam project in Iran and my statement 
that I would furnish a complete memorandum on the subject, I desire to report 
the following: 

In October 1953, the United States Operations Mission to Iran entered into a 
project agreement with the Seven-Year Plan Organization of Iran, providing 
assistance in the sum of $1,400,000 for the purchase and transport to Iran of 
machinery, equipment, and services, and by subsequent agreements provided an 
additional $1,015,184 for heavy construction equipment. In November 1953, the 
Government of Iran, acting by the Shah and the Prime Minister, entered into an 
interim agreement with the Morrison-Knudsen International Co. for the con- 
struction of the dam. Early in 1954, the Karaj Dam Authority was established 
by appropriate legislation, and this authority proceeded to act on behalf of the 
Government of Iran. Preliminary engineering studies were prepared by the 
United States Bureau of Reclamation, and a request was filed with the Export- 
Import Bank for financing engineering and construction costs. In May 1955 the 
Export-Import Bank sent a team to Iran for the purpose of reviewing the project. 
Immediately prior to the arrival of ‘the Export-Import Bank team, the Plan 
Organization, acting by its managing director, Mr. Ebtehaj questioned the pre- 
liminary studies prepared by the Bureau of Reclamation and the French engi- 
neering concern. The Seven-Year Plan Organization refused to provide local 
currency for the construction of the dam prior to the completion of further engi- 
neering studies. The Plan Organization has engaged the Harza Engineering 
Co. to engineer the project and is now negotiating a construction contract with 
Morrison-Knudsen. The Plan Organization proposes to let international bids for 
necessary foreign supplies, equipment, and services; and, to the extent American 
suppliers are successful, Export-Import Bank loans will be used. In those cases 
where American suppliers are not successful, the Plan Organization proposes 
to use its own funds. 

Since tentative approval of financing by the Export-Import Bank in October 
1955, the United States Operations Mission to Iran has withdrawn from further 
participation in the project. The equipment purchased by ICA, or its predeces- 
sor agencies, is now held by the codirectors of the Joint Fund for Industrial 
Development. Negotiations are presently taking place with the Iranian Goy- 
ernment as to the future use of this equipment. Operations by the Morrison- 
Knudsen International Co. have been reduced to a minimum pending comple- 
tion of the Harza engineering studies. It is considered probable that the project 
will continue and be completed without further mutual security financing. 

The relocation of the access highway prior to final approval of the dam 
project might appear at this time to be contrary to sound planning. However, 
it should be remembered that at the time FOA agreed to the release of $400,000 
for the procurement of heavy equipment and 83.7 million rials for construc- 
tion and engineering costs, it was the firm position of the Shah, the Prime 
Minister, and every other important Iranian official that the Karaj Dam 
would in fact be constructed and that the construction of an access highway 
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would provide badly needed employment and expedite construction work which 
was expected to be completed within 4 years. It should also be remembered 
that the Mossadegh government had recently fallen and that the Shah and 
Zahedi government were struggling with problems arising from a stagnant 
economy, civil unrest, and the increasing pressures from the people for better 
standards of living. In effect, the interests of the entire Western World would 
be endangered by the failure of the Shah and his government to meet the 
economic issues. 

The Shah, the Zahedi government, and the present Government have never 
deviated from the expressed intention to construct the Karaj Dam. In any 
large dam project, matters of engineering and financing are time consuming. 
The Government of Iran is proceeding to obtain complete engineering studies 
and, with oil income increasing, should be able to finance and construct the dam. 
It will then become apparent that the use of funds for the construction of the 
access highway filled a then urgent need of the Iranian economy and expedited 
final construction of the highly important project. 

Finding that the Iranian Government is now prepared to engineer, finance, 
and execute this project, no further funds have been provided for this project 
in fiscal year 1956, nor are any funds budgeted for fiscal year 1957. The United 
States Operations Mission to Iran will continue in an advisory role to assist 
the Government of Iran, as requested, in technical matters involved in Export- 
Import Bank financing. 

The failure of the mission to properly record and label equipment brought in 
under this project is due entirely to an administrative error by which personnel 
responsible for the receipt and labeling of equipment received oral instructions 
to deliver equipment at the port of the Karaj Dam Authority. This instruction 
was at variance with the usual practice of delivering equipment to Teheran 
where the equipment was placed upon property accountability rolls, labeled, and 
then delivered to project sites. This administrative error has been corrected, 
property records are being reconciled, and the property identified and labeled. 

Within the limits of available controller personnel, the United States Opera- 
tions Mission to Iran is searching its records to ascertain obligations in excess 
of the final cost of equipment and are deobligating such excess funds. 

The United States Operations Mission to Iran will continue its efforts to 
liquidate this project; and, upon final liquidation, an appropriate termina- 
tion agreement will be executed with the Government of Iran. 


JOHN B. HOLLISTER. 


(The following information also has been submitted by the Inter- 
national Cooperation Administration :) 


OFFICE MEMORANDUM, UNITED STATES GOVERNMENT 


JUNE 7, 1956. 
To: Mr. William E. Warne. 
From: Charles T. White. 
Subject: Alleged discrepancy of $11 million in reporting local currency. 

Page 87 of the GAO report states that there is a discrepancy of $11 million 
“between reported local currency utilization and the amount of dollars origi- 
nally expended for the purpose of generating such local currency.” 

Actually, mission report for June 30, 1955, showed the figures in two ways: 
First they showed the dollar equivalent as $69,868,000. They also showed, in 
a separate column, the dollar equivalent to the rial as $81,701,000 converted 
at 75, which was the going rate at the time. The agency report Counterpart 
Funds and ICA Foreign Currency Accounts, as of June 30, 1955,’ showed both 
figures and labeled the second figure “Adjusted Dollar Equivalents of De- 
posits.” In a footnote, it indicated that the releases were at the current rate 
of 75 rials to $1. 

In view of the fact that both figures were shown, I do not believe that it ean 
be claimed there was any attempt to misrepresent the figures. 

The December 31, 1955, report from the mission showed only the rate at 
which the dollars were obligated, i. e., $68,497,000, and only this rate was 
used in the agency report.1 I agree that the second report is clearer but 
neither report is incorrect. 

The whole thing is a matter of bookkeeping. 

C. T. WHITE. 


1 Page from report attached. 
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TRAN 


Status of counterpart funds, Dec. 31, 1955 


| 
Cumulative through Dec, July 1, 1955-Dee. 31, 1955 
31, 1955 
Purpose 





Local cur- Dollar Local cur- | Dollar 
rency equivalents rency equivalents 





ACCOUNT 60 (Thousands (Thousands 
of rials) (Thousands) of rials) (Thousands) 
Deposits in special account ! 2, 499 $27, 795 516 $5, 737 

Transfers to United States portion ale atin ciate alte Bs ee Reb ee 

Balance fror Ian asi maie 2, 499 | 516 | 5, 737 
Unreleased balance July 1, 1955........--..-----|-------- 29 | 322 
Total available for approv al. 6sirnasilioesal 2, 499 27, 795 545 | 6, 059 


Total approved for withdrawal........- 2, 491 27, 704 536° 








Iranian budgetary support-.--_...-..------ 1, 902 | 21, 150 366 
Program support ? 6, 554 170 


Total withdrawn___--- ¢ 7, 704 536 7 








ACCOUNT 5 


Deposits in special account 3_- __- 
Transfers to United States portion. 
Balance for Iran_- 
Unreleased balance July 1, 1955_- cine 
Total available for approval... Pe USL Epa t 








Total approved for withdrawal 





Iranian budgetary support 
Program support 2 

















Total withdrawn 68, 414 


1 Data cover deposits into account 60 generated by fiscal year 1955 and subsequent aid. 

2 Data by field of activity not available as funds were released to the master joint fund, and commingled 
rials were in turn released to individual projects. 

3 Data cover deposits into account 5 established prior to fiscal year 1955. This account was under uni- 
lateral control of the Government of Iran so it is not a true counterpart account, although in practice re- 
Beit ae according to a planning table approved by GOI, Ministry of Finance, and Director of 


Note.—Dollar equivalent data have been revised since the June 30, 1955, issue of this report. Data are 
now based on average conversion rates of 89.9 rials to $1 for account 60 and 91.25 rials to $1 for account 5 
on unrounded amounts of rials. In June, a current rate of 75 rials to $1 was used for both accounts, 


Appenpix IV 


To: William E. Warne, United States Director of Technical Cooperation for Iran. 
From: John B. De Wilde, Chief of the Budget and Management Staff, NBA. 
Subject: Audit of TCI Financial Operations, Iran. 

In a discussion of the audit of financial operations in Iran held in your office 
on February 14, 1953, additional information was presented to the auditors which 
correct item No. 7, Iranian contributions, on the section of summary findings and 
recommendations, In response to Airgram 2114, December 19, 1952, TCI is in the 
process of preparing statements indicating the contributions of the Government 
of Iran in money and in services. 

These statements indicate that substantial contributions have been made. This 
information has not, as yet, been related to the provisions of bilateral agreements. 
The statement that the contributions have been limited to 12 million rials is in 
error. 

Time did not permit a verification of the information contained in these reports. 
The statement was made that they were based on surveys made by technical di- 
vision chiefs of Iranian agency records, 

Consequently, the statement contained in item No. 7, Iranian contributions, is 
modified accordingly. 

Joun BE. De WILpE. 
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Pencilled note : Carney : Chase is sending you basic report. I spent over 4 hours 
today with Warne discussing this report. While he will write a separate com- 
munication giving his reactions, I think it went well on the whole. 

JEDW. 


To: William C. Warne, Country Director, Technical Cooperation Service for Iran. 
Subject: Audit of TCA financial operations, Iran. 


GENERAL 


Pursuant to your request to TCA, Washington, an examination was conducted 
during the period February 2 through 11, 1953, of financial operations of the 
Technical Cooperation Service for Iran. Because of the limited amount of time 
available to the auditors, a detailed examination of all financial transactions 
and operations since the inception of the TCA program in Iran was not possible. 
As was indicated to you, the scope of this audit was, therefore, limited to a re- 
view and analysis of selected TCI activities. The findings of this audit are pre- 
sented under the following headings: 

Current financial organization 

Audit of selected transactions 

Fund status and reporting 

Summary findings and recommendations 

Full support was given to the auditors by all members of TCI and the Embassy 
administrative staff and this cooperation made it possible to complete the audit 
within the limited time available. 

While the findings of this audit indicate large areas where improvements must 
be made before an adequate financial control and reporting system can be de- 
veloped, it is recognized that TCI has been operating under severe handicaps. 
The rapid development and growth of TCI operations and the lack of adequate 
administrative staff for both TCI and Bmbassy, together with the absence of 
adequate accounting instructions and backstopping by the Washington office 
contributed to the present financial difficulties in Iran. 


CURRENT FINANCIAL ORGANIZATION 


At present TCI active accounts and records are maintained both by the Em- 
bassy assistant budget and fiscal officer and Chief of the Finance Branch, TCI 
Administrative Division. Previous to October 1952 TCI fiscal records were also 
maintained by the TCI comptroller. 

The Embassy budget and fiscal office, comprising 5 Americans and 18 local 
employees, handles the fiscal activities for the general program, TCI, USIB, 
and other agencies. The TCI Finance Branch, comprising 1 American and 21 
local employees, handles TCI fiscal activities for headquarters and 9 regional 
offices. In both offices, personnel perform the normal fiscal activities such as 
accounting, voucher preparation and audit, payrolling, and disbursing. 


1. Embassy fiscal operation 

Two sets of TCI accounts are maintained, 1 for dollars and 1 for rials. There 
are 12 program agreements and 30 project agreements existent applicable to 
fiscal year 1952. Activity for the 1953 fiscal year has been largely limited to 
continuing 1952 project, program direction, and the negotiation of 1953 projects. 

The dollar allotment ledgers are separately established for fiscal 1952 funds 
(approp. 19-1121019, allotment 2AG—4430), fiscal 1952 carryover funds (approp. 
19-112/31019, allotment 2AG—4430), and fiscal 1953 funds (approp. 19—112/31019, 
allotment 34801). Each of these 3 groups of accounts consist of 1 allotment 
ledger reporting all substantive program irrespective of activity field (health, 
education, ete.). 

For each of the first two allotment ledgers mentioned above distribution 
ledgers are maintained for program direction and major activity flelds which 
segregate obligations by object class. In the case of the 1953 fiscal year allot- 
ment ledger, the accounts are kept similarly and at this date there are present 
supporting distribution ledgers reporting obligations for program direction, 
agriculture, public health, education, and public administration. The amount 
of the 34301 allotment to January 31, 1953, was $0. 11,555,007 rial receipts are 
also maintained on distribution ledgers. 

Since these ledgers are not maintained on a project basis, but only by major 
activity field, the Embassy budget and fiscal office has no fiscal basis for insur- 
ing that project limitations are not exceeded. 
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Rial accounts were first established by the Bmbassy on October 25, 1952, the 
date the first local currency allotment was received. Previously, the rial ac- 
counts had been maintained by the TCA comptroller, Mr. Reeves. Detailed 
obligation and expenditure transactions in rials prior to October 25 were effected 
by allotment advices sent by Mr. Reeves to Mr. Finnell, who processed trans- 
actions through his office which is known as the Iranian-United States Joint 
Commission for Rural Improvement (hereafter referred to as the Joint 
Commission. ) 

The Embassy budget and fiscal office maintains its rial accounts by the use 
of one allotment ledger reporting all program activity costs. Distribution 
ledgers segregate program direction and individual project agreements. For 
each project 2 object classification distribution ledgers exist—1 for obligations 
and 1 for expenditures In the case of rials, therefore, as distinct from 
the dollar accounts, there appears to be accounting control on a project basis. 
The following types of transactions are handled by the Embassy budget and 
fiscal office. 

(@) Dollar and rial grants are made to the ministries covering projects 
1 through 30 but excluding projects 10, 11, and 12 involving rural improvement 
programs under agriculture, health, and education, respectively, and which are 
handled by Mr. Finnell through the Joint Commission. Stateside dollar pro- 
curement for these projects is effected through the Embassy. 

(b) Time and attendance reporting, leave recordkeeping, payroll prepara- 
tion, certification, and payment of salaries, allowances, and per diem for TCA 
American personnel are Embassy functions. 

(c) TCI local employees’ per diem for these stationed in Teheran and re- 
gional local employees’ per diem coming in from the field for non-Joint Com- 
mission consultation are paid by the Embassy. Joint Commission consultation 
per diem of field local employees are paid through the Joint Commission. All 
TCI local employees in the city of Teheran are payrolled by the Joint Commis- 
sion while those in the regional offices are payrolled in the fleld but pay records 
are maintained by the Joint Commission. 

(d@) Stateside dollar requisitions for program and administrative supplies are 
posted to Embassy accounts. 

(e) Local procurement for administrative supplies, equipment, and services 
(rents and utilities) is an Embassy function. 

The Embassy makes the official TCI status of fund report (form DS-910). 
Until the middle of January 1953, the Embassy certified all TCI vouchers. At 
present, the TCI administrative officer (Mr. Patterson) certifies TCI vouchers 
for dollars and rials except American payrolls. Mr. Finnell, Chief, Finance 
Branch, certifies Joint Commission vouchers. 

At present, all locally generated rials from the sugar and student-assistance 
programs are under the control of the Embassy disbursing officer. Locally 
generated rials are deposited to an 11 FT account and transferred to the 19 FT 
account only on the basis of allotment advices received from Washington. Pre- 
viously, locally generated rials from these programs were controlled and dis- 
bursed by the TCI comptroller, 


2. TCI fiscal operation 

The responsibility for certain rial fiscal activities also resides in the Finance 
Branch of the Administration Division. The Finance Branch, headed by Mr. 
Frank Finnell, is concerned essentially with all of the common fiscal functions 
associated with project operations. The projects handled by the Finance Branch 
consist of projects Nos. 10, 11, and 12 for rural improvement under agriculture, 
health, and education, respectively, which are in turn broken down to a cumu- 
lative total of some 30 subprojects. These projects and subprojects are the basic 
TCA operating program in Iran. Accounting records are on the basis of these 
projects and subprojects. No adequate project controls are maintained. 

Projects 10, 11, and 12 are usually identified as coming within the responsibility 
of the Joint Commission which appears to be a joint operation in name only 
since policies, procedures, project planning and implementation and spending 
appears to be actually an unilateral activity. However, for the purpose of allo- 
cation of funds for project operations it is improperly treated as a joint entity 
and receives grants from the Embassy budget and fiscal office. 

To obtain an understanding of the TCA fiscal pattern it is essential to consider 
the regional office arrangement in Iran. There are a total of nine regional 
offices established at this time. These regional offices appear to be necessary due 
to the decentralized nature of the TCA operation in Iran. 
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The regional offices are concerned principally with activities under the 30 sub- 
projects authorized by projects 10 (agriculture), 11 (health), and 12 (educa- 
tion). These regional offices are funded by the use of revolving cash funds 
provided by the Finance Branch, totaling Rls7,700,000. These funds are held in 
the name of the regional directors who are not bonded. As these funds are 
used, the TCI Finance Branch reimburses in amounts equal to paid vouchers. 
Vouchers are received by the Finance Branch, postaudited and then certified. 
Although employees are payrolled in the field, the Finance Branch maintains 
payroll and leave records on all TCI employees. The regional offices handle the 
following types of expenditures: Local procurement of supplies and services, 
local salary payments including itinerant labor, local employee per diem charge- 
able to projects, rents and utilities, and project expenditures. 

The official accounts for regional office fiscal activity are maintained by the 
Finance Branch. One of the big weaknesses of the fiscal aspects of the regional 
offices is that they do not operate under any limitations for project expenditures. 
Their only limitation is the cash balance of their revolving fund. Thus, there 
is always the danger of overobligation of the total amount authorized by the 
project. This can and has happened since all of the regional offices may be 
spending funds applicable to the same subprojects. Another disadvantage of 
this system is that certain regions who are in a position to advance subproject 
operations rapidly in one area can spend at a faster rate and to the disadvantage 
of other regions which require funds for the same subprojects. Without a limi- 
tation system in effect at the regional offices, it is impossible to program project 
operations or even to stay within total subproject fund limitations. 

The Finance Branch maintains detailed accounts on a subproject basis for 30 
subprojects falling within the agriculture, health, and education projects. An 
audit section is charged with the responsibility of auditing all vouchers applicable 
to the above subprojects for both headquarters and regional offices. ‘The ledger 
section maintains the accounts and prepares monthly statements of allotment 
reports. A preaudit section examines requests from grantees prior to effecting 
voucher payments to grantees. A payroll section prepares payrolls for all local 
employees employed by headquarters. It also maintains time and attendance 
records and pay cards for all local employees in the field or headquarters. A 
disbursing section handles salary payments in cash, prepares all checks for dis- 
bursements under projects 10, 11, and 12, maintains a daily schedule of disburse- 
ments and collections and prepares a monthly statement reconciling the bank 
statements with the records maintained in the section. 

All moneys for the operation of these three projects are provided from the 19 FT 
account by means of grants made by the Embassy disbursing officer based on 
vouchers certified by the authorized TCI certifying officer. All check disburse- 
ments require the signature and countersignature of either of the two following: 
Local employee disbursing officer, executive officer, financial adviser. Their au- 
thority stems from a letter to the Bank Melli from Mr. Evans, then Director of 
the Joint Commission. Checks are prepared based on vouchers certified by Mr. 
Finnell, Chief of the Finance Branch, or his local assistant. Mr. Finnell states 
that he received this authority on the basis of a memorandum from Mr. Reeves. 


8. TOI fiscal operation prior to November 1952 


Prior to November 1952 the TCI comptroller maintained records on local cur- 
rency disbursements for program purposes. With the approval of the emergency 
students assistance program, a joint United States-Iranian entity, a commercial 
bank account identified as “TCI account No. 2” was established into which all 
rials received from students’ sponsors were deposited directly by Bank Melli 
the day they were received. This account reportedly included all rials generated 
under this program until it was closed out and the final balances were turned 
over to the Embassy disbursing officer under instructions from Washington. A 
kind of reservoir account identified as “TCI account No. 1” was also established 
into which rials generated by the sugar agreement were deposited in this account 
and balances in TCI account No. 2 were periodically transferred to TCI account 
No. 1 for program use. 


AUDIT OF SELECTED TRANSACTIONS 


The purpose of this selective audit was (a) to make a general review of 
the fund status of the TCI program as revealed by the approved fiscal 1952 
program and as compared to existing program and project agreements, and (b) 
to make a spot audit of accounting entries performed by the TCI Finance 
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Branch in controlling and expending funds under the rural improvement sub- 
projects. The results of this examination follow: 


1. Overall authorization and programing of funds 


Schedule 1 attached, covering fiscal year 1952 funds, gives by major activity 
field (a) the program approved by Washington per Deptel Nos. 2894 and 2941, 
excluding administrative costs of $1,460,000 and Rls7,150,000 and other miscel- 
laneous program items (see cols. 9 and 10), (0) amounts committed by program 
agreements (see cols. 3 and 4), (c) amounts committed by project agreements 
totaled for each major activity field (see cols. 5 and 6), and (d) project 
agreements overcommitted as compared to program agreements (see cols. 7 
and 8). 

This schedule indicated that a total of Rls381,557,055 was committed by the 
program agreements as compared to the Washington authorization of R1ls361,- 
817,055, giving an apparent overcommitment of Rls20,240,000. A total of 
R1s384,347,035 was committed in the project agreements as compared to R1s381,- 
557,055 contained in the program agreements, giving an apparent overcommitment 
of Rls2,789,980. In the fields of agriculture and health it appears that the 
project agreements are in excess of the respective program agreements. 


2. Agricultural program 

The agricultural program was used as a basis for further examination on the 
assumption that this program would fairly represent the condition of all the 
programs. Article VI of Agricultural Program Agreement No. 2, as amended, 
made the following provision for the United States contribution as compared to 
total project agreement authorizations: 


Dollars | Rials 


| 





Rural improvement program : aan é 3, 196, 400 | 63, 349, 000 
Other agricultural activities 689, 816 58, 625, 325 


et Die Tn Ok dna ainobpapedaanneteaeqgue 3, 886, 216 121, 974, 325 
Authorized by project agreements | 8, 542,816 | 126, 374, 325 


Schedule 2 attached presents a summary of United States funds authorized 
covering all eight of the agricultural project agreements. It shows that the 
dollars authorized by the sum of the project agreements are within the program 
agreement but that these project agreements authorize Rls. 4,400,000 in excess of 
the program agreement (note table immediately above). 

The next step in the examination of the agricultural program was to make 
comparisons between the funds authorized by project agreement 10 (rural im- 
provement) as compared to some 15 subproject agreements. Schedule 3 attached 
presents data on all 15 subprojects, including, dollar allocations authorized, dis- 
tribution of allocations between purchases from the United States and other 
sources on one hand and grants to the Joint Commission for program expenses on 
the other hand, the rial grants to the Joint Commission, and the estimated Iran- 
ian contribution. Comparison between the fund provisions of project agree- 
ment 10 and the totals of schedule 3 shows the following: 


| United Statescontribution | Iranian 
satel contribution, 


rials 
| Dollars Rials 





Authorized by project agreement 10_-.........-_....----| 2, 905, 000 63, 349, 000 21, 656, 300 
Authorized by 15 subproject agreements_-.-_._...._--- 3, 175, 086 | 68, 373, 000 | 19, 525, 300 


It is apparent from this table that the agricultural subproject agreements 
under the mother project agreement No. 10 were overcommitted by $270,086 
and Rls5,024,000. I addition, the estimated Iranian contribution for these 
subprojects is understated by Rls2,131,000. 

Another step in the examination of the agricultural program was to make 
a selective audit of actual transactions processed by the Joint Commission. 
Expenditure transactions for the month of January 1953 were examined for 
RIP subprojects A-2, A-3, and A-4. The following findings are reported: 





tivity 

2941, 
1iscel- 
gram 
ments 
roject 


= 


ols. 7 


yy the 
s361,- 
al of 
'$381,- 
tment 
it the 


n the 
ll the 
nded, 
red to 


ials 


349, 000 
625, 325 


974, 325 
374, 325 


rized 
it the 
gram 
ess of 


make 
il im- 
ached 
1, dis- 
other 
ses on 
Iran- 
aAgree- 


ian 
ution, 
Is 


656, 300 
525, 300 


ments 
70,086 
these 


make 

ssion. 
<1 for 
d: 


UNITED STATES AID OPERATIONS IN IRAN 1117 


(a) Allotment postings in the ledgers were checked to the original allotment 
advices and generally found to be in order except as follows. In the case of 
subproject A—2 an allotment advice for Rls1,000,000 could not be found. Also 
in the case of subproject A-2, a copy of district office voucher No. 902 dated 
December 9, 1952, was in the files, making a grant of R1s6,895,000 to project 
10 for rural improvement purposes in the field of agriculture. A journal voucher 
appeared in the allotment folder applying only Ris1,295,000 to subproject A-2 
and applying R1s5,000,000 to other nonagricultural purposes. It appears that 
this application was not consistent with the allocation expressed on the grant 
voucher. It was found also that shifts between subprojects were made by the 
Chief of the Finance Branch as required by operations and by means of journal 
vouchers. 

(b) All vouchers are certified by the Chief of the Finance Branch. 

(c) Posting dates to the allotment ledgers were not in consecutive chronologi- 
cal order. 

(d) There appears to be no maximum limitation per expenditure from the 
petty cash and revolving funds. 

(e) There do not appear to be clearly written instructions defining per diem 
rates in headquarters and the field. 

(f) Vouchers were found certified by the local assistant of the Chief of the 
Finance Branch. 

(vg) Regional office revolving fund replenishment vouchers show large amounts 
charged to field administration which has the effect of incorrectly understating 
project costs. 

(kh) The RIP subproject agreements are not detailed enough to establish a 
clear basis for determining allowable and nonallowable expenditures. 

(i) There is no audit mechanism to determine the proper or improper use 
of funds granted to the ministries and to serve as a basis determining whether 
grant payments should be continued or discontinued. 

(j) Vouchers were found covering purchases of equipment for which receiv- 
ing reports, evidencing official receipt of the equipment, were not available at 
the time the vouchers were certified for payment (district office vouchers Nos. 
3798, 3780, 3639, 3999). 

(k) Some regional office replenishment vouchers were found without execu- 
tion of receiving report certificate covering goods and services received (district 
office voucher No. 3676). 

(4) Outstanding revolving and petty cash funds currently in effect consist of 
the following (in rials) : Isfahan, 1,000,000; Tabriz, 1,000,000; Babolsar, 1,000,- 
000; Shiraz, 2,000,000; Meshed, 100,000, Ahwaz, 500,000; Kermanshah, 
600,000 ; Kerman, 700,000; Teheran, 800,000; 3 TCI procurement office funds for 
equipment and maintenance, other procurement and taxi service 300,000, 100,- 
000, and 10,000, respectively ; TCI mailroom stamp fund, 10,000; fund of Rls10,- 
000 for use by personnel relations officer in loaning new American employees 
local currency on a temporary basis; fund of Rls100,000 held by Embassy 
procurement officer for headquarters TCI purchases. It was found that not all 
of the holders of these funds are currently bonded. There are no apparent limi- 
tations on the use of these funds. 

(m) There is no control exerted upon regional offices expenditures for proj- 
ect and other purposes, since limitations are not issued by headquarters. 


FUND STATUS AND REPORTING 


One of the major problem areas is the absence of comprehensive fiscal re- 
porting TCI operations. Fiscal records are dispersed in three different places— 
the Embassy Budget and Fiscal Section, the Joint Commission, and the former 
office of the TCI comptroller. As a result, each of these offices prepares limited 
reports on its own operations with varying format and content and not related 
to each other. It is therefore impossible to get an accurate total picture of the 
status of TCI funds on a program and project basis. Under the present system 
budgetary and fiscal controls are nonexistent. Under present conditions it is im- 
possible for the TCI country director and his top staff to know where they stand 
fundwise on their programs and projects so as to enable planning for current and 
future operations and makes it impossible to keep TCA Washington accurately 
and currently informed as to the financial status of the overall TCI program. 
The installation of the new accounting procedures should improve this situation. 

During the course of examing the overall fiscal setup, an attempt was made 
to obtain financial data which would reveal the current status of TCI funds, 
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As indicated above, such data was partially available at three places and while 
no verification of reports was attempted, it was apparent that no adequate 
status of fund report could be made without reconstructing the entire accounting 
and reporting system. The Embassy Budget and Fiscal Section developed a 
status report as of January 10, 1953, which, after examination and after in- 
aan of suggested changes, was prepared and appears as schedule 4 
attached. 

The dollar portion of this status report is subdivided by the applicable fiscal 
years and shows for each program: Total allotment, cumulative obligations, 
unobligated balance of allotment, cumulative expenditures, and unliquidated 
balance of obligations. However, this portion of the fund status report is 
inadequate since it gives no project breakdown and does not fully or accurately 
reflect all TCI financial operations. 

The status of the 19FT570 rial accounts maintained by the Embassy are shown 
on the top flap of schedule 4. However, this information taken alone is incom- 
plete since these figures are not related as they stand to the great volume of 
rial expenditure activity which occurred under the direction of the TOI Con- 
troller before the Embassy took over control of all locally-generated rials. 
Therefore immediately under the top flap are combined figures for both Embassy 
and prior TCI activity. The unobligated balances of allotment appears as red 
figures due to the fact that the related allotment column carries amounts allotted 
by Washington not related to the prior transactions of the TCI Controller. 

Aside from the deficiencies in the present accounting and reporting system 
and diffused responsibilities, no clear definition has been applied to obligations. 
The wording of programs and projects are vague in that it is not clear whether 
or not they represent firm United States commitments and consequently there is 
no consistency in the financial treatment of these obligations. In addition the 
situation is aggravated by a policy of deficit financing on rial operations result- 
ing in the overobliagtions shown on schedule 5. 

The responsibility for this general situation cannot be clearly assigned to 
any one individual or organizational unit. Rather, it appears to be the inevitable 
result of the absence of a comprehensive accounting system and the diffusion of 
fiscal operations and responsibilities. 


SUMMARY FINDINGS AND RECOMMENDATIONS 


This section of the report presents summary findings resulting from the audit 
together with recommendations preposed to improve conditions found, Certain 
major problems were discussed with the country director and his staff during 
the conduct of the audit. These discussions resulted in the approval and installa- 
tion of certain changes indicated below. 


1. Detailed financial audit 


Finding.—The results of the selective audit indicate the desirability of con- 
ducting a detailed audit of all financiai transactions of the TCI to provide the 
country Director with an impartial analysis of his operations in order that he 
may take corrective action and so develop adequate financial controls. 

Recommendation.—TCA/Washington should assign a resident auditor to 
Teheran as a part of the internal audit activities established for the Washington 
Controller’s Office. It is further recommended that this assignment be made on 
or before July 1, 1953. During the interim period the Embassy budget and 
fiscal division will install the new accounting and reporting procedure for TCI 
operation under the general delegation and in accordance with the requirements 
of the country Director. 


2. Accounting system 


Finding.—It was apparent that there is no complete, integrated, financial 
accountability, and control system and, therefore, no adequate, combined finan- 
cial statements are available to the country Director and Washington to permit 
adequate budgetary planning and financial control of operations. 

Recommendation.—While the installation of a Washington prescribed account- 
ing system should have been provided for a year and a half ago, the new account- 
ing procedure presented to TCI and Embassy budget and fiscal personnel during 
the past week, will correct, when installed, some of the basic deficiencies found 
during the course of this audit. This system was substantially approved by all 
affected officers after a detailed presentation and explanation of this system as 
it affects TCI financial operations. Immediate action was taken to develop 
opening entries to install the new procedure. (See attached minutes of account- 
ing team meetings.) 
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$. Clarification of fiscal responsibilities 


Finding.—aAs indicated in the section of this report entitled “Current Financial 
Organization,” the responsibilities for TCI accounting, auditing, disbursing, and 
reporting were divided among the Embassy Budget and Fiscal Division, the 
Accounting Section of the Joint Commission, and the Controller Committee. This 
diffusion and duplicating of responsibilities resulted in a lack of coordinated con- 
trol and fragmentary and contradictory reporting of financial transactions. 

Recommendation.—After extensive discussions with the TCI country director 
and his principal staff, the TCI country director issued an order with the concur- 
rence of the Counselor of Embassy for Administration clarifying these relation- 
ships and delegating to an integrated Hmbassy-TCI staff the accounting, audit- 
ing, disbursing, and reporting functions. This order also provided for the physi- 
cal consolidation of the combined staff at the TCI compound. The physical inte- 
gration will be accomplished by February 14, 1953. 


4. Regional office fiscal relationships 


Finding.—The decentralization of project activities from Teheran and the 
rapid development of field projects necessitated the establishment of nine regional 
offices. These offices are operating on a cash revolving fund. Financial controls 
are not applied to the programs, projects, and subprojects operated by these 
offices. 

Recommendation.—The regional office decentralized operation is unique and 
limited, at present, to Iran. It appears to be a forward-looking development in 
TCA country administration since it fosters a grassroots approach to project 
development. The accounting aspects of this operation were fully discussed 
with TCI officials. It was recommended and accepted that financial controls 
be established and integrated into the new accounting procedure through the 
designation of regional directors and their administrative officers as limited agent 
officers under the general terms of departmental regulations. The adaptation 
of this system provides for the application of budgetary controls by program 
and by project through the use of obligating authorities expressing project and 
subproject limitations. An implementing TCI order is being prepared by the 
accounting team for the approval of the TCI country director to implement this 
system. 


5. Program direction account 


Finding.—On the absence of instructions from TCA/Washington, the con- 
cept of the program direction account was extended to include not only the coun- 
try Director and his immediate top supervisory staff, but also included the salaries 
and allowances and related costs of United States technicians, local administra- 
tive employees assigned to project operations and regional office supervisory and 
administrative staff. This practice has the effect of overstating program direc- 
tion costs by including costs which should be applied to programs and projects. 

Recommendation.—The program direction account should be limited to the costs 
applicable to the country Director and his immediate staff. Administrative costs 
relating to program and project operation, as well as American and local tech- 
nicians, should be applied as a project and program cost. This will require a 
detailed analysis of present charges to the program direction account. Time does 
not permit such a segregation to be accomplished prior to the installation of the 
new accounting system. Therefore, this analysis and distribution should be 
made as soon as possible after the initial reports are submitted to TCA/Wash- 
ington. 

6. Program, project, and subproject obligations 

Finding.—Until recently there has been no standard definition prescribed by 
TCA/Washington of an obligation. Consequently, confusion exists in the inter- 
pretation of the validity of programs, projects, and subprojects for the purpose 
of committing available funds. Generally speaking, fund control has not been 
established on the basis of these agreements. The agreements themselves are 
not stated in such a way as to firmly establish whether or not they represent a 
legal obligation on the part of the United States Government. Indeed, the ab- 
sence of a definitive definition of an obligation is apparently reflected in the 
overobligations noted in schedule 5 and the findings presented in other sections 
of this report. 

Recommendation.—The elements of adequate financial control should provide 
that (1) commitments shall not exceed fund authorizations contained in dollar 
allotments made by the Washington office and rial transfers authorized by Wash- 
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ington from the 11FT570 deposit account to the 19F1T570 operating account, (2) 
requests for allotments and rial authorizations be submitted on the basis of firm 
program and project agreements specifying the United States Government liability 
in fixed amounts required for immediate project needs and (3) the cost of opera- 
tions be limited to the fixed amounts established as the United States commit- 
ment in the program, project, and subproject agreements. It is recommended 
that appropriate adjustments be made to prior and current year program, project, 
and subproject agreements to make them valid obligating documents within the 
current availability of funds. The opening entries to the new accounting system 
should be established on this basis. 
7. Iranian contributions 

Finding.—Bilateral agreements provide for substantial financial participation 
by the Iranian Government. ‘To date, it was reported that only a small percent- 
age of these contributions have been made (about Rls12,000,000). 

Recommendation.—It is considered that one of the most important financial] 
responsibilities of the TCI country director and his advisers is to currently re- 
evaluate the capacity of the Iranian Government to fulfill its commitments, par- 
ticularly in view of the reportedly critical situation of the Iranian financial posi- 
tion. It is recommended that a reevaluation of Iranian contributions be con- 
ducted and the bilateral agreements revised accordingly in order that the agree- 
ments currently and correctly reflect the financial commitments of both parties, 


8. Other 


Findings.—The audit revealed that there were no adequate budgetary controls 
over petty cash regional office funds; that cash was held in the custody of un- 
bonded officers ; that vouchers were paid without evidence of receipt of goods and 
services ; that vouchers were certified by local personnel not authorized to act as 
certifying officers; and that funds were disbursed with a local employee as co- 
signer of the checks. (See section on audit of selected transactions. ) 

Recommendation.—The exceptions taken represent irregularities that should be 
immediately corrected. It is urged that all activities involving the custody, 
control, payment of TCI funds be carefully reviewed and standard government 
fund control devices and regulations be applied. 


ALLAN CHASE. 
JOHN E. DE WILDE. 
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SCHEDULE 2 


UNITED STATES AID OPERATIONS IN IRAN 


Fiscal year 1952—United States contribution—Summary of contributions 
authorized by agricultural project agreements 


Proj- 
ect 
No. 


Project description 


Locust control in Iran 

Technical assistance to Karaj Agriculture College__-_-____-- 
Rural improvement 

Completion of Golpayegan Dam 

Completion of Sheikh Khan Dam and Kuhrang irrigation 
Development of land and water use plans - 
Completion of Karkheh Dam 

Demonstration of Ghanat construction 


tunnel 





Dollars 


23, 000 
255, 000 

2, 905, 000 
92, 000 
50, 000 


80, 000 | 
107, 816 | 


30, 000 


3, 542, 816 


17, 875 

63, 349, 000 
6, 000, 005 
7, 499, 965 
1, 100, 000 
26, 432, 735 
4, 054, 370 
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UNITED STATES AID OPERATIONS IN IRAN 1129 


UNITED STATES TECHNICAL COOPERATION FOR IRAN, 
Teheran, Iran, Fe bruary 12, 1953 
GENERAL ORDER No. 46 
Subject: TCI fiscal operations. 

The Technical Cooperation Administration, Washington, has prescribed a 
standard accounting and reporting system for all dollar and local currency 
fnancial operations of TCA. Representatives of that office have been conducting 

series of conferences with TCI and Embassy fiscal personnel to acquaint them 
with the application of this procedure to TCI financial operations. 

It is essential that this system be installed at the earliest possible date. In 
order that the reporting dates established by Washington can be met, the opening 
entries to the new accounts should be made not later than March 1, 1953, with 
n initial report rendered to this office not later than March 9, 1953. A cumu- 

e report for TCI financial activities for the 1953 fiscal year through the 
wonth of March shall be submitted to this office by April 4, 1953, for submission 

TCA, Washington. As soon as possible after the procedure has been established 
for 1953 fiscal year operations, 1952 fiscal year financial activities shall be 
brought under the new accounting system. 

It has been determined, with the concurrence of Mr. Laurence C. Frank, 
Counselor of Embassy for Administration, that the installation and operation 
f the new TCA accounting system will be a responsibility of the Embassy 
budget and fiscal division. Therefore, in the interest of economical and standard 
fiscal operations, that division is hereby designated the responsibility for pro- 
viding accounting, voucher examination, and disbursement services and of 
reports thereon for and to this administration. All TCI personnel will extend 
support and assistance to the Embassy budget and fiseal division to insure the 
prompt installation and effective operation of the new accounting system. 

While these functions are delegated to the budget and fiscal division, this 
fice will continue budgetary and financial planning and fiscal control of TCI 
perations and the functions of establishing and reviewing the cooperative oper- 

ons of the Government of Iran and TCI, including the development of account- 
ng for cooperative activities and end-use audits. The budget and fiscal division 

ll make accounting entries and submit financial reports to this office which 
will reflect budget and financial determinations, obligations, and expenditures 
made by this administration. 

In order to facilitate the installation and operation of the TCA accounting 
and reporting system, the Finance Branch of the Administration Division, TCI, 
is hereby integrated with the present Embassy budget and fiscal division. This 
division shall be physically established in the TCI compound. 

The attached organization chart establishes the relationships referred to 
ibove. Pending the appointment of a budget and fiscal officer, Mr. Finnell, 
Mr. Donnelly, and Mr. Jelich are designated as members of an accounting team 
responsible for the implementation of the provisions of this general order. 

WILLIAM E. WARNE, 
United States Director. 
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UNITED STATES AID OPERATIONS IN IRAN 1131 


MEETING RE AMALGAMATION OF TCI AND EMBASSY FISCAL OFFICES 


Date: February 10, 1953 
Time: 8:30 a. m. 
Place: Mr. Frank’s office 
Persons present: 
Laurence C. Frank 
John BE. DeWilde, NEA 
Frank C. Finnell 
Edward J. Donnelly 
John W. Jelich, Jr. 


Mr. Frank opened the meeting by reading Mr. Warne’s memorandum to be 
circulated to point 4 and the new organizational chart drawn up by Mr. DeWilde 
indicating the sections and responsibilities of the new office, as well as its 
relationship to other offices of the Embassy and point 4. Mr. Frank stated that 
Finnell, Donnelly, and Jelich were to head up the three main sections of the 
new office as a committee and the importance of close cooperation was stressed, 
especially in view of the fact that the new TCA fiscal procedures were to go into 
effect as of March 1, 1953. 

He further stated that he understood from his meeting with Mr. Warne that 
the first and second floors of the hospital building on Avenue Sepah (in front 
of the residence building) were to be available to the combined office on Monday, 
February 16 without fail. Mr. Frank agreed to the arrangement that office 
hours for the new fiscal office may be settled among the committee members 
provided the prescribed number of hours are worked and part of the office is 
aVailable during the hours both the Embassy and point 4 are working. 

A few details were gone into and the meeting closed with the suggestion that 
each morning at 8:30 a 1-hour meeting be called with the committee and Mr. 
DeWilde to report the previous day’s progress. Mr. Jelich was requested to make 
a report of each meeting to Mr. Frank, and was appointed chairman. 

The meeting was then adjourned and the committee and Mr. DeWilde then 
met in the conference room to outline plans for proceeding with the amalgama- 
tion and the installation of the new TCA fiscal procedures. 


Fesruary 10, 1953. 
MEETING OF FIscAL COMMITTEE 


Mr. DeWilde asked whether any start had been made to install the new TCA 
fiscal procedures. Mr. Finnell stated that ledger sheets were being prepared 
and he was arranging for several more ledger tubs to be built. 

Mr. Donnelly was requested to obtain a copy of the floor plan from Mr. Bertone 
or sketch one of the space available for the new fiscal office. 

Mr. Finnell was requested to obtain a copy of all projects and assign them 
hew humbers in accordance with the new TCA fiscal instructions for presenta- 
tion to the program officer, the comptroller committee, or other appropriate 
TCA officials for their concurrence. 

Mr. Jelich was requested to contact Mr. Patterson concerning the time when 
the second floor of space for the new fiscal office will be available. In this con- 
lection it Was Suggested that if the space in the new TCI building is not avail- 
able for occupancy before next Monday by the Agricultural Section, the possi- 
bility of the temporary transfer of that section to the Embassy Annex be 
explored 

Mr. DeWilde offered to arrange for a meeting with the comptroller committee. 
He will look into the suggestion that one member of that committee act as 
liaison for answering routine questions of the fiscal committee. He will also 
discuss the distribution of the $10 million allotted to TCI with the comptrolle: 
committee in order that they may be appropriately set up in the ledgers. 

The meeting then adjourned. 
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FEBRUARY 11, 1953. 
MEETING OF ACCOUNTING TEAM 


The team reviewed the plans of the available space for the new offices. After 
considering the size of sections, security problems, and traffic volume, it was 
decided that the disbursing office would be located on the ground floor in rooms 
525, 144, and 225: the Accounts Section in rooms 105 to 111; and the Voucher and 
Audit Sections on the entire second floor. Mr. Donnelly stated he would contact 
Mr. Bertone and Mr. Ennis in connection with the move. It was announced that 
both Mr. Frank and Mr. Patterson agreed that the Agricultural Section would 
temporarily be moved to the annex building in order that the amalgamation of 
the fiscal office would be completed on Monday as planned. 

The team will prepare a staffing chart of the new office. 

It was agreed that each team member would inform his present staff of the 
general terms of the merger. 

Mr. Finnell was requested to prepare an inventory of all funds under his 
jurisdiction as of a tentative date of February 20 and report the status of his 
accounts as of that date. He would then arrange with Mr. Donnelly to transfer 
his funds to the USDO accounts. Mr. Donnelly will make an examination of the 
accounts to assure himself of their accuracy prior to taking over these funds and 
relieving Mr. Finnell of accountability. Several questions arose concerning the 
signing of checks, bonding of employees, handling of advances to procurement 
and regional personnel, ete., and Mr. DeWilde requested that Mr. Donnelly look 
into all such questions. It was mutually agreed that the transfer of these funds 
should be effected as soon as possible. 

Mr. Donnelly was assigned to implement the limited agent cashier operation 
and prepare a TCA procedure advising regional directors and their field officers 
of their new responsibilities under this operation. If a conference with field 
personnel appeared to be necessary, it should be called as early as possible so 
that the system might be installed without delay. It was recommended that 
Mr. Donnelly send a followup telegram on designations. 

Mr. DeWilde then suggested that we start immediately to develop the opening 
entries in the new ledgers. Mr. Finnell was requested to obtain copies of the 
country program budget as well as all signed program project and subproject 
agreements for fiscal years 1952 and 1953. The following schedules for both 
fiscal years 1952 and 1953 will be required and will indicate amounts through 
January 31. Current entries will be added to these at a later date to obtain the 
opening entry for March 1, 1953. 

(1) Program direction: This schedule shall contain allotments, obligations, 
and expenditures both in dollars and rials. 

(2) General administration: This schedule shall contain allotments, obliga- 
tions, and expenditures in rials only. (Dollar activities included under program 
direction. ) 

(3) Technicians: This schedule shall contain allotments, obligations, and 
expenditures in rials only. (Dollar costs included in program-direction account 

(4) Project activities: This schedule shall contain information under the 
following headings: 

A. Program. 

B. Project. 

C. Subproject. 

D. Classification. 

B. Obligations with subcolumns under dollars and rials. 
F. Country allotment (dollars). 

G. Washington allotment (dollars). 

H. Subobligations (dollars and rials). 

I, Expenditures (dollars and rials). 

A report was requested for Friday on parts A through E of schedule 4. 

After the opening entries are made to the new accounts, these accounts should 
be analyzed in order that general administrative overhead applicable to project 
operations be distributed to project and subproject accounts. The accounting 
team will make the initial analysis of these accounts and submit a report re- 
questing the concurrence of the comptroller’s committee in the application of 
these costs. 

Mr. Finnell then reported several problems he ran into while classifying 
certain projects under the new numbering system. These were discussed and 
solved, and the meeting was adjourned. 


Chairman. 
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=*s 


FEBRUARY 12, 1953. 
MEETING OF ACCOUNTING TEAM 


The following reports were made in respect to assignments included in previous 
reports ¢ 

1. Consolidation of the Budget and Fiscal Division. Space layout and initial 
alterations have been determined and scheduled. The General Services officer 
will accomplish the move as follows: 

Mr. Donnelly’s office, Saturday, February 14, at 4 p. m. 

The agricultural office, Sunday, February 15, at 8 a. m. 

Mr. Braida’s office, Sunday, February 15, at 12 m. 

Mr. Jelich’s office, Sunday, February 15, at 3 p. m. 

Mr. Donnelly will coordinate this move with Mr. Bertone. 

2. Staffing chart: Mr. Jelich will prepare and submit the staffing chart 
of the joint budget and fiscal operation tomorrow. 

3. All staff members of the fiscal offices have been notified of the joint 
organization and the impending move, and a subsequent meeting will be held 
to insure an orderly transfer of personnel and equipment to the new quarters. 

4, Plans for the transfer of cash accounts to the USDO are proceeding. A 
meeting will be held next week with the comptroller committee to coordinate 
plans on the deposits and transfers of funds from these accounts. 

>. A draft of a TCI general order covering procedures on the limited agent 
cashier activities for regional offices will be completed by Wednesday of next 
week and submitted to the comptroller committee for review and approval prior 
to insurance by the TCI country Director. 

6. Work on the schedules developed for the opening entries to the new ac- 
counting system is proceeding and the initial proposed classification of projects 
has been completed. Classification of subprojects will be started today. The 
initial schedules will be completed in accordance with the present due dates. 
These schedules will be subject to review by the comptroller committee prior 
to their application as the opening accounting entries. 

7. It was agreed that an Embassy administrative circular should be issued 
by Mr. Frank advising Embassy personnel of current decisions in respect to 
the combined budget and fiscal operation and of the impending move. A draft 
of this circular is being prepared by Mr. Jelich and will be submitted to Mr. 
Frank for distribution not later than Saturday. 

8. It was suggested that key personnel of all the present sections of the fiscal 
offices attend tomorrow’s meeting in order that their suggestions may be discussed. 

The meeting was then adjourned. 


Chairman. 


AppeNpDIxX V 


REPORT OF WILLIAM FE. WARNE TO IRAN-UNITED STATES JOINT 
COMMISSION FOR SOCIAL AND ECONOMIC DEVELOPMENT 


UNITED STATES OPERATIONS MISSION TO IRAN, 
Teheran, Iran, March 9, 1955. 


Mr. Chairman and fellow members of the Iran-United States Joint Commission 
for Social and Economic Development, I have the honor to present to the Iran- 
United States Joint Commission for Social and Economie Development before 
my departure a report on the program and project agreements enacted by the 
Commission during the period when, as country director of the United States Op- 
erations Mission to Iran, I have been a member 

1. Program agreements.—Twelve program agreements, in agriculture, agrarian 
development, community housing, communications, education, health, labor, in- 
dustry, natural resources, public administration, student assistance, and trans- 
portation, have been executed by the Commission, under which the Iran-United 
States program for technical cooperation has been carried on. The signatories 
Have included a majority of the ministries of the Iranian Government, and the 
Seven Year Plan Organization. A summary description of the program agree- 
ments is appended (appendix A). 

Joint funds.—Joint funds for the management of funds and property pro- 
vided under the program agreements have been established in agriculture, agra- 
development, education, industrial development, labor, land distribution, 
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public administration, public statistics, and technical and economic development 
(program support). The Semiannual Report Presenting the Financial Opera- 
tions of the Cooperative Program as of December 31, 1954, was given to the Joint 
Commission at its 65th meeting on March 2, 1955. A summary of the Iranian and 
United States financial contributions and commitments to the joint funds is ap. 
pended (appendix B). 

3. Project agreements.—The Iran-United States program for technical coop- 
eration has operated under 94 project agreements executed by the Joint Com- 
mission ; 19 of these have been completed or merged in other projects (appendix 
C), and resolutions terminating them will be brought before the Commission: 
75 are still active; 42 are included in the 1955 program. A brief description of 
these projects and the funds which have been provided for their execution is at- 
tached (appendix A). 

I am happy to report that agreements covering the program presented to the 
Joint Commission and approved by them on October 20, 1954, have, with the ex. 
ception of the 3 projects under the loan agreement (railroad improvement, ciyj] 
aviation, and Karadj Dam), 3 requiring prior approval by the Foreign Operations 
Administration in Washington and 1 awaiting legislative action by the Majlis, 
been completed. A summary of the 1955 projects is included in appendix A. 

A review covering all project operations has recently been completed with rep- 
resentatives of the Ministries and the USOM/Iran divisions responsible for car- 
rying out the projects, and a status report on each prepared for my signature. 
Copies of these will be filed with the Joint Commission. 

Achievement of program and project objectives.—To a gratifying degree, despite 
the critical period period through which the Government and people of Iran have 
passed, and difficulties and unavoidable delays in bringing in supplies and equip- 
ment; the objectives, obligations and commitments in the project have been, and 
continue to be, successfully carried out. Incorporation of project activities into 
Iranian Government operations at all levels, and into community life is making 
great headway. Outstanding examples are the Public Health Cooperative, func- 
tioning as a department in the Ministry of Health with office in seven ostans; the 
Publie Statistics Cooperative in the Ministry of the Interior; the Joint Audio- 
Visual Service in the Department of Fine Arts of the Ministry of Education; and 
the Institute of Administrative Affairs in the University of Teheran. 

Projects which have been cornerstones of departments in Ministeries of the 
Iranian Government, and of countrywide operations of great significance, are the 
Agricultural Extension and Agicultural Engineering departments in the Ministry 
of Agriculture; the Range Management Department now being organized in 
the Forestry Bongah ; and the work in Home Economics in the Ministry of Educa- 
tion. The Bureau of standards now being established in the Ministry of National 
Economy, the Soils Laboratory at the University of Teheran, and the Teheran 
Children Home are examples of organizations developed or improved and en- 
larged under project agreements. 

Systematic training activities and field instruction have been a part of every 
program and project, and many thousands of Government employees, of farmers, 
factory and craft workers, mothers villagers, and tribal people have received 
training in new skills and in the application of scientific knowledge and research 
to the improvement of production on the land, in the factories, and in daily living. 

I cannot praise too highly the work which has been carried on in education, 
beginning with the training of rural teachers and the establishment of elemen- 
tary demonstration and of agricultural training schools, and extending to second- 
ary and vocational schools, to adult and tribal education; and this year 
emphasizing cooperation with teacher-training institutions and the University 
of Teheran. Karadj College is on the way to becoming a pioneer and leader 
in the field of agriculture. The new College of Forestry should be the key to 
the sound management of one of Iran’s great undeveloped resources, its forests. 

I cannot omit to record my satisfaction in the close cooperation achieved 
through these programs and projects with the Seven Year Plan Organization in 
the furthering of industrial enterprises, the development of power and waiter 
resources, the improvement of industrial management and production, and in 
the opportunity it has afforded to share in overall planning for the future de- 
velopment of Iran, or with Ministries of Interior, National Economy, and Post 
and Telegraph through the membership of their Ministers on the Commission. 

The establishment of provincial offices in all ostans, authorized by the Joint 
Commission, and of suboffices in some of the larger regions within the ostans, 
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has made it possible to extend the activities of these program and project agree- 
ments to every section of Iran, and individually into a majority of the villages 
and communities of the country. The Commission has been a leader in stimu- 
jating Community development and rural improvements, and in extending to 
village peoples the opportunity to plan constructively and share in the improve- 
ment of their standards of living. 

I have made full reports to the Foreign Operations Administration in Wash- 
ngton of the decisions of this Commission. Technicians of the USOM/Iran 
have reported on every phase of project operations and copies of their reports 
have been sent to the ministries and agencies of the Iranian Government having 
responsibility for their execution. 

In this, my last report to the Joint Commission, I must express my personal 
thanks for the support given to the USOM/Iran, 2nd to me as its Director, at 
all times; for the farsightedness and the leadership which, I believe, makes this 
Commission outstanding among similar bodies in countries with whom the United 
States is associated in carrying out programs of technical cooperation. 

I have faith that the activities which have been generated by the program and 
project agreements signed in these meetings will succeed and gain in strength 
and influence. 

WILiiAmM E. Warne, Director. 


APPENDIX A 


SUMMARY OF PROGRAM AND PROJECT AGREEMENTS ENTERED INTO 
BY THE IRANIAN-UNITED STATES JOINT COMMISSION IN UNITED 
STATES, FISCAL YEAR 1955 


Program No, 2 


Program Agreement in Agriculture (Third Extension, Signed October 9, 1954) 


3etween the Ministry of Agriculture, the Iranian-American Joint Fund for 
Technical and Economic Development, and the Foreign Operations Mission of 
the United States of America. 


Contributions to joint fund for agriculture * 


USOM/I | Iranian con- 
contribution | tribution 


tee) Ris!1, 000, 000 


Previous total. : Pes 5, 319, 868 28, 653, 000 





_! Funds do not include salaries of United States or Iranian technicians, training grants to the United 
tes, or contributions in kind of the Iranian Government. 


The program agreement provides for joint participation of the Ministry of 
Agriculture and United States Operations Mission in all phases of planning and 
direction of a cooperative program to increase agricultural production; includ- 
ing crop, range, irrigation, and livestock improvement, forestry management 
and conservation, plant and animal disease control, agricultural extension, 
promotion of farm machinery cooperatives, assistance of Karadj Agricultural 
College, and related training activities, and for projects for the execution of 
these objectives. 

Amendment to fiscal year 1955 projects in agriculture to finance training of 
Ministry of Agriculture employees in the United States.—By a series of amend- 
ments approved by the Joint Commission, 10 percent of the USOM/Iran funds 
in each project under the program agreement in agriculture were withdrawn 
and reserved for training grants for ministry employees to be sent to the United 


States 
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Project No. 8—Animal and plant disease control (third extension signed Octo}, 
9, 1954) 
Between the Ministry of Agriculture, the Iranian-American Joint Fund for 
Agriculture, the Foreign Operations Administration of the United States of 
America. 


USOM/I con- Iranian contribution 
tribution 


1955... =e \RIs1,000,000. 


Previous total 115, 800 | Contributions in kind. 


110 percent of this contribution reserved for training grants in United States. 
2 For rial purchase. 


This project provides for countrywide research, demonstration, and training 
in methods of control of insect pests and plant diseases in Iran. 


Project No. 9.—Technical assistance to Karadj Agricultural College (second 
extension signed December 29, 1954) 
Between the Ministry of Agriculture, the Iran-American Joint Fund for Agri- 
culture, the Foreign Operations Administration of the United States of America. 
USOM/I con- | Iranian contribution 


tribution 


™ 1 $41, 000 5 
1955 2 154” 000 R1s1,000,000. 


Previous total ; 320,000 | Contributions in kind. 
| 


110 percent of this contribution reserved for training grants to United States. 

2 For rial purchase. 

Assistance to the college of agriculture of the University of Teheran to pro- 
vide completion of buildings, equipment, and research facilities, curriculum 
revision, and other technical services for improved farm operation; training 
of farmers, agricultural technicians and teachers for agricultural schools; and 
strengthening of college as research center for agriculture in Iran. 


Project No. 32.—Livestock improvement and management (second extension, 
signed December 9, 1954) 

Between the Ministry of Agriculture, Joint Fund for Agriculture, Livestock 

Bongah, and Foreign Operations Administration of the United States of America. 


USOM/I con- Iranian contribution 
tribution 


| 
| (R1s1,500,000, Minister of Agriculture. 
4 Rls1,500,000, Livestock Bongah. 


1 $73, 900 


* 375, 650 || 183'500,000, MIF. 
Previous total 297,850 | Rls18,000,000 and buildings, equipment and ser 


1955 


110 percent of this contribution reserved for training grants to United States. 

2 For rial purchase. 

Assistance to the Ministry of Agriculture of Iran and the Livestock Bongal 
in the improvement of breeds of cattle, sheep, goats, pack and animals, a! 
poultry through distribution of improved livestock and poultry; assistance 
establishing and equipping livestock centers and artificial insemination units 
expansion of veterinary services for the improvement of animal health 
training of technicians in animal husbandry. 
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Project No. 89.—Agricultural extension (second extension signed October 9, 1954) 


Between the Ministry of Agriculture, Joint Fund for Agriculture, and Foreign 
Operations Administration of the United States of America. 


USOM/I con- Iranian contribution 
tribution 


1 $12,000 \lpic-- . 
pia, Is 0 ar , I ‘ ind 
2173, 000 jp Ris? 0,000 and contribution in kind 
203, 000 | Rls1,700,000 and contributions in kind 


recent of this contribution reserved for training grants to United States 
r rial purchase. 


Assistance to the Ministry of Agriculture in the establishment and operation 
f a nationwide extension service for teaching farmers better methods of culti- 
vation and use of agricultural products; training of extension agents; and pro- 
viding equipment and financial assistance still needed to carry on extension 
activities. 


Proiect No. 43.—Forestry and conservation (second extension, signed December 
17, 1954) 

Between the Ministry of Agriculture, Forestry Bongah, Seven Year Plan Or- 

ganization, and the Foreign Operations Mission of the United States of America. 


j 
USOM/lI con- | Iranian contribution 
tribution 


R1ls750,000, GOT, 
1 $65,000 |< Rls1,000,000, Ministry of 
Rls15,000,000, For 
169, 000 | R1s1,080,000 plus salaries, land, water, and lo« 


percent of this contribution reserved for training grants to United States 


Assistance to the Forestry Bongah in carrying out forestry surveys, developing 
a program of conservation of natural forest areas, establishment of a school of 
forestry to provide training in forest management and forest protection, and con- 
tinuation of woodlot plantings, and experiments in fuel substitution. 


Project No. 59.—Improvement of farm irrigation systems and practices (second 
extension, signed December 9, 1954) 
Between Ministry of Agriculture, Joint Fund fur Agriculture, and the Foreign 
Operations Administration of the United States of America. 
USOM/I con- Iranian contribution 
tribution 
1 $31, 000 


L 2 35, 000 
total 92,000 | Personnel, services, land, wate 


}RIs1,000,000. 


percent of this contribution reserved for training grants to Un 
ror rial purchase, 


Demonstration and training in improvement of irrigation methods and prac- 
ices and water-utilization efficiency, with special attention to cropping systems 
tillage practices, land preparation, consolidation of small streams, conserving 
if floodwaters, water spreading, and construction of small reservoirs. 
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Project No. 60—Training and demonstration of laboratory procedures, animal 
disease diagnostic procedures, and vaccine production (second extension, 
signed December 17, 1954) 

Between the Ministry of Agriculture, Director of Razi Institute, and Foreign 

Operations Administration of the United States of America. 


USOM/I con- Iranian contribution 
tribution 


+ 944, 500 \R1s500,000 Raz! Institute. 


151, 946 | Technical staff services, laboratory equipment and space, 


110 percent of this contribution reserved for training grants to United States. 
2 For rial purchase. 


Assistance to the Razi Institute in training of laboratory technicians for the 
production of animal vaccines and for enlargement of laboratory facilities and 
equipment. 


Project No. 67—Farm machinery programs and farm cooperatives (second ex- 
tension, signed December 14, 1954) 
Between the Ministry of Agriculture, the Seven Year Plan Organization, and 
the Foreign Operations Administration of the United States of America. 


USOM/I con- Iranian contribution 
tribution 


1 $92, 000 
Sn oa }Ris1, 000,000. 


312, 387 | Personnel, services; land, water, and facilities. 


1 10 percent of this contribution reserved for training grants to United States. 
2 For rial purchase. 


Assistance in all phases of organizing and servicing farm machinery coopera- 
tives, including training of cooperative and repair technicians, centers; and 
assistance in importing farm machinery. 


Project No. 75—Improvement of crop production and range management (merged 
with projects 35 and 42) (first extension, signed December 9, 1954) 


Between the Ministry of Agriculture, the Seven Year Plan Organization, the 
Agricultural Bank, and Foreign Operations Mission of the United States of 
America. 


USOM/Icon- | Iranian contribution 
| tribution 

| 

| 


a as oe ; sino |} R1s1, 000,000. 


Previous total — sor Oe eae facilities, services of technicians, land 
! 


! 10 percent of this contribution reserved for training grants to United States. 
2? For rial purchase. 


Technical and financial assistance for the improvement of sugar beets, cereals, 
forage crops, sugarcane, cotton, vegetables, fruit, and nuts by demonstration of 
improved methods of tillage and irrigation, use threshing, cleaning, and storing 
to promote increased yields and quality, demonstration of range management 
and range revegetation, with experiments in the introduction of range grasses 
adapted to conditions in Iran. 





animal 
tension, 


Foreign 


opera- 
; and 


erged 


n, the 
es of 


reals, 
yn Of 
ring 
ment 


asses 


UNITED STATES AID OPERATIONS IN IRAN 1139 


PROGRAM No. 3 


program Agreement in Public Health (Third Extension, Signed November 10, 
1954) 


Between the Ministry of Health, Joint Fund for Technical and Economic De- 
velopment, and the Foreign Operations Administration of the United States of 
America. 

Contribution to joint fund for health 


USOM/Icon- | Iranian contribution 
tribution 


$2, 780,000 | R1s15,000,000 and 50 percent of 10 percent of municipal 
| revenues assigned to health to be turned over to PHCO 
| for preventive health program. 
Previous total | 7, 578, 156 R1s33,753,602. 


The program agreement continues the cooperative program of public health 
for prevention of disease, promotion of local health services; stimulation of local 
financial participation in development and support of such services; training of 

sanitary engineers, public health nurses, and other technicians; and 
continues administrative and operational support of Public Health Cooperative, 
in the Ministry of Health Department of Preventive Medicine. 


Project No. 15—Malaria control (third extension signed November 10, 1954) 


Between the Ministry of Health, Joint Fund for Public Health, and the Foreign 
Operations Administration for the United States of America. 


USOM/I Iranian contribution 
contribution 


$410, 500 | Rls25,000,000 Plan Organization. 


1 299, 500 | Supplies and services. 
4, 488, 455 Do. 


! For rial purchase. 


Countrywide control of malaria through residual spraying, drainage, health 
education ; investigation of incidence of malaria in Iran. 

Subsequent to the signing of the project in malaria control, a contribution 
expected to be R1s65,000,000 has been made by the Plan Organization for the 
operation of the countrywide malaria-control program. 


Project No. 84—Public Health Cooperative Administration (second extension, 
signed November 10, 1954) 
Between the Ministry of Health, Joint Fund for Health, and the Foreign 
Operations Administration of the United States of America. 


USOM/I 
contribution 


Iranian contribution 


- 


1955 pigaien tate 1 $593,000 | Personal services. 
revious total 420, 000 Do. 


' For rial purchases, 


Provision of funds for the administrative expenses of operation of the Public 
Health Cooperative. 
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Project No. 72—Rural public health demonstration (first extension, signed Pro 
November 10, 1954) 
Between the Ministry of Health, Joint Fund for Public Health, and the For. R 
eign Operations Administration of the United States of America. Ass 


USOM/I 
contribution 
ct $425, 000 
1955 1 1 977, 000 


Previous total 1, 788, 895 


1 For ria] purchase. 


The establishment and operation of public health services through healt! ey 
center construction and operation, public-health nursing, school-health programs, hor 
health education, environmental sanitation, and extension of these services tv mel 
rural and urban communities through operation of mobile health units, and sch 
services of village health and sanitation workers; research in control and cure por 
of trachoma, venereal diseases, lite 


. ° a 
Project No. 91—Shiraz Medical Center » 
Between the Ministry of Health, Iran Foundation, and Foreign Operations 
Administration of the United States of America. B 


USOM/I con- | Iranian contribution 


tribution | 


$75,000 | Rial expenses of contract services. 


This project provides dollar funds for the employment of American physicians 
to increase the staff of the Nemazee Hospital and continue the services of 
USOM/I American nursing staff assigned to the school of nursing attached to the 
hospital. Facilities of the Shiraz Medical Center are extended to the Ministry of 
Health and PHCO for training of interns and treatment of referred cases. equ 


PROGRAM No. 4 
Program Agreement in Education—(Third Extension, Signed November 10, 1954) pro 


Between the Ministry of Education, Joint Fund for Technical and Economic 
Development, Foreign Operations Administration of the United States of 
America. J 

Contribution of joint fund for education eig 


USOM/I Iranian con- 
contribution tribution 


1955 a eae _| $1, 350, 000 Risll, § 
PROTOS POU e «8 cc cntndcccoces Pciucnisasetcsuadeakemacceee eee) pap eene Ie 6, 07 
| 1 


The program agreement provides for a cooperative program to provide extel- 
sion and enlargement of training institutions, training of teachers and adminis- 
trators, provision of essential teaching materials; for assistance in operation 
of demonstration and vocational schools, adult education ; improvement of living 
conditions for rural teachers, rural supervision, and audiovisual services. 
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Project No. 45—Training of Iranian nationals (second extension signed 
Vovember 10, 1954) 
Between the Ministry of Education, Joint Fund for Technical and Eeonomic 
Assistance, and the Foreign Operations Administration of the United States 
of America. 


USOM/I 
contribution 


$400, 000 
95, 000 


Provides for the training of Iranian educational personnel in ¢urriculum 
evelopment, vocational education, technical education, physical education, 
homemaking; in school administration and supervision, and textbook improve- 
ment, through establishment and operation of training and demonstration 
schools and classes, and training and equipping of supervisors. Provides sup- 
port for a nationwide program of adult literacy and establishment of village 
literacy centers. 

Project No. 46—Providing educational buildings and facilities (second erten- 
sion signed November 10, 1954) 

Between the Ministry of Education, Joint Fund for Technical and Feonomic 
Assistance, and the Foreign Operations Administration of the United States of 
America. 


USOM/I con 
bution 


vious total 


Provides assistance to the Ministry of Education in construction of buildings, 
equipment, and facilities to improve its educational institutions in agriculture, 
vocational training, home economics, teacher training, and demonstration 
schools. This year’s project provides funds for completion of buildings and 
improvements already in process, and is planned as the final phase of this 


project. 


Project No. 7%6—Establishing audiovisual training (first extension signed 
December 15, 1954) 
Between the Ministry of Education, Joint Fund for Education, and the For- 
eign Operations Administration of the United States of America. 


| 
| USOM/I con- 
| tribution 


$250, 000 |) 

1 10, OOF 

370, 000 \p 
Rls2,511,000 | J 


R1s1,500,000 


Previous total 


} 


For rial purchase. 


This project provides for the training of Iranian teachers and technicians in 
ll phases of the production, distribution, and utilization of motion pictures, 
film strips, and graphic materials. The Ministry of Education will provide or 
assist other Government agencies in providing students for the training programs. 
A training kit is furnished the teachers in order that the principles learned in 
the classroom may be put into practice in the ostans. 
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ProGRAM No. 6 
Program Agreement in Industry (Third Extension, Signed November 10, 1954) 


Between Seven-Year Plan Organization, Joint Fund for Technical and Economic 
Development, and the Foreign Operations Administration of the United States 
of America. 


Contributions to joint fund for industrial development 


| 
USOM/I con-| Iranian con- 
tribution tribution 





$980, 000 Rls7,000,000 
9, 190, 963 11, 00° 900 








This program provides for furnishing by the Foreign Operations Administration 
of specialists to collaborate in carrying out a cooperative program in industry for 
the stimulation of private investment, demonstration of increased production 
per man and machine unit, adoption of modern methods of financial and tech- 
nical management, development of foreign and domestic trade, and application 
of modern methods of marketing and of improved methods of financing products 
at various states of distribution. 


Project No. 17—Completion of Teheran slaughterhouse (second extension signed 
December 15, 1954) 
Between the Ministry of Interior, the Seven Year Plan Organization, Munici- 
pality of Teheran, and the Foreign Operations Administration of the United 
States of America. 


i 
USOM/I_ | Iranian 
contribution contribution 


GB ses 6 pid pln cine ng ban sumenenpnnqasessconeseqngeantd<éseqcencsenaesd goers | 1 $420, 000 Rils4, 000, 000 
Previous total t Rist eae as \ 3, 314, 800 


1 Loan. 


This extension provides funds for the purchase of cooling and refrigeration 
facilities and for technical services for the improvement and modernization of 
the slaughterhouse. 


Project No. 8?—Establishment of wool sorting and scouring plant (first exten- 
sion, signed December 15, 1954) 
Between the Ministry of National Economy, the Seven Year Plan Organization, 
and Foreign Operations Administration of the United States of America. 


USOM/I | Iranian contribution 
| contribution | 


1955. - ecinlactioniel $70, 000 |RIs1,000,000. 
Previous tota]l............. 224,500 | Personnel, land, buildings, facilities, and operating ex- 
| | penses. 





1 For rial purchase. 


Extension of this project which provided for purchase of a wool-scouring unit 
and a high density baling press in a factory to be selected by the Ministry of 
National Economy is for the purpose of providing additional equipment and 
carrying out training and demonstration. 
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Project No. 88—Establishment of Bureau of Standards and laboratories (second 
extension, February 9, 1955) 


Between. the Ministry of National Economy and Foreign Operations Admin- 
istration of the United States of America. 


Iranian contribution 
contribution 


$17,000 | Rls1,000,000, buildings and facilities. 

$224, 500 Buildings, facilities, land, operating expenses, personnel, 
Rils1, 601 850 supplies, and net income from operations of the Bureau of 
ae Standards. 


Extension of this project will provide additional laboratory equipment for a 
Bureau of Standards laboratory. Site for the laboratory has been selected, and 
building plans are being prepared; funds have been earmarked for construction 
by the Ministry of National Economy. Continued services of a contract technician 
will be provided. 


Project No. 68—Erection of a demonstration community canning plant and train- 
ing center (second extension, signed December 15, 1954) 


Between the Seven Year Plan Organization and Foreign Operations Adminis- 
tration of the United States of America. 


USOM/I | Iranian contribution 
contribution | 


| 
$26, 500 | Land, buildings, supplies, services, and operating expenses. 
1 $8, 500 | 
$115, 000 | 
| 


Services supplies, buildings, operating expenses. 
RIsl, 297, 350 | Rls 


15,470,000. 


1 For rial purchases. 


Extension of this project provides additional equipment for canneries being 
constructed at Meshed and Isfahan, services of a contract technician, continua- 
tion of training and demonstration for operators of commercial canneries, and 
maintenance of a research laboratory. 


Project No. 79—Providing for professional services (first extension, signed 
November 10, 1955) 


Between the Seven Year Plan Organization and Foreign Operations Admin- 
istration of the United States of America. 


} 
USOM/I Iranian contribution 
contribution 
| 





$100, 000 | All rial costs, local personnel, facilities. 
175, 000 | Eervices, local travel and personnel. 


Funds for the 1954 and 1955 project agreements have been combined in a con- 
tract with the George Fry Co. to provide a team of management engineering con- 
sultants assigned to the Plan Organization for assistance in increasing the effi- 
ciency of selected industrial operations and plants. 


Project No. 32—Lumbering operations in the Caspian region (first extension, 
signed December 20, 1954) 
Between the Ministry of Agriculture, the Forestry Bongah, Seven-Year Plan 


Organization, and Foreign Operations Administration of the United States of 
America. 


USOM/lIeon- | Iranian contribution 


; 
| 5 | 
| 2 . 
| tribution 





7 ean oe $200, 000 | Ris1,000,000. 
Previous total 275, 000 | Roads, land, and buildings. 
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Extension of this project, under which equipment for a sawmill, and dry kiln, 
to be established in the Tavalesh area is being purchased, will provide for pur- 
chase of equipment for a veneer mill, and dimensional mill saws for the manu- 
— of furniture and improvement of timber processing for building construc- 

10n. 


Project No. 92—Industrial survey (signed December 22, 1954) 


Between the Seven-Year Plan Organization, Joint Fund for Industrial Develop- 
ment, and Foreign Operations Administration of the United States of America. 





USOM/I con- Iranian contribution 
tribution 





$50, 000 | Personne] and services. 


This project provides for services of two technicians skilled in utilization of 
various waste products and in the operation of small industries to survey possi- 
bilities of using residues from beets in sugar plants, wood products, rice slaughter- 
houses, ete. ; to recommend changes necessary in existing plants for the utilization 
of these waste products. The survey team will also, on request by the Plan Or- 
ganization, study opportunities for the establishment or increased efficiency of 
small business enterprises. 


PROGRAM No. 8 


Program Agreement in Transportation (Second Extension, Signed December 
8, 1954) 


Between the Ministry of Roads and Transportation, the Seven-Year Plan Or- 
ganization, the Joint Fund for Technical and Economic Development, and the 
Foreign Operations of the United States of America. 


Contributions of joint fund for industrial development 


USOM/I Iranian contribution 
contribution 


$770,000 | Rls7,000,000, personnel, lands, buildings, and facilities. 
$895, 467 
Rls8, 201, 056 


} Personnel, land, buildings, and facilities, 


The program agreement provides for cooperative action on the part of the 
USOM /Iran, the Ministry of Roads and the Plan Organization in order to facili- 
tate the development of transportation and related fields and to stimulate and 
increase the interchange between the two countries of knowledge, skills, and 
techniques in the field of transportation. With improved transportation, the 
overall economic development of Iran will be greatly speeded. 


Project No. 5—Installation of air navigation and meteorological equipment 
(third extension, signed December 5, 1954) 
Between the Ministry of Roads, Civil Aviation Department, ICAO of the 
United Nations, Joint Fund for Industrial Development, and the Foreign Oper- 
ations Administration of the United States of America. 


USOM/I Iranian contribution 
contribution 


Siecle ee $475,000 | Rls5,000,000, personnel and facilities, 
Previous total ----- oa 229, 800 | Personnel and facilities, 








the 
cili- 
and 
and 
the 


rent 


the 
per- 
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Extension of this project agreement is expected with the completion of the 
loan agreement which provides the sum of $2 million from FOA funds for 
technical cooperation projects. 


Project No. 51—National Iranian Railroad (amended October 27, 1954) 
Between the Ministry of Roads and Transportation, Seven Year Plan Organ- 


ization, and the Foreign Operations Administration of the United States of 
America. 


USOM/I Iranian contribution 
contribution 





1955 - - - - rena beehe $565, 000 | Personnel and facilities. 
Previous total__...._.- 500, 000 | Rls200,000,000 and personnel and facilities. 

Extension of this project agreement is expected with the completion of the 
loan agreement which provides the sum of $2 million from FOA funds for 
technical cooperation projects. 

Project No. 62—Demonstration and training in use of highway maintenance 
equipment (second extension, signed December 8, 1954) 

3etween the Ministry of Roads, Joint Fund for Industrial Development, and 

the Foreign Operations Administration of the United States of America. 


USOM/I con- Iranian contribution 


tribution 





1955_ _. ‘ ie a $295,000 | Rls2,000,000, personnel and facilities. 
Previous total 665, 667 | Personnel and facilities. 


This extension provides funds for the purchase of additional equipment and 
spare parts for field-station operations established under the project; to erect 
shop and storage buildings, to train mechanics, and to employe American experts 
in heavy equipment operations and maintenance. 


Project No. 98—Consultant services to the Office of Port Management 


Between the Ministry of Finance, Ministry of Roaus, the Seven Year Plan 
Organization, and the Foreign Operations Administration of the United States. 


USOM/I contribution Iranian contribution 
1955.._..--| Technical services and advice of a United States technician_._...| Personnel and facilities. 


Technical assistance to correct the deficiencies and make recommendations for 
the rehabilitation of present facilities and the development of additional facilities 
to permit the country of Iran to have an efficient inlet and outlet for trade. This 
will increase trade with other countries and assist in raising the economic 
standards of the country. 


PROGRAM No. 9 
Program Agreement in Community Housing (First extension, signed December 
22, 1954) 


Between the Ministry of Interior, the Joint Fund for Technical and Economic 
Development and the Foreign Operations Administration of the United States 
of America, 
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Contribution of joint fund for community housing 


USOM/I con- Iranian contribution 
tribution 


$215, 000 | Rls1,000,000, land, related facilities, craftsmen, materials 
and supplies. 
$120, 000 | Rils1,000,000, land, related facilities and 50 percent of con- 
Rls20, 985, 000 struction costs. 


The program agreement provides for joint participation of the Ministery of 
Interior and the United States Operations Mission to Iran in the initiation and 
execution of housing and community facilities projects; technical guidance and 
assistance in and demonstration of design and construction of low-cost housing 
and community centers with stress placed upon the use of local materials; related 
training activities in these fields. 


Project No. 68—Urban and rural low-cost housing (first extension, signed Decem- 
ber 22, 1954. 
Between the Ministry of Labor, Ministry of Interior, Seven Year Plan Organ- 
ization, Municipality of Teheran, Joint Fund for Industrial Development, and 
the Foreign Operations Administration of the United States of America. 


USOM/I contri- | Iranian contribution 
butions 


$215,000 | Rls1,000,000, land and related facilities, craftsmen, mate- 
| rials, and supplies. 
$120, 000 baer land and related facilities, and 50 percent of 
Rls20, 980, 000 | 


construction costs. 


This extension provides for establishment of an organizational unit in the 
Ministry of Interior for aided self-help housing; for purchase of equipment 
and construction for a testing laboratory; for grants for training of organizers 
of self-help housing enterprises; and for technical and financial assistance in 
carrying out demonstrations in rural and urban centers. 


Program No. 10 


Program Agreement in Natural Resources Development (Second Extension, 
Signed December 8, 1954) 


Between the Seven-Year Plan Organization, Joint Fund for Technical and Eco- 
nomic Development, and the Foreign Operations Administration of the United 
States of America. 


Contributions to joint fund for industrial development 


USOM/I contri- Iranian contribution 
butions 


$485, 000 | Provided in project agreements. 
3, 098, 401 | Rls4,000,000 and contributions in kind. 


This agreement provides for furnishing by Foreign Operations Administration 
of specialists to collaborate in carrying out a cooperative program of natural- 
resources development, including plans for development of mineral resources, 
and their integration into related economic development plans, for the develop- 
ment of water resources, and for the initiation or continuation of resources- 
development projects. 
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Project No. 22—Development of land and water-use plans (second extension, 
signed December 8, 1954) 
Between the Ministry of Agriculture, Joint Fund for Industrial Development, 
Irrigation Bongah, and the Foreign Operations Administration of the United 
States of America. 


USOM/I contri- Iran contribution 
bution 





$45,000 | Contributions in kind. 
115,000 
140, 000 Do. 


1 For rial purchases. 


Provides for purchase of basic field equipment for land classification and 
drainage investigation, and laboratory equipment for soil analysis. 


Project No. 36—River basin survey (second extension, signed December 8, 1954) 
Between the Ministry of Agriculture, Joint Fund for Industrial Development, 


Irrigation Bongah, and the Foreign Operations Administration of the United 
States of America. 


USOM/I con- Tranian contribution 
tribution 








| 
sien $140, 000 | Contributions in kind. 


Cire 294, 000 | Do. 


Provides for the employment of an engineering survey team to carry out river 
basin surveys primarily in Khuzistan and to establish a local office for training 
of Iranian engineers and survey technicians. 


PrRoGRAM No. 11 


Program Agreement in Communications (Second Extension, Signed December 15, 
1954) 
Between the Ministry of Post, Telegraph and Telephone, Seven Year Plan 
Organization, Joint Fund for Technical and Economic Development, and the 
Foreign Operations Administration of the United States of America. 


Contribution of joint fund for industrial development 


| USOM/I con- Iranian contribution 
tribution 





$100, 000 
400, 000 


| Personnel and facilities. 
Do. 


The program agreement provides for cooperative action on the part of the 
ministry, Plan Organization, and USOM/Iran to facilitate the development of 
communications and related fields in Iran and to stimulate and increase the inter- 
change between Iran and the United States of knowledge, skills, and techniques 
in the field of communication. A more efficient communications system will 
definitely have a direct bearing on the overall economic development of Iran. 


Project No. 24—Improvement of post and telecommunications services (third 
extension, signed March 2, 1955) 
Between the Ministry of Interior, Joint Fund for Economic Development, and 
Foreign Operations Administration of the United States of America. 


USOM/I con- Iranian contribution 
tribution 


Personnel and facilities. 
Do. 
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This project will be carried out in association with project 33, improvement 
of law enforcement services, and will provide the police department of the city 
of Teheran with an independent communication system to provide intercommuni- 
cation between basic units, expandable to future needs of local and national com- 
munications. 

Project No. 70—Radio production training (signed September 9, 1953) 

Between the Ministry of Interior, Division of Press and Propaganda, and For- 
eign Operations Administration of the United States of America. 





USOM/I Iranian contribution 
contribution 


$130,000 | Personnel and facilities. 
R1s550, 000 | Do. 


Extension of this project has been delayed pending study of a recent survey 
concerning expansion of radio facilities in the provinces of Iran and decision 
on the types of equipment to be installed. 


PROGRAM No. 12 


Program Agreement Concerning Land Distribution (First Extension, Signed 
January 5, 1955) 


Between His Imperial Majesty, the Minister of Court, the Joint Fund for 
Technical and Economic Development, and the Foreign Operations Adminis- 
tration of the United States of America. 


Contribution of joint fund for land distribution 


USOM/I Iranian contribution 
contribution 





1955 FSecgl nhl $215,000 | R1s4,000,000, personnel and facilities. 
Previous total.........-- R1s27, 500,000 | R1s15,000,000, personnel and facilities. 
' 


The program agreement provides for lending assistance in creating effective 
Iranian institutions and facilities for administering His Majesty’s land-distribu- 
tion program, for technical and economic assistance in the inital surveying and 
engineering phases of land distribution, and for lending assistance and advice 
through Iranian ministries and agencies to the distributees under His Majesty’s 
program. Great contributions will be made toward the overall economic develop- 
ment of Iran through the aforementioned items in connection with His Majesty’s 
land-distribution program. 


Project No. 380—Concerning His Majesty’s land-distribution program (first 
extension, signed January 26, 1955) 


Between the Ministry of Court, Joint Fund for Land Distribution, and Foreign 
Operations Administration of the United States of America. 


| wsomsr 


| 
Iranian contribution 
contribution | 


or | 
7 = | }R21s4,000,000 and personnel, services and facilities. 


$9, 000 : sania 
Previous total _-- Rls27 = po }R1s15,000,000 and personnel, services and facilities, 


1 For rial purchases. 


This project extension provides for the services of a team of American advisors 
to assist the Crown Lands Distribution Bongah in carrying out a program 
of land distribution providing credit, organization of multipurpose cooperative, 
village supervisors. Funds will also be used for the purchase of equipment, 
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for training, and for technical assistance in the improvement of agriculture, 
health, and education in the villages included in the land-distribution program. 


Project No. 54—Rural community development (signed June 28, 1953) 


Between the Ministry of Interior, the Agricultural Bank, Seven Year Plan 
Organization, and Foreign Operations Administration of the United States of 
America. 


USOM/I Iranian contribution 
contribution 











| a 
$360, 000 | Rils2,000,000 and personnel and facilities, 
Previous total 3, 000, 000 | R1s90,000,000, personnel and facilities. 


Extension of this project is delayed pending the reenactment of the law to 
increase the farmers share and the continuation of a village-council program. 


Project No. 84—-Cooperative specialist training (first extension, signed February 
23, 1955) 
Between the Ministry of Interior and the Foreign Operations Administration 
of the United States of America. 


Uk | , 
USOM/I | Iranian contribution 
| contribution 


Did eer ete an iets. $15, 000 | Rls1,000,000, personnel and facilities. 
aaa an ? | $12, 000 |) . 
Previous total Ris2, 346, 278 |f Do. 


' 


This extension provides funds for the contract services of a cooperative train- 
ing specialist, and for continuation of the training activities under the policy 
direction of the National Cooperative Training Project Committee as defined in 
the project extension. 

PROGRAM No. 13 


Program Agreement in Public Administration (Second Extension, Signed 
December 22, 1954) 


Between the Ministry of Interior, Joint Fund for Technical and Economic 
Development, and the Foreign Operations Administration of the United States 
of America. 

Contributions to joint fund for public administration 


USOM/I Iranian contribution 


contribution 
| 


$425,000 | Rls12,500,000. 
1, 163, 683 | Facilities at Teheran University. 


This agreement provides for a cooperative program in public administration 
and furnishing by the Foreign Operations Administration of specialists to col- 
laborate in the execution of projects and activities including initiation and execu- 
tion of governmental organization and administrative plans; technical guidance 
in establishment of governmental management services; of community services 
including law-enforcement services; of specialized governmental services such as 
public statistics ; and development of laboratory standards for testing and grading 
agricultural and industrial products, and related training activities. 
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Project No. 383—Improvement of law-enforcement services (second extension, 
signed January 19, 1955) 
Between the Ministry of Interior, General Police Department, Joint Fund for 
Public Administration, and Foreign Operations Administration of the United 
States of America. 


USOM/I con- Iranian contribution 
tribution 


$25, 800 } Rls1,000,000 and personnel, services and facilities. 


Personnel, services and supplies, local transportation of 
personnel and supplies, space. 


1 For rial purchases. 


Extension of this project will provide continued services of three American 
police advisers now assigned to the police department of the city of Teheran, 
and purchase of additional equipment and supplies, and training for improvement 
of law-enforcement services. This project will be carried on in association with 
project 24 under which a telecommunications system connecting all police sta- 
tions and installing call boxes will be set up. 


Project No. 44—Public statistics (second extension, signed January $1, 1955) 


Between the Ministry of Interior, the Seven Year Plan Organization, Joint 
Fund for Public Administration, and Foreign Operations Administration of the 
United States of America. 








) ; 
| USOM/I con- | Iranian con- 


| 
tribution tribution 


Wi. kt. ble. Ailes elie. es ets ee = - Rls7, 500, 000 
4 ; 102, 40€ 
Previous total Rls24, 360, 604 i 10, 200, 000 








This extension provides for the continued operation of the Public Statistics 
Cooperative, for the purchase of additional equipment and supplies, and for 
planning and test surveys and samplings in preparation for a national population 
and agricultural census and training of personnel. 


Project No. 77—Teheran Municipal Demonstration Children’s Home (first exten- 
sion, signed January 31, 1955) 
Between the Ministry of Interior, municipality of Teheran, Joint Fund for 
Industrial Development, and Foreign Operations Administration of the United 
States of America. 


USOM/1 con- Iranian contribution 
tribution 


1 $10,000 | Personnel and services. 


Previous total pie = | Do. 


1 For rial purchases. 


This extension provides funds for the purchase of locally procured equipment 
not included in the original project; and will supplement the assistance being 
provided for the completion of buildings and landscaping of grounds under 
emergency aid project 32. 
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Project No. 78—Position classification (first extension, signed December 28, 
1954) 
Between the Ministry of Interior, Commission of Position Classification, Joint 
Fund for Public Administration, Foreign Operations Administration of the 
United States of America. 





USOM/I Iranian contribution 
contribution 


| local expenses. 
7,708 | Services, space, and facilities. 
i 


} 

| 

; 

| $53, 000 | R1s4,000,000 and an estimated $50,000 from joint fund for 





This project initially confined to a demonstration in testing and placement of 
personnel, has been expanded to provide a position classification study of 75,000 
positions in the Iranian civil service, and is being carried out under a Govern- 
ment commission established for the purpose. Five classifications experts from 
the United States will train an Iranian staff in techniques of classification, and 


supervise operations. 


Project No. 88,—Establishment of an Institute for Administrative Affairs (first 
extension, signed December 22, 1954) 


Between the Ministry of Interior, Teheran University, Joint Fund for Public 
Administration, and Foreign Operations Administration of the United States of 
America. 


USOM/I Iranian contribution 
contribution | 


ca $100, 000 | Personnel services and facilities. 


, $250, 00 s 
Previous total mine nial den |} Personnel (including faculty), classroom, and office space. 


Extension of this project will provide for continuation of the contract with the 
University of Southern California for American staff for the Institute of Admin- 
istrative Affairs; for training in the United States of Iranian staff members; 
and for additional courses for Iranian Government employees selected by their 
respective ministries. 

PROGRAM No. 14 


Program Agreement in Agrarian Development (First Extension, Signed 
January 5, 1955) 


Between the Ministry of Interior, Joint Fund for Technical and Economic 
Development, and the Foreign Operations Administration of the United States 
of America. 


Contribution of Joint Fund for Agrarian development 


tribution 


7 
| USOM/I con- Iranian contribution 
| 
—| 


| 
$375, 000 | Rls3,000,000, personnel and facilities. 


Rie Sig on praanaeneen personnel and facilities. 





The program agreement provides for cooperative action on the part of the min- 
istry and the USOM/Iran in order to facilitate the development of agrarian im- 
provement including the improvement of land-tenure relations, agricultural 
credit, village improvements, strengthening and developing of local government 
institutions, the development of local leadership and stimulation to village self- 
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help in meeting local problems with their own facilities, making available to the 
rural population the latest information on modern techniques in the fields of 
health, education, and agriculture. 


PrRoGRAM No. 15 


Program Agreement in Labor Development* (Signed December 22, 1954) 


Between the Ministry of Labor, Joint Fund for Technical and Economic 
Development, and the Foreign Operations Administration of the United States 
of America. 

Contributions to Joint Fund for Labor * 
r 


| 
| USOMI/I | Iranian con- 





| contribution tribution 
—_ _ —_ 


Oe nrc aden rage ee ee ee en ee | $200, 000 | Ris6, 000, 000 








1 Contributions formerly made to Joint Fund for Industrial Development. 


This is a new program agreement providing for the continuation of projects in 
labor development formerly carried under the industry program. Its objectives 
are to facilitate the development of improved working conditions for workers 
and employees through the initiation and execution of labor-demonstration proj- 
ects in selected manufacturing plants, and of an integrated program in the 
Ministry of Labor with the cooperation of technical specialists in the fields of 
labor-management relations, labor training, unemployment security, and labor 
standards. 


Project No, 41—Labor training and services (second extension, signed December 
22, 1954) 
Between the Ministry of Labor, the Joint Fund for Labor, and the Foreign 
Operations Administration of the United States of America. 


USOM/I con- Iranian contribution 
tribution 


$64, 000 
1 136, 000 


f 
cis dsb civeceminse aed 1 


Previous total.-_......-- 499, 500 | Buildings, facilities, personnel, supplies, materials, land, 
and labor. 


} 136,000,000 and goods and supplies. 





1 For rial purchases. 


This project, which is countrywide in scope, is divided into two subprojects, 
labor training and labor services. Labor training provides for training for fac- 
tory supervisors, apprenticeship, skill improvement, workers education and 
literacy instruction, and for the operation of a central workers training center in 
Teheran. 

The labor services subproject provides technical assistance in the general fields 
of labor-law enforcement and labor management, and employment security, in- 
cluding a demonstration project to develop a full-functioning employment service. 


Project No. 89—Support of operations of operations of the Iran-American Joint 
Fund for Technical and Economic Development (Signed, amendment No. 1, 
December 8, 1954) 


Between the Ministry of Finance, Joint Fund for Technical and Economic 
Development, and the Foreign Operations Administration of the United States 
of America. 

These amendments contribute respectively $1,300,000 and Rls20,000,000; and 
$1,490,000 for the operation of the Joint Fund for Technical and Heonomic 
Development. 


2 Formerly included in the program agreement in industry. 





¢ 
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APPENDIx B 


IRAN-UNITED STATES TECHNICAL COOPERATION PROGRAM 


Summary of Iranian and United States financial commitments and contributions 
to the joint funds as of Mar. 6, 1955 


{Iranian contributions to the joint funds have been made in rials. United States contributions have been 
made in dollars. The equivalent of each in terms of the other currency is given. Not all projects have 
been in joint funds; and all project agreements have included contributions in services, personnel, and 
sometimes in cash which were mot made to the joint funds. The totals in the joint funds represent only 
the cash contribution as stated in the program and project agreements] 


Dollars | Rials 





Joint Fund in Agriculture: 
NT CRIN Sella oicitintds abana bandesnnwtedacee win 492, 276 41, 055, 818 
CREO nee CUMIINIOOING. os <n nrtdncdccccdcndcéccecsdaca ‘ 7, 178, 085 598, 652, 289 


Subtotal cae ; 7, 670, 361 639, 708, 107 


Joint Fund in Education: 
Iranian commitment 209, 534 17, 474, 235 
United States commitment._.___.____- acces . j 4,111, 141 342, 869, 859 
Subtotal ; arith Sdescp tioteataled , 320, 675 360, 344, 094 


Joint Fund in Public Health: 
Tranian commitment__--- cateateisgiedat sii 630, 483 52, 582, 282 
United States commitment.._---- sascsu ini teense aetecletan cde psoas 10, 768, 039 898, 054, 452 


De acac nace htt Ah ate ache aes 11, 398, 522 950, 636, 734 


Joint Fund in Industrial Development: | 
Iranian commitment ds wbaicied gates 592, 863 


‘ 





9, 774 
United States commitment-_._..__..-_-. 15, 968, 311 , 331, 756, 137 
1 


ND ah sid ti ihn tit Bamedduteasiais ni rr bg 16, 561, 174 


1, 371, 200, 91 
Joint Fund in Labor: aaa ne 
Iranian commitment. -_. citi i aa 75, 000 6, 255, 000 
United States commitment a 400, 066 33, 365, 404 


Subtotal_- 


475, 066 


39, 629, 404 


Joint Fund in Public Administration: 
Iranian commitment. -..------ : 62, 500 5, 212, 500 
United States commitment aoe mal 658, 480 54, 817, 232 


I fn on thle Coase Es adnan dd bbbctnbu thd cial 720, 980 60, 029, 732 

Joint Fund in Public Statistics: a 
Iranian commitment — ss | 211, 150 | 17, 610, 910 
United States commitment Sak Pe Ee eaten 623, 446 51, 995, 396 
Subtotal 834, 596 69, 606, 306 


Joint Fund in Agrarian Development: Ae ere a q 
Iranian commitment --- 1, 271, 429 | 106, 037, 178 
United States commitment 3, 360, 000 | 280, 224, 000 


Subtotal 4, 631, 429 386, 261, 178 


Joint Fund in Land Distribution: a= 
Rr Cs. nate baie 50, 000 | 4, 170, 000 
United States commitment ; ie 215, 000 17, 931, 000 


ee ee lala Selena sinc ssibicnaieaipaitacr ga Sail 265, 000 22, 101, 000 


Joint Fund in Technical and Economic Development (program support): 
Iranian commitment. 250, 000 20, 850, 000 
United States commitment , 2, 300, 000 191, 820, 000 
212, 670, 000 


Nicci a aleaunuitanacdavaneca aaah iar isehhink cinta atapat 2, 550, 000 
Total, all joint funds: 
Iranian commitment _-.-- tectiee A Ee cea 3, 845, 235 320, 692, 599 
United States commitment siokuendone a 45, 582, 568 3, 801, 586, 171 


NIE TE iss Sos snhdedes gakaeeents’ Si ose 49, 427, 803 4, 122, 278, 770 


NotTE.—Average conversion rate of 83.4 rials to $1,000 used. 
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APPENDIX C 
IgRaAN-UNITED STATES TECHNICAL COOPERATION PROGRAM 


Projects completed or merged with other projects 


(The following projects have been completed and all funds expended or transferred to other projects; or 
have been merged in other projects where they are being carried forward. The United States operations 
mission is continuing to give technical assistance wherever called upon. Termination or completion 
Ps sie on these projects will be filed with the Joint Commission] 

| 

Proj- | 

ect | Title Status 

No. 





| 
6 rc onstruction of community centers_.--- | Completed. 
13 | Completion of Bandar-Abbas water system.. Do. 
14 | Completion of Golpayegan Dam_.. | | Completed. Remaining funds being transferred. 
18 | Completion of Dizful sanitation project. Completed. 
21 | Completion of Sheikh Ali Khan Dam and Completed. Remaining funds being transferred. 
Kuhrang irrigation tunnel. 
Improving operations of Hormoz salt mine Never activated. Funds transferred. 
| Development of deepwater wells.- Completed, and transferred to project 72. 
Improvement of cotton production .........-.- .| Merged with project 75 and funds transferred. 
Improvement of plant science __ - - Do. 
Establishing demonstration schools- Merged with projects 45 and 46. No funds 
remaining. 
Establishing an administrative and supervisory Do. 
program. 
Providing books, magazines, phamphlets and Do. 
audiovisual aids for the schools of iran. 
Training and demonstration of rural public | Merged in project 72. Small balance remaining 
health. is being transferred. 
Development of deep wells and distribution Do. 
system. 
Kerman demonstration street pavement... ....} Completed. All funds expended. 
Extension of project agreement for construction | Completed. All funds expended. Continued 
of community centers. under project 63. 
Establishment of farm machinery repair shops | Merged in project 67. Small balance remaining 
and agricultural machinery demonstration is being transferred. 
and training centers. 
Gendarmerie literacy training program Completed. All funds expended. 
Development of the Zayendeh Rud Basin Terminated. Funds being transferred to other 
natural-resources projects. 








Appenpix VI 


ECONOMIC INFORMATION ON IRAN, SUBMITTED BY DEPARTMENT 
OF STATE 
SCHEDULE 1 


The following schedule was based on official sources and covers payments by 
Anglo-Iranian Oil Co. to the Iranian Government from 1939-49. 


Year: Pounds sterling } 
1939-1943 ” 270, 814 

4, 463, 778 

5, 623, 161 

7, 130, 257 

7, 104, 022 

9, 172, 244 

13, 489, 271 

2Source: Iran Today, prepared by Dr. John Murray (October 1950) for the Iranian 


Government. Payments include royalties, taxation, gold premium, and 20 percent dividend, 
1950 and 1951 figures provided by AIOC sources are being separately reported. 


Payments to the Iranian Government (in additicn to payments to the Na- 
tional Iranian Oil Co.) by the oil consortium have been: 





SS wae eee CU 
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Period Pounds Dollar 
sterling | equivalent 





Oni Mae TE, WOR G sie ds wrt tis ek dn kth eters. asco} - 29,177, 450 | $6, 096, 860 
Calendar year 1955-_ _-- Sania aoe ‘ ; : } 22,601, 250 | 63, 283, 500 
Jan. 1 to Mar. 31, 1956_-- as 28, 440, 140 | 23, 632, 392 


| 


Total . 33, 218, 840 93, 012, 752 


1 Advance payment of £500,000 sterling not included since this was repaid in 1955. 
2 Preliminary. 


SCHEDULE 2 


Schedule 2, information as to foreign exchange converted by the Anglo- Iranian 
Oil Co., into rials from 1947 to 1951, has been supplied to the subcommittee but 
under a security classification of “confidential.” 


SCHEDULE 38. PLANNED EXPENDITURES UNDER 1st SEVEN-YEAR PLAN 


Planned expenditures by program 
Program: Millions of rials 


-~ O- 


Agriculture 5, 250 
Transportation 5, 000 
Industries and mines 3, 000 

1, 000 
A TNT UN steps riksscanapai ddan oi nc ma tap keane 750 
Rectal and municipal Improvements. css dis es iene 6, 000 


Total 


Planned expenditures by Iranian years ending Mar. 20 


Period: Millions of rials 


September 21, 1948, to March 20, 1949 1,100 
1949-50 2, 000 
1950-51 2, 800 
1951-5 3, 200 
1952-53 cee 3, 500 
1953-54 3, 600 
1954—55 3, 600 
March 21, 1955 to September 20, 1955 1, 200 


ON cr a aa lca lcci ednlldip cc ndaibch lp data 21, 000 


Source: Plan Organization. 
SCHEDULE 4 


Actual expenditures by Plan Organization under 1st Seven-Year Plan (cumulative 
to December 21, 1951) 

Millions of rials 

4, teen 

Loans and advances to commercial subsidiaries_____________-_---_--_- 638 

Liquidation, Industry and Mining Bank 174 

Administration ; 387 


Type: 


Source: Plan Organization. 

NotTe.—There was a carryover of unspent revenue amounting to Rls183 million which 
presumably was spent after Dec. 21, 1951. On Aug. 24, 1953, Mosadeq authoriz d a 
Rls3 billion credit for projects over a 3-year period, but the extent to which that cr dit 
was used is unclear. During the period from March 1953 to March 1955, the : lan 
Organization's operations were largely limited to maintaining itself as an organizational 
entity, paying its employees and financing the numerous factories and enterprises it had 
inherited from the Industrial and Mining Bank. 
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SCHEDULE 5. Planned sources of income to finance 1st Seven-Year Plan 


The source of income to finance the first Seven-Year Plan was to have been all 
of Iran’s oil revenues. Financing was to have been facilitated by— 
1. an authorization to borrow up to Rls 750 million annually at 2 percent 
from the Bank Melli; 
2. IBRD loans up to a total of $250 million ; 
3. credits from nongovernmental institutions and foreign commercial con- 
cerns. 


Source: Plan Organization. 


SCHEDULE 6. SOURCES OF REVENUE ACTUALLY USED UNDER 18ST 7-YEAR PLAN 


Actual revenues received by the Plan Organization were as follows: 


{In millions of rials] 





Period i Other 





Total to Dec. 20, 1949. _--_-- 142 
Dec. 21, 1949 to Dec. 20, 1950_------- ¢ 243 
Dee, 21, 1950 to Dec. 20, 1951 394 


dsc tied ude akee dak eeneaewhwsnctwed ac ciate 738 779 


Source: Plan Organization. 


Note.—Oil revenues ceased as of May 1951, following nationalization. The Plan Organization received 
no further grants from the Government of Iran until after August 24, 1953, when Mosadeq authorized a 
Rls3 billion credit for projects over a 3-year period. The extent to which that credit was used is unclear. 


- 


SCHEDULE 7 


The following cash payments in pounds sterling have been made to the National 
Iranian Oil Co. by the oil consortium: 


ling Tent 





$1, 917, 804 
12, 615, 960 
5, 724, 922 


Oct. 29 to Dee. 31, 1954 ‘ pentane ee 5 £684, 930 
Calendar year 1955 , Been iia tech weed aNen bi etigcoahath 4, 505, 700 
Jan. 1 to March 31, 1956_..--.--- caaeenmeae Breet ter ots 12,044, 615 


, ; 
Period Pounds ster- | Dollar equiva- 
-| 


Total ‘ pinekabne tues 7, 235, 245 20, 258, 686 





1 Preliminary. 


Norte.—In addition to these currency payments, the consortium made payments in kind to the National 
Iranian Oil Co. amounting to 2,158,000 cubic meters of crude oil during the period from Oct. 29, 1954, to Dec. 
31,1955. Ofthat amount of crude oil, 1,165,000 cubic meters were exported, resulting in a return ot the NIOC 
of £4,693,000 ($13,140,400), and the remaining 993,000 cubic meters of crude oil were delivered for local 
consumption in Iran. 
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SCHEDULE 8 





Distribution of oil revenues ! Foreign- 
et a a exchange 
proceeds from 
Total NIOC share Income-tax consortium rial 
(cash and kind) payments purchases 


Oct. 29Dee. 31, 1954-- $8, 500, 000 $2, 403, 000 $6, 097, 000 $4, 984, 


Plan Organization. — _-_-- Be : 6, 097, 000 
Ministry of Finance ------- ‘ = alot nil 


Bie a'b dcoxccuveskad i cngeblieahe 89, 397, 000 26, 114, 000 63, 283, 000 


Plan Organization___- "ae ‘ : ‘ 54, 967, 000 
Ministry of Finance_-- ? ; 28, 316, 000 


1956 (Jan. 1-July 31) - - -- d ta 83, 115, 000 23, 984, 000 59, 131, 000 
Plan Organization ___- 5 2 44, 519, 000 
Ministry of Finance-__- . 2 14, 612, 000 

Bank Melli estimates for Iranian Fiscal 

year, Mar. 21, 1956, to Mar. 21, 1957 : 162, 000, 000 2, 000, 000 120, 000, 000 
Plan Organization rae 93, 000, 000 
Ministry of Finance_-- ; 27, 000, 000 


at, 


1 Unless otherwise indicated, all figures are taken directly from official statistics of the Iranian Govern- 
ment and consortium companies, 

2 Estimated by conversion from data based on Iranian fiscal year. 

3 Figures given in this section obviously overlap those given for the Jan. 1-July 31, 1956, period. Insuffi- 
cient details are available regarding the basis for the Bank Melli estimates to make possible a conversion 
of this projection to the Christian calendar year. 


SCHEDULE 9. OBLIGATIONS 
United States contributions to Plan Organization projects, by United States, 


fiscal years, in United States dollars 


USOM project 1952-53 1954 


1, 096, 989 162, 413 
635, 000 eer 
200, 000 248, 510 
935, 146 382, 468 
125, 000 
14, 909 3 150, 000 
185, 224 
157, 816 
249, 976 


128, 523 34, 699 
99, 884 124, 500 
61, 995 39, 551 

468, 891 16, 000 


106, 883 67, 600 
93, 107 59, 899 
400, 000 
2, 968, 164 
931, 336 
92, 981 120, 675 


48, 27 


175, 000 , 000) 
160, 650 17, 000 
42,155 


272, 400 5, 600 


11, 984 

16, 494 

125, 000 

148, 702 

, 666 321, 226 


Total _- 684 2, 529, 926 


NOTE,— Fiscal year 1956 figures in parentheses are amounts approved by ICA/Washington for fiscal year 
1956 contributions, but which are not known to be covered by project agreements. 


79239—56——-74 
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SCHEDULE 10 


Estimate of ordinary budgetary expenditures and revenue of Iran, 1941-24- 
1955-56 


{In millions of rials] 


| 
Year starting Mar. 21 Expendi- Revenues Deficit (—), 
tures | surplus (+) 


1941-42___. a eee ae ae 4, 323 | 2, 626 | —1, 697 
MN 2883 bie Psst 3,138 2, 629 | —509 
SOLE gu nn tdidiad damascus whale wl 4, 436 3, 463 | —973 
1944-45 ____ : tote ose sz =at 4,615 4,116 —540 
1945-46_... ictal Pda bnacdaeuancebkviiatinibiiakmenanee 4,412 | 4, 854 +442 
1946-47__. ; Sedkesiee elasisenendw i hddes 6, 094 5, 706 | —338 
1947-48... ; j ee axa 6, 774 6, 717 —57 
1... <=. Jive ‘ : 5 id Jel 7,617 | 7, 532 —82 
1949-50_____- ee 3x as cin minal 8, 524 7, 794 —777 
1950-51_...........- Sai Nici oleate ga culbstistahinasan’ 8, 700 | 8, 100 —600 
1951-52___. ia ; 2 becouse hic bredteadanin 9, 563 7,409 | —2, 154 
1952-53 ; i cau . Fe 8, 815 | 6, 894 | —1, 921 
1953-54_ a ta Be 10, 498 | 8, 346 | —2, 152 
1954-55 : 5 ES i Wis 12, 305 9, 982 —2, 323 
1955-56... si ; z ee | 15, 100 10, 500 | —4, 600 





Source: Public Finance in Iran, U. N., March 1951; Iran Today, vol. II; Report of the Mission to Iran, 
IMF, April 1955, D-861, Teheran, Apr. 10, 1956, unclassified. 


Note.— The figures represent estimates of actual expenditures and revenues. Since final closed accounts 
for any of the years reviewed below are not available, these estimates remain subject to a margin of error. 

These estimates do not represent a comprehensive account of the fiscal activities of the Government. A 
number of Government organizations, such as the sugar monopoly, the cerea! corporation, the Government- 
owned industries, and the NIOC in most years fall outside the general budget. 


SCHEDULE 11 


United States loans and other credits to Iran, by program, July 1, 1940, through 
December 31, 1955 


{In thousands of dollars] 








Repaid 


Principal 


Program | | utilized anks |Through| 
/Termi-| Net | | Direct! agent | Inter- 

| nated | Export- | banks est 
Import | Direct} of 


Import 
| Bank 
| 


| 
| Bank | | Export- 
| 


| 


| 

| | | | 

Export-Import Bank.| 80,496 |26, 254 | 54,242 | 53,780 | 2222 | | 290 Boe 

Mutual security 32, 000 |... | 32,000 | 2,000 30,000 |..-...-.-|-.-. en 30, 000 

Surplus-property sales | 30,529 | 4,686 | 25, 843 aie 2,318 |.. |.-----| 20, 628 
Lend-lease grants con- | 


| 
verted into credits 8, 541 |._. 6.806 A: .. sax-s 
Merchant ship sales..| 1,225 | 1,225 a sleet Arahat sake 


| 














Total. ....... .|152,791 |32,165 |120, 626 | 











55, 780 |64, 606 240 |10, 369 14 | 54, 237 





! Includes $39 million to be used for economic development; $14 million for diesel locomotives, parts, and 
equipment; and $730,000 for electric power-generating equipment. 

2 Exporter credit for automotive equipment. 

3 Exporter credit for motor tires. 


Note.—Iran drew against a rial deposit a credit of $8,750,000 from the International Monetary Fund in 
1948, but completed repayment in 1952; a similar credit of $8,750,000 Was drawn in October 1955 and has yet 
to be repaid. 


Source: Foreign grants and credits by the U. S. Government, published April 1956 by the Office of Busi- 
ness Economics, Department of Commerce. ‘ 
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Aprpenpix VII 
THREE REPORTS IN RESPECT OF KARADJ PROJECT, IRAN 


By Alexander C. Clogher, William J. Bailey, William D. Henderson, Acting as a 
Board of Consulting Engineers to Foreign Operations Administration 


New York, N. Y., June 28, 1954. 
Mr. GLENN H. Crate, 
Director, Office of Industrial Resources, 
Foreign Operations Administration, Washington, D. C. 
(Attention Mr. Everett Eslick, Chief, Power Branch.) 

DeaR Mr. Estick: Complying with the request in your letters to us dated 
June 16, 1954, we arranged to meet in New York on June 28 for the purpose of 
preparing our written comments on the Karadj River project, Lran, evaluation 
report by the United States Bureau of Reclamation, May 1954. 

This Board submitted a report to FOA on this project on March 5, 1954, and 
a supplemental report on April 21, 1954. Both reports were adverse to any 
commitment on the part of FOA to furnish funds for starting the construction 
of this project now. 

No new basic data has been disclosed in the Bureau’s report and nothing has 
been developed or presented in that report to change the Board's original con- 
clusions regarding the project. It might be well to restate those conclusions 
regarding this project simply and clearly. 

1. Karadj Dam is not a wise venture for improving the economy of the Teheran 
area and the alleged benefits cannot be commensurate with the cost. 

2. There are other means by which greater total benefits can be secured sooner 
and more cheaply. 

In the Board’s report of March 5, 1954, the project, including the necessary 
distribution facilities for water and for power and with the reservoir at eleva- 
tion 1,750 meters, was estimated to cost $65 million. The Bureau’s scheme, with 
the reservoir elevation 1,765 meters, would cost at least $25 million more, or a 
total of $90 million. 

A comparison of the two dams follows: 





| | ' 

* | Cubic 

| | Water- \ meters of 

| Structural storage Cubie water 

height | | 
(meters) | 


Elevation of reservoir (meters) capacity meters of | storage per 
(millionsof} masonry | cubic 
cubic | indam | meter of 
meters)! | masonry 
in dam 





| 
| 





1 Including dead storage. 


The Bureau’s report is impressive in its scope and manner of presentation. 
However, the numerous reservations contained throughout the text must be borne 
in mind when consideration is being given to the conclusions. In several in- 
stances the reservations actually nullify the apparently favorable conclusions. 
The Board does not interpret the report of the Bureau as making a positive 
recommendation that the project is worthy of authorization for the benefit of 
the economy of Iran. 

Each member of the Board is sympathetic with the need for economic aid 
to Iran.. However, they are convinced that the Karadj project is not a worthy 
one and that there are other projects which should be undertaken instead. 

Respectfully yours, 
A. C. CLOGHER, 
Chairman, Ebasco Services, Inc. 
W. J. BAILEY, 
Detroit Edison Co. 
W. D. HENDERSON, 
Jackson & Moreland. 
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Cost estimate of Karadj dam project (186 meters high as proposed by B/R, 
May 1954) 
Land: 
Purchase 1,040 acres at $300 $312, 000 
Relocation and rehabilitation, at $130 135, 000 


Structures and improvements: 
Yard and village, 33,000 kilowatts, at $10 
Powerhouse substructure: 
3,700 cubic yards, at $40 
100 Cane ‘Paras, Mt Gee. oe a cbs 
Construct plant (powerhouse) 15 percent 
Diversion and care, water, 20 percent 
Excavate and foundation, 23 percent 
Superstructure, 25 percent 
Architectural, plumbing, wiring, 50 percent 
Tailrace 


Reservoir and dam: 
Clearing 1,040 acres, at $70 70, 000 
Dam concrete, 1,225,000 cubic yards, at $20_....-._-.____.._ _- 24, 500, 000 
Construct plant, 15 percent 3, 680, 000 
Diversion and care, water 10 percent (tunnel already in) 2, 450, 000 
Excavation and foundation, 20 percent. 4, 900, 000 


35, 600, 000 


Spillways: 
Crest gates and hoists, 28,248 cubic feet per second at $2.50 71, 000 
Piers and decks, 80 percent 57, 000 
Excavation and concrete, 28,248 cubic feet per second, at $2.50__ 71, 000 
Inclined tunnel, 200 x 3.28, at $520 342, 000 
Straight tunnel, 75 x 3.28, at $260 64, 000 


605, 000 

Headworks: 
Gates and hoists, 33,000 kilowatts, at $8.50 280, 000 
Trash racks, 50 percent 140, 000 


420, 000 
Penstocks: Pipe and supports, 110 x 3.28 x 
33,000 
170, 000 


7 
Outlets: 2, at $116,000 232, 000 


Turbines and generators, governors, valves: 
33,000 kilowatts, at $26 858, 000 
er Tr cto ce acces anaes ccbustagiiadeendnin he tana 33, 000 


891, 000 


Accessory electrical, 33,000 kilowatts, at $10 330, 000 
Miscellaneous powerplant equipment, at $5 165, 000 
Roads (already partly let) 1, 700, 000 

Total direct cost hydroelectric plant 41, 437, 000 
Indirect construction cost, 6144 percent 2, 700, 000 
Design and construction engineering, 101% percent 4, 350, 000 
Executive and administrative, 8 percent 8, 320, 000 
Other general expense, 3 percent 1, 240, 000 


Total plant, less transmission 
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Cost estimate of Karadj dam project (186 meters high as proposed by B/R, 
May 1954)—Continued 

Transmission : 
Switchyard, 38,000 kilowatts, at GAGiian nn eins $149, 000 
Overhend .comitietorns; OG:8 mile@e. eck nke son ccctn nena 388, 000 
eit GHG Epes OP WER A. thao ce cide nce 39, 000 
Towers and fixtures 776, 000 
Substations 925, 000 


2, 277, 000 


Total plant 55, 324, 000 
Contingency, 10 percent 5, 532, 000 


60, 856, 000 
Interest during 5-year construction, at 6 percent 9, 100, 000 


Total project cost 69, 956, 000 


REFERENCE LIST OF QUOTATIONS FROM THE MAy 1954 “EVALUATION REPORT” ON 
KARADJ PROJECT 


LETTER, DEXHEIMER TO CRAIG 


Page 2: “Period of record is very short.” 
Page 4: “There is a serious question if this record (water resources) is 
representative of the long-time average.” 


EVALUATION REPORT 


Page 8: “An equalizing reservoir * * * should be * * * included.” 

Page 9: “The foundation of the dam was assumed to be competent rock * * *.” 

Page 16: “Interpretation of the meager geologic information available * * *.” 

Page 18: “Very little information is available on the geology of the reservoir.” 

Page19: ‘Tests on the sample show the sand (for concrete) is not first quality.” 

Page 25: “This evaluation covers the short period of record only.” 

Page 26: “Data did not permit making a correlation study «f precipitation or 
runoff records sufficiently accurate for use in extending records on Karadj River.” 

Page 29: “Data were not available on the evaporation losses * * *.” 

-age 31: “Present information is not adequate to evaluate these possibilities.’ 

Page 34: “Detailed information on the ownership pattern of the project lands 
is not available * * *.” 

Page 37: “In the absence of information on the present recharge rate of the 
groundwater reservoir * * * it was assumed for benefit estimates * * *.” 

Page 50: “Nonproject costs are also necessary to insure realization of the 
benefits, * * * but information on such costs is incomplete.” 


’ 


SUBSTANTIATING MATERIALS 
CHAPTER I 


Page 9: “Information on earthquake conditions in Iran is rather meager.” 
“Published geophysical data regarding Iran are scanty.” 


WASHINGTON, D. C., April 21, 1954. 
Subject: Karadj project (Iran). 
Mr. GLENN H. Craie, 
Director, Office of Industrial Resources Division, 
Foreign Operation Administration, Washington, D. C. 


Dear Mr. Craic: This memorandum comprises a supplement to our report to 
you dated March 5, 1954, on the above project. It has been prepared at your 
request after having read the documents listed below on this same subject: 

(a) Letter addressed to Mr. William M. Rand, Deputy Director, FOA, dated 
March 15, 1954, by Mr. C. P. Dunn, of Morrison-Knudsen International Co., Inc. 
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(b) Memo addressed to Mr. William BE. Warne, Director, Operations Mission, 
Iran, dated March 15, 1954, by Mr. Walter B. Bierce. 

(c) Memo addressed to Dr. D. A. FitzGerald, dated March 18, 1954, by Mr. 
William E. Warne, Director, USOM/Iran. 

(d) Airgram addressed to FOA/Washington, dated April 10, 1954, (sent) by 
Office of Director of United States Operations Mission to Iran, transmitting 
memorandum of R. F. Hamilton for delivery to Mr. Luther E. Cliffe, acting foreign 
activities officer, Bureau of Reclamation, Washington 25, D. C. 

We were originally requested to make an evaluation of the project and pos- 
sible alternatives (particularly with respect to power). We do not find in the 
arguments set forth in the above communications any basis for changing our 
fundamental conelusions. Even should the Qum oilfield fail as a fuel source, oil 
from Abadan or any closer field is the logical source of power and energy 
for Teheran. 


TEHERAN MUNICIPAL WATER SUPPLY 


The original report did not contemplate the Teheran municipal water supply 
as a major consideration in the economics of Karadj project. An examination 
of the streamflow records shows that the natural flow of the Karadj River is 
adequate to supply the present requirements of Teheran. In the 8 years of 
record, there was not a single month when the natural flow averaged less than 
the estimated requirements. 

In the future some small storage may be needed to take care of low-flow days. 
These low-flow days cannot justify an extremely high dam such as Karadj. 
Most cities in the United States resort to some form of rationing to meet their 
occasional dry periods and consumption peaks, 

Furthermore, Karadj Dam cannot improve the quality of the water. It appears 
that the Teheran municipal water supply is not at all dependent on Karadj Dam 
and for that reason should be given only minor consideration in any justification 
of the project. 

IRRIGATION 


Mr. Warne, in his memorandum to Dr. FitzGerald of March 18, 1954, confirms 
our conclusion that the ghanat system is a very important, extensive and 
sensitive factor in the economy of Iran. The Board would expect that an 
artificial lowering of the water table as little as 1 foot, and certainly for 2 or 3 
feet, would have an adverse effect on some of the ghanat irrigation water supply. 

It is known that in dry cycles of years, many ghanats are deficient in their 
water supply. The inverts of the ghanats have a fixed elevation, and the water 
table is seasonally rising or falling. Interfering with the natural flow of the 
Karadj River, storing some of it and diverting almost all of it into watertight 
canals to some new acreage for irrigation may affect the natural fluctuations 
of the water table adversely. The possibility of an economic tragedy due to 
an interference with the seasonal water table fluctuations should not be ignored. 


POWER SUPPLY 


The misunderstanding about the Quam oilfield means only that the thermal 
energy will cost more, by reason of higher transportation costs. Iran’s ability 
to transport the oil from Abadan to Teheran has been questioned but the priority 
of a fuel supply for a modern thermal electric system in Teheran would 
undoubtedly create a pressure which would improve the railroad service. 


PRIORITY IN THE USE OF WATER 


The Karadj project is a multiple-purpose project, practically a dual-purpose 
project—irrigation and power. Recreation and wildlife should not be con- 
sidered as having any tangible values which the country can afford. Only a 
small and unreliable degree of flood control can be obtained from the allocation 
of the usable storage capacity to irrigation and power. 

There is a very positive conflict however in the use of water from the Karadj 
Dam for irrigation in the summer and for carrying highly variable peak loads 
on an electric system, particularly in the winter season. The conflict requires 
an allocation of the primary use of the water and the storage capacity to properly 
evaluate the economics of those two uses. No such allocations appear to have 
been made. 
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COsT 


The consultants’ estimate of $45 million for the dam and powerplant did not 
include the end-use facilities, the downstream powerplant nor any downstream 
equalizing or diversion dam. It was arrived at by taking the $33,900,000 of 
MKI’s January 21 cost estimate plus an estimate for the following additional 
items: 

1. Project organization (partly spent already). 

2. Reservoir land, rehabilitation, rights-of-way. 

3. Operators village and facilities. 

4. Communication facilities for dispatching in addition to the carrier 
current. 

5. Winter protection of concrete during construction. 

6. Cooling of concrete during construction. 

7. Anticipated increase of concrete, excavation, and other quantities due 
to conservatism of final design, allowance for earthquake, etc. 

8. Engineering. 

9. Projectwide normal contingencies. 

It was assumed that MKI intended to furnish all cofferdams, aggregate plant, 
concrete mixing and batching plant, cement-handling equipment, cableways, and 
all other construction equipment incidental to the work, as a part of the 
$33,900,000. 

An independent cost estimate has been made by the consultants since issuing 
the original report. A summary of that estimate is appended. 


OPERATING LOSS 


Mr. Bierce, in his memorandum of March 15, estimates that the project would 
show a net income after debt service for the first stage of the project (the only 
stage of immediate concern) of $464,600. This net income has been derived 
using a total construction cost of $28 million and amortization in 50 years 
with 3 percent rate of interest. 

Using the project cost given in the original report there would be a net annual 
loss, rather than income, derived as follows: 


Net annual income (Mr. Bierce’s figure)__._.______________-_______ $1,552, 600 
Payment per year for interest and to retire capital cost in 50 years— 
8 percent interest and cost of $45,000,000 (factor—0.0388655)__.. 1, 748, 900 


TOO RON, CU ce nieces tcc nk cache caics sas csracabpaside discrimi 196, 300 


The Board has made no check of the above net annual income of $1,552,600. 


INCOMPLETE PROJECT 


It was pointed out in the original report (par. 5) that the project as proposed 
is incomplete. No facilities are included for delivering irrigation water to 
farmers, or for distributing the electrical energy it would generate to con- 
sumers. The existing electrical distribution system in Teheran and environs 
is admitted to be entirely inadequate. Unless these facilities are concurrently 
planned and constructed, there is great danger that the water and electrical 
energy it would make available cannot be immediately utilized, and an economic 
loss will accrue until they are available. It is unsound to proceed with the 
Karadj project without realistic assurance that it will be fully effective. 


MISCELLANEOUS FINDINGS 


In the course of its original studies the Board arrived at the following previ- 
ously unexpressed conclusions : 

1. It would not be advisable, both for structural and economic reasons, to 
increase the height of the dam beyond the elevation established by Entreprises 
Metropolitains et Coloniales. 

2. The downriver development (including variations of the original scheme) 
cannot improve the economics of the project enough to warrant its inclusion. 
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3. A rockfill dam not exceeding 100 meters high would have many advantages 
over the proposed high, thin-arch dam. It might cost much less, but it would 
still result in an uneconomical project. 

Respectfully yours, 
A. C. CLOGHER, 
Chairman, Ebasco Services, Inc. 
W. J. BAILey, 
Detroit Edison Co. 
W. D. HENDERSON, 
Jackson & Moreland. 


Karadj project—Summary of an independent cost estimate made by the consult- 
ants since the original report 


Land acquisition $387, 000 
Birwctures Bic Seer. ae. Sh eh Se a ch ee ‘ 627, 000 
Reservoirs, dams, and waterways 22, 542, 000 
Turbines and generators 710, 000 
Accessory electrical equipment 300, 000 
Miscellaneous powerplant equipment 150, 000 
MOONE: ORR ei dd ithe Sse kis ieacee ie’ 2, 800, 000 


Total direct cost exclusive of land 27, 129, 000 
Indirect construction costs (6% percent) 1, 760, 000 
Design and construction engineering (1014 percent) —--__-_-__-_______- . 2,850, 000 
Executive and administrative (including contractor’s fees) 2, 170, 000 

Total hydraulic plant including land 34, 296, 000 
Transmission and transformation 3, 185, 000 
Project total including land and transmission 37, 481, 000 
Normal contingency (10 percent) 3, 748, 100 


41, 229, 100 
Additional for earthquake and redesign (20 percent) of dam only_-_. 4, 140, 000 


Grand total, project 45, 369, 100 


NotTr.—This does not include any end-use facilities nor any interest during construction. 


Report DatepD Marcu 5, 1954 


After this report, duted March 5, 1954, was issued, FOA requested that 
the unit-cost comparisons shown in appendix A be shown also with unit costs 
adjusted to current price levels. These were determined and added by hand to 
most of the copies. This addition has been incorporated in this copy and identified 
as such, 

The comparative unit costs are mentioned only once in the text—paragraph 
No. 2,0n pagel. The change brought about by using adjusted unit costs is shown 
in the text by the insertion in capital letters on the first page. 


WASHINGTON, D. C., March 5, 1954. 
Subject : Karadj hydroelectric project (Iran). 
Mr. GLENN H. Crate, 
Director, Office of Industrial Resources Division, 
Foreign Operations Administration, Washington, D.C. 

DEAR Sir: In compliance with your letters of invitation, dated February 12, 
1954, and subsequent authorizations, the undersigned, functioning as a com- 
mittee of consulting engineers, have reviewed the proposed Karadj hydroelectric 
project and submit this brief report. 

The review, performed in the period February 15 to date, at the office of the FOA 
in Washington, has been prepared for the purpose of assisting you in your 
consideration of the project. 

1. The dam site appears to be attractive for the construction of a high dam. 
Unfortunately, the streamflow and the reservoir capacity are not commensurate 
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-_ 


with the cost of this dam, which would be exceeded in height by only 7 other 
dams in the world. 

2. Only of the important benefits to be derived from a project of this type 
is the storage of water whether it be for irrigation or power or from both. In 
this case the narrow gorge and steep profile of the river make the storage capacity 
relatively small. Storage capacity of the Karadj project is 19 times as costly as 
the average for a group of similar PROJECT IS 6.2 TIMES AS COSTLY—WHEN 
ADJUSTED TO CURRENT PRICE LEVEL’ large dams (see appendix A). For 
power purposes, head is also important but on very small steep streams like the 
Karadj, the cost of head obtained by a high dam is seldom justified. 

3. Karadj Dam would store only 255 cubic meters of water per cubic meter of 
masonry. The average of the 37 comparable dams is about 18 times as much. 
(See appendix B.) Further, it must be expected that silting of Karadj Reservoir 
would cut down the available storage quite rapidly. Also, the final designs, 
considering earthquake allowances, the location of sound rock foundations, and 
the tendency toward conservatism when responsibilities have to be faced are 
almost certain to increase the volume of concrete in the structure. These would 

ggravate an already exorbitant proportion. As now designed, the masory in 
the project would require the entire cement production of Iran during the concrete 
placing period. 

4. The proposed time for construction, 3 years, is too short. At least 1 and 
possibly 2 more years are likely to be required. 

5. As proposed, the project is incomplete. It should encompass the complete 
development of the land to be irrigated, also the distribution facilities for mak- 
ing the power available to those in need of it. 

6. The electric power and energy to be obtained from the Karadj project will 
not provide Teheran with an adequate power supply. It would be only a partial 
solution to Teheran’s requirements. The use of water from the reservoir for 
power generation would be adverse to the interest of irrigation much of the time. 
Such conflicts are difficult to resolve. 

7. The irrigation feature of the project seems to have been accepted without 
a definite plan for utilization, or any knowledge as to whether it will have an 
adverse effect on presently irrigated land. It may have sich an effect. 

8. If the power be appraised at $400 per kilowatt and the water on the land 
at $1,000 per hectare irrigated ($400 per acre) the total value would be $21 mil- 
lion. The power and water for irrigation will cost approximately $45 million. 
The imponderables should be valued at least at $24 million to justify rushing into 
any further commitments on this project now. 


ALTERNATE PLAN FOR THE TEHERAN AREA 


9. It is quite possible that greater permanent benefits will accrue to the 
people of Teheran and the surrounding countryside from an alternate plan which 
comprises a thermal power supply and improvements to the existing irrigation 
facilities. It is suggested that consideration be given to such a plan by FOA 
and the Government of Iran before deciding to proceed with the Karadj project. 

10. Iran is a country which is “bulging” with indigenous oil. The thermal 
alternate can be made available sooner, at smaller unit cost, and at an operating 
cost which will be practically all in local currency. 

11. Qum oilfield, 145 kilometers (90 miles) south of Teheran, should be con- 
sidered as a fuel source for thermal power. Crude oil could be piped to Teheran 
where a refinery could produce gasoline and kerosene for the Teheran area as will 
as fuel for a thermal plant. 

12. The relative ability of the two types of projects in carrying the customers’ 
loads is as follows: 


Kilowatt Annual kilo- 
capacity watt-hours 


Karadj project (multipurpose)._- 30,000 | 155,000, 000 
2 35,000-thermal units_.___ __~- e 70,000 | 2 280, 000, 000 





1 Not including 30 million kilowatt-hours of fuel saving energy. 
2 At an assumed annual use factor of 45.7 percent. 


1 This line (in capitals) was not in the original printing. 
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13. The domestic water supply for Teheran not supplemented by storage from 
the Karadj Dam, will eventually become inadequate during extremely cold 
spells. This inadequacy can be alleviated by a storage reservoir near the city of 
Teheran or an auxiliary system of wells. 

14. No specific plan is here suggested as the equivalent of the irrigation part 
of the Karadj project. However, there seem to be many opportunities for im- 
proving and increasing the irrigation facilities in the Teheran area. Any money 
and effort available for benefits to irrigation can be used for innumerable minor 
improvements and for the perfection of an area water-control system as may be 
deemed suitable by the Iranian Government. The ground comprising the foothills 
is now a natural storage reservoir. Its effectiveness may possibly be improved by 
diversions and flooding during high water and by wells and pumping during low 
water. While the ultimate plan may require considerable time, investigation, 
study, and experiment, it should not be overlooked that important improve- 
ments could be made effective before the first stored water from the Karadj 
Reservoir could be used for irrigation. 

15. The principal components of the Karadj project and the alternate thermal 
scheme, both carried to end use, and the probable ultimate costs of each are 
tabulated below. The costs are approximate, based on experience derived from 
projects of this kind. They are presented in an attempt to give FOA a more 
realistic picture of the situation and its probable ultimate costs than seems to 
have been presented heretofore. 


Equivalent millions of dollars 


Karadj project Alternate thermal project 


United| Eu- Total | Iran | United} Eu- Total 
States | rope States 


Karadj yo and powerplant (30,000 kilo- 
watts 

Thermal powerplant near Teheran (70,000 
kilowatts) - 

Rural water distribution 

Teheran auxiliary water supply 

Oil pipeline Qum to Teheran (145 kilo- 
meters) -.__--- 

Refinery near Teheran ! 

Electric distribution 





Total cost excluding water distribution_- | 
Tanks Cort weer aN in int cee ecic i Sk teense aloe nen 








1 No allocation to gasoline and kerosene. 


ORGANIZATION AND MANAGEMENT 


16. Whether the Karadj project as proposed, or the thermal alternate be 
adopted by FOA and the Government of Iran, the management of all phases of 
the work to be done and expenditures to be made should be placed immediately 
in the hands of an established private American engineering and construction 
organization, experienced in the major features of the general plan adopted 
and competent to manage the project as a whole. Such an organization should 
be responsible to the Government of Iran (under the appropriate ministry) for 
the management, engineering, purchasing, inspection, construction, and initial 
operation of all parts of the adopted project. Certain phases or specific parts 
of the engineering, inspection, and construction might be carried out under con- 
tracts with third parties, negotiated and awarded (with Government approval) 
by said management organization. 

Respectfully yours, 
A. C. CLOGHER, 
Chairman, Ebasco Services, Inc. 
W. J. Barley, 
Detroit Edison Co. 
W. D. HENDERSON, 
Jackson & Moreland. 


| 
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APPENDIX A 


Dollar comparison with other dams 


Storage | | Unit cost Unit cost 
Name of dam Structural | capacity Original cost (per acre- adjusted 
| height (feet) (acre-feet) | of dam | foot) to current 
| price level ! 





3 


Karadj 564 | 122, 000 | 2 $27, 150, 865 | 
Elephant Butte_..-..-..----- ws] 306 2, 274, 000 | 4, £38, 000 
Roosevelt _ _ 284 | 1, 420, 000 3, 806, 000 | 
pS eee 190 | 3, 120, 000 10, 742, 000 7 
5 265 | 1, 020, 000 4, 360, 000 | 10 
IE i, sich dacwenncenl 315 1, 120, 000 5, 626, 999 | 19. 
Deadwood. eae 165 164, 000 | 1, 359, 395 | . 28 | 28. 
Hoste Mews....<.......-. mae 305 245, 000 2, 873, 000 ye 35 
Grand Coulee 550 9, 700, 000 | 118, 600, 000 | 2. 22 | 26. 7 
Sariyar, Turkey sobeod 328 1,620,000 | 20, 000, 000 | 2:30 | 12. é 
Arrowrock-..-_----- 348 276, 500 | 4, 796, 488 | .35 117. { 
Hoover 726 | 32, 359,274 | 70, 600, 000 | 21. 80 | 63. 
Bartlett _ 273 | 200, 000 | 4, 472, 000 22. 36 56. 8 
Fees shobeoiis ose 290 | 520, 550 5, 000, 000 8. | 62. § 
Average (excluding Ks sradj) a a i eI a ie 7 35 
Karadj unit cost—above average | 


$9. 
16. ; 


Gr > GO BS BO § 





| 
} 
| 
| 





1 This column was not in original printing. 
2 Based on estimates of MKI with power facilities excluded. 
3 This line not in original printing. 


APPENDIx B 


Masonry comparison with other dams 


| Storage Cubic meters 
| capacity of storage 
Name of dam Country of location Height in (millions | per cubic 
meters ofcubic | meterof 
meters) masonry 
in dam 


Fs sie dktrd Xs cage dtast ; 
Pathfinder United States__-- 

Hoover 
Coolidge : ed 
BN Sea ee Mexico sed 
. Seminoe United States.........._- : 
. Shoshone..._..._--- wasid anne 

. Angostura 

. Mahinerangi 


COls 


OO MID Or Od ND 
© 


. Roosevelt 
. Elephant Butte. -...._._--- 
. Tungabhadra 
Po a 
5. Hume 


. Assuan 1912 
. Assuan 1902_-..._.._- 
. Mettur | “India. __-- 
. Bartlett. _._.- ...------| United States 
. Don Pedro gee 
Senna. _- Sudan 
. Hartebeest poort. 
. Krishnarajasagar 
EE Mba onclacetocesnan | Morocco 
Exchequer | United States 
Australia 
| United States 





> a oN 9-168 c ’ 
MAWOOH IHS WH WHO mm 


PPP PHP rr rrr EMRE Nesp NEP OOM —s 


BSBRERRESED: 
ee aloussibm dens 


Dam. 
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APPENDIx C 
Notes oN ENGINEERING INFORMATION Now AVAILABLE 


TOPOGRAPHY 


1. Contour map of dam site is good and sufficient for preliminary 
design and construction plant layout. 

2. Topographic map of reservoir and the capacity curve are good. 

4. Watershed topography available is adequate. 


GEOLOGY 


1. Two reports on the geology of the site have been made. One by 
Arnold Heins and one by the engineer of ASFIA. They both agree 
and seem to be clear and sufficient from an areal standpoint. It is 
noticeable, however, that neither mention faulting of the rocks in any 
way. One engineer who visited the site states that there is evidence of 
faulting and that is certainly to be expected. Faulting is quite im- 
portant to a structure of this type and might have a very serious effect 
on the cost and the safety of the structure. This effect is more import- 
ant to high dams and to arch dams. 

The only borings to date do not appear to be core borings and give 
very meager information. In view of the jointing and fissures ~de- 

scribed by the reports mentioned above, it is important that seepage 
and pressure tests be made on large numbers of core drill holes from 
the top to the bottom of the dam. 


HYDROLOGY 


A monthly average stream flow hydrograph at the dam site for 
5 years, April 1944 to March 1949, was prepared by Enterprises Metro- 
politans & Coloniales. Their reports say nothing as to whether these 
were made from rainfall-runoff relations or from actual gagings and 
nothing is shown as to location of gage, frequency of re: adings, ‘rating 
curve, or control for rating. The hy drograph appears to be reason- 
able. The Mozayeny report presents a hydrograph for the 4 years, 
January 1948 to ‘December 1951, ore mean daily discharges at a 

aging station at Bilaghan (drainage area, 1,120 square kilometers). 

he dam is 19 kilometers upstream cone ak gage (drainage area, 890 
square kilometers). Frequency of readings, number of gagings, rat- 
ing curve 5, lly Presumably another 214 years of recor ds are now 
available in Irs 

The above onal serve to give the flow characteristics of the stream 
and indicate the order of the development feasible. 


Aprrenpix VIII 


WASHINGTON, D. C., October 3, 1956. 
Hon. Porter Harpy, Jr., 
Chairman, International Operations Subcommittee, 
House Office Building, Washington, D. C. 

Dear Mr. Harpy: For the information of your International Operations Sub- 
committee, I enclose comparisons between the testimony of the 1952-55 Director, 
United States Operations Mission to Iran, Mr. W. EB. Warne, on the Karadj Dam 
project (Karadj River development), and the facts of record from the June 25, 
1956, hearings. (Enclosure, September 29, 1956, RA.) 
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Your subcommittee called me for testimony and presentation of facts on 
June 25, 1956, and my appearance was followed by Mr. Warne. 
Any further comments or factual data desired will be supplied promptly upon 
request. 
Sincerely yours, 
Ropert ALEXANDER. 


JUNE 15, 1956. 
SUMMARY CHRONOLOGY OF KEY DECISIONS 
KarapJ DAM PROJECT—TEHERAN POWER SUPPLY AND POWER DEVELOPMENT 
UNITED STATES OPERATIONS MISSION TO IRAN—1952-55 (FOA-IRAn) 
1952 CHRONOLOGY 


May 12: The Director FOA-Iran, Mr. William E. Warne, negotiates and signs 
with the Government of Iran, United States Policy Agreement (Industry No. 6): 
To stimulate: Private investment; reasonable return on invested capital; and 
modern financial and technical management. 

June 28: The director signs loans for two Government ventures, Rey cement 
plant and Tchitaszi cotton mill, totaling $2.2 million. The $600,000 loan to Rey 
cement is for steam-electric generating equipment to power the two mills, both 
located in Rey, a suburb of Teheran. 

August (?): Teheran’s power requirements study made for FOA-Iran stresses 
the immediate need for a minimum of 25,000 killowatts of steam-electric generat- 
ing capacity. 

October 7: The director assigns the $475,000 remaining in the Rey cement loan 
to finance steam-electric generating capacity for Teheran, a more efficient use 
of FOA-Iran’s funds than for a small industrial plant. Agreement No. 3. 


TEHERAN’S POWER SUPPLY—1952 


Teheran’s central station capacity in mid-1952 is only 16,400 killowatts, aug- 
mented by about 8,000 killowatts in industrial plants. Service is supplied to only 
some 39,000 users with an on-peak voltage of 110-120, half the nominal 220-volt 
design supply. About 40,000 applicants are unconnected. Industrial activity is 
severely curtailed and industrial growth is impossible. 

Teheran, the capital of Iran, has about 1 million inhabitants, out of Iran’s 
estimated population of 17 million. 


1953 CHRONOLOGY 


January 15: FOA-Iran and Teheran-Government of Iran agree on need for 
immediate order for two 12,500-killowatt steam-electric units estimated to cost 
about $3 million CIF Iran (high). FOA-Iran pledges $500,000 toward the 
$750,000 downpayment, and will attempt to secure additional funds in future 
budgets. Teheran agrees to attempt to obtain a Government of Iran guaranty 
for the remaining $2.25 million of import costs, payable over 36 months. Teheran 
ean finance the 120 million rial local erection costs from user-investors. 

April 4: The Director rejects combined FOA-Iran, Government of Iran plan 
for local private organization and financing of power supply growth as—“Good 
business practice, but antipublic development.” 

May 11: The Director withdraws the $500,000 pledged on January 15 for 
Teheran’s power supply, along with other residual United States funds to create 
a $7.7 million economic impact fund in response to Premier Mossadegh’s request 
for a more immediate emphasis on industrial development. 

July 1: The Prime Minister’s Office protests to the Director his May 11 diver- 
sion of the $500,000 from financing of Teheran’s imperative power expansion. 

July 1: The Director is continued with full financial control in Iran of pro- 
gram funds for the coming fiscal year. 

July 11: Teheran issues bid requests for 10,000 to 12,500 kilowatt steam-elec- 
tric units, expecting the Director will honor his pledge of financial support from 
the $7.7 million economic impact fund. 

August 6: The Director replies to the July 1 letter from the Prime Minister’s 
Office regarding Teheran’s power supply, stating that he is fully aware of 
Teheran’s dire need for additional power capacity, but FOA-Iran will concen- 
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trate all its financial and technical resources on the development of hydro- 
electric power as more to the economic advantage of Iran and the Teheran area. 

August 6: Replies to Teheran’s bid requests of July 11 show that three 12,500- 
kilowatt steam-electric units can be obtained for about: 


Source | Cost CIF Iran | Total in service On order payment 
| 
es | 

$3, 800, 000 1 $5, 600, 000 | 20 percent, $760,000. 

1 6,000, 000 | 25 percent, $1,050,000. 


Guaranteed f. 0. b.: 14 months. 

In service all units: 30 months, 

In service 1 unit: 24 months. 

Potential energy: 200 million kilowatt-hours annual. 
Payment terms: 36-60 months. 


1 Erection costs in Iran in rials. 


November 11: The Director signs agreement No. 73 for the construction of the 
Karadj Dam at an estimated cost of $17 million as designed by Enterprise Metro- 
politaine et Coloniale for the Iranian Irrigation Authority to store 150 million 
cubic meters of water, a 30,000 kilowatt powerplant to generate 85 million 
kilowatt-hours annual (9.9 million kilowatt-hours monthly, 7 months; 3.1 million 
kilowatt-hours monthly, 5 months), irrigation water for 22,200 acres, and potable 
water storage for Teheran when required in 1965. 

Minimum time for completion, 48 months after settlement of design, economic 
base, and guaranteed financing. Initial financing by FOA-Iran $1.4 million. 
lran—Zero. Standby steam-electric power capacity costing $2.5 million omitted 
from cost estimate, as well as interest and overheads. 

November 28: Morrison-Knudson International (MKI) obtains a fixed fee, 
cost plus interim agreement for construction of the Karadj Dam project. The 
MKI noncompetitive agreement supplants an existing contract for construction 
of Karadj held by a French concern, who had begun work in 1950-51 at the dam 
site, imported equipment, drilled a diversion tunnel, engineered the highway 
relocation, and cleared the approaches. The French contract was suspended 
with the mounting financial stringency following Iran’s nationalization of oil 
and the dispute with Great Britain. 


1954 CHRONOLOGY 


January 12: FOA-Iran financed loans to Tchitaszi textile mill now total $2.2 
million but there is no prospect of a power supply to operate this FOA-Iran spon- 
sored mill. (Agreements: No. 8, June 28, 1952; No. 53, April 22, 1953; No. 97, 
January 13, 1954.) 

January 13: The Director signs agreement No. 8 diverting the $475,000, pledged 
to Teheran on October 7, 1952, for purchase of steam-electric capacity, to pur- 
chase of “heavy equipment for general use in Iran.” (See October 7, 1952, 
agreement No. 3.) 

January 13: The Director, by memo, requests the FOA-Iran staff to investi- 
gate the critical power shortage in Teheran, the Rey cement plant, and the 
Tchitaszi textile mill. 

The Managing Director, Teheran Power System, Mr. Ali Akbar Nadjm, and the 
Managing Director, Seven Year Plan, Mr. Abolghassem Panahi, in a joint meet- 
ing have impressed upon the Director: “There is a serious power shortage in 
Teheran, and Teheran is faced with a breakdown in supply at any time, as there 
are no reserve units.” 

January 18: FOA-Iran’s staff reports to the Director the results of a series 
of meetings between the Teheran power supply, the Seven Year Plan, the United 
Nations, and FOA-Iran: 


(a) Teheran requests FOA-Iran to honor its pledge of October 7, 1952, 
repeated January 15, 1953, of financial assistance in purchasing steam- 
electric generating capacity. (See agreement No. 8, January 13, 1954.) 

(6b) Rey Cement is proposing purchase of two 2,000-kilowatt diesel-electric 
units for its own supply, which will not insure its own operations, depended 
upon to furnish cement for the Karadj Dam construction. 

(c) Tchitaszi textile mill is without any prospects of a power supply. 

(d) FOA-Iran’s official position is that any available funds of FOA-Iran 
should be concentrated on Karadj as power from Karadj can be provided 
as quickly as from new steam-electric capacity, will be more economic, and 
in greater supply. 
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(e) All competent engineers, Iranian, French, and American know this 
FOA-Iran position is untenable on all counts. 


January 18: The Director by letter (written January 16) assures the Manag- 
ing Director, Seven Year Plan, Mr. Abolghassem Panahi, that he, the Director, 
fully appreciates the need confronting the Government of Iran to provide addi- 
tional power capacity for Teheran, Rey Cement, and Tchitaszi as soon as possible. 
Meetings are now in progress seeking a solution, and FOA-Iran understands 
the problem and wishes to do all possible to help. 

January 30 (?) : First reports are received from the Bureau of Reclamation of 
cost estimates and economic base for the Karadj “medium” dam approximately 
the same as designed by Coloniale (French) and as accepted by the Director in 
agreement No. 73, November 11, 1953. The BofR estimates are: 


Cost Capacity 


Storage dam $23, 100, 000 | 1 150,000,000 cubic meters, gross; 120,000,000 cubic 
meters, net. 

Powerplant and transmission..---- Sad 4, 900, 000 | 30,000 kilowatt capacity. 85,000,000 kilowatt- 

hours seasonal. 9,900,000 kilowatt-hours 

monthly, 7 months. 3,100,000 kilowatt-hours 


monthly, 5 months, 


~ 28, 000, 000° 000, 000 

2, 200,000 | Steam-electric standby of about 12,500 kilowatts 
Omitted: Interest during con- to supply the kilowatt-hours not available in 

struction, engineering, contingen- the 5 summer months, and Teheran’s kilowatt, 

cies, and cost-plus contract. Ce- hour requirements in the 7 winter months in 

ment supply in Teheran area excess of the 9,900,000 kilowatt-hours estimated 

insufficient for Karadj supply. — based on optimum water con- 
tions. 





Norte.—Interest rate, 3 percent; term 50 years. See terms and interest rates of Export-Import Bank and 
World Bank (IBRD). 


Revenue estimates Annual | Remarks 
amount 


Ng OO teeta ie, $816, 000 | 85,000,000 kilowatt-hours annual. This charge of 96 cents 
per kilowatt-hour is about 1 cent or 10 percent higher 
than firm steam-electric costs to Teheran. Karadj power 
is seasonal, but charge is for firm power. 

Irrigation water 108, 000 | Usha as to quantity, land area, or water rights of 
anaowners, 


Potable water for Teheran_-_- 75, 500 | Potable water storage will not be required for 10-12 years. 
| Teheran owns water rights included in charge. 





February 1 (?): MKI proposes a construction plan, and offers major items of 
construction equipment, secondhand, located in the United States and north 
Africa. Bureau of Reclamation requests, urgently, geological samples and other 
data for use in redesign of the dam structure. 

February 3: FOA-Iran signs contract with Bureau of Reclamation, Denver, 
for redesign of the Karadj Dam project, powerplant, addition of a second stage, 
and general supervision. The FOA-Iran Bureau of Reclamation contract abro- 
gates the existing contract held by the Coloniale for design supervision accepted 
by the Director in his agreement No. 73 of November 11, 1953. 

February 4: The Director is informed by memo study that, at present, the 
uncoordinated efforts of all should be concentrated on central-station capacity 
for Teheran. Steam-electric generation is the correct solution, agreed to by all. 

February 5 (?): The Karadj River Development Authority is formed at the 
request of the FOA-Iran to supplant the Iranian Irrigation Authority designated 
in agreement No. 73 as the responsible agency. 

February 10 (?) : FOA, Washington, notifies Bureau of Reclamation the trial- 
load analysis requireing 6 months is not wanted at this time, and FOA requests 
Bureau of Reclamation to submit immediately an economic and technical evalua- 
tion of the Karadj Dam project. 

February 14: MKI inquires of the Government of Iran the availability of funds 
supposedly made available in rials with the signing of the November 28, 1953, 
interim agreement. MKI has completed much local planning, some construction 
work, and is unpaid for work done to date. 





1172 UNITED STATES AID OPERATIONS IN IRAN 


The proposal to pay for work done and finance future construction from the 
counterpart rial account (joint fund) of FOA-Iran is agreeable to MKI provided 
there is no change in the interim agreement, which will be completed when a 
final project design, now under study, is ready and accepted by the Government 
of Iran. 

February 15 (?): FOA, Washington, engages three private consulting firms to 
report jointly on the economic and technical feasibility of the Karadj Dam 
project. 

February 16: The Director is informed by FOA-Iran memo study again of the 
imperative need for steam- electric generating capacity for Teheran. This is the 
consensus of Teheran, 7-Year plan, United Nations, and FOA-Iran. Teheran can 
raise a minimum of Ris400 million ($5 million) for power expansion from user- 
investors. Foreign exchange is lacking, but FOA-Iran can supply the exchange 
from economic-assistance funds. It is noted that the Government of Iran cannot 
now, or for some time, finance Karadj, and does not show any real interest in 
the Karadj Dam project. 

Steam-electric capacity can be available in 24-30 months. The minimum time 
for Karadj delivery is 60 months. The political, social, and economic needs of 
Teheran and Iran cannot wait for 60 months. 

February 16: The Director authorizes FOA-Iran business and technical assist- 
ance to Teheran in exploring possibilities of local reorganization and financing to 
increase Teheran’s central station capacity. The Director is explicit that FOA- 
Iran will supply no financial assistance—foreign exchange or rials. 

February 17: The Director executes emergency agreement No. 17 in favor of 
Karadj Dam project for $400,000 for equipment imports. The total FOA-Iran 
funds now available for the Karadj Dam project are: 


Dollars / $2, 815, 200 
Rial counterpart 910, 000 


Total from FOA-Iran 3, 725, 200 
Total from Iran 0 


February 23: The Minister of Finance, Dr. Ali Amini, accepts FOA-Iran’s offer 
of business and technical assistance to Teheran in the needed reorganization and 
local financing of central station capacity. Dr. Amini obtains concurrences from 
other Ministers for an immediate study of the proposed plan. 

February 24 (?): The Director departs for Washington to secure confirmation 
of his actions in promoting and financing Karadj, and to obtain additional funds. 

February 25: The Minister of Finance, Dr. Amini, states that it is the decision 
of the Council of Ministers to support fully the proposal for Teheran to finance 
and install immediately steam-electric capacity. The Government of Iran will 
back the FOA-Iran reorganization and financial plan outlined on February 23. 

March 1 (?): Tentative design changes suggested by FOA-Iran to the Bureau 
of Reclamation have raised the estimated cost of the Karadj Dam project, first 
stage only, to $32 million from the $17 million cost of the French design as ac- 
cepted by the Director in agreement No. 73 of November 11, 1953. Addition of a 
second stage brings the total preliminary cost estimate to $51 million, 

The estimated gains, first stage only, over the French designs are: 

Capacity : From 30,000 to 33,000 kilowatts, 3,000 kilowatts or 10 percent. 

Annual energy: From 85 million to 140 million kilowatt-hours, 55 million 
kilowatt-hours or 64.6 percent. 

Seasonal energy : 7 months from 9.9 million to 16.4 million kilowatt-hours 
monthly, or 6.5 million kilowatt-hours, 65.7 percent ; 5 months from 3.1 million 
to 5 million kilowatt-hours monthly, or 1.9 million ‘hapwratt hears, 61.4 per- 
cent. 

Water storage: From 150 to 205 million cubic meters, gross ; 120 to 150 mil- 
lion cubic meters, net, or 30 million cubic meters, net, 20 percent. 

Irrigation area: From 22,200 to 37,500 acres (?), 15,300 acres or 69 percent. 

Construction: From 48 to 60 months after settlement of design, economics, 
and financing. 

Estimated cost: From $17 million to $32 million, $15 million, or 85.5 per- 
cent. (Again omitting interest, overhead, and thermal standby.) 

March 5 (7?) : The three private consultants engaged to appraise Karadj report 
to FOA that the Karadj Dam project should be abandoned at once and steam- 
electric power generation capacity obtained immediately for Teheran. They sug- 
gest other, solutions be found for irrigation water supply and potable water 
storage for Teheran. 
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March 8 (?): The Director, in Washington, presses for Karadj, and states one 
of his cogent reasons is that Karadj will be a fuel saver. Iran has one of the 
world’s largest petroleum and gas reserves in active production. The fuel saving 
from Karadj’s potential hydroelectric output may be as much as two-tenths of 1 
percent of [ran’s oil production. 

March 28: The Director, now returned to Teheran, orders stoppage of any fur- 
ther FOA-Iran business and technical assistance to Teheran on organization, local 
financing, and management for Teheran’s solution by her own efforts of the 
power supply problem. It has been established that about Rls600 million ($7.5 
million) can be locally financed for power development. The foreign exchange 
required—$4.8 million, can be made available from Iran’s resources in the 36 to 
60 months’ payment period offered by suppliers. The early acquisition of steam- 
electric generation capacity by Teheran will seriously deflate Karadj. 

May (7?) : The Bureau of Reclamation and FOA-Iran complete a redesign of the 
Karadj Dam project, and the economic bases, but are without any financial plans. 
The estimated cost is $382 million, but interest during construction, general over- 
heads, and contingencies are omitted as well as 15,000 kilowatts of steam-electric 
standby to replace all or part of the kilowatt-hours not available from hydroelec- 
tric generation during the summer months, and additions for the winter months. 
A more prudent estimated cost is $38 million. 

The time for construction is 60 months after firm financing is obtained, in no 
way settled as Iran has shown no interest in participating in the financing of 
Karadj from her own resources. The economic base assumed cannot be proven. 

July 1: The Director has obtained a 1954-55 fiscal year budget appropriation of 
$2.4 million for Karadj and has access to $500,000 additional in rials. The total 
available now from FOA-Iran for Karadj is $6.6 million. Iran has supplied no 
linancing for FOA-Iran’s Karadj Dam project from her own resources. 

August 3: The Director drafts, authorizes, and forwards to Washington 
TOUSFO A-210, Angust 3, 1954, on the Electric Power Problems of Iran. A-210, 
including the sections on Karadj, is not in conformity with the facts. 

August 21: Teheran, with Government of Iran backing, accepts bids from 
France for 50,000 kilowatts (four 12,500-kilowatt units) of steam-electric gen- 
erating capacity at a cost of about $4 million CIF Iran, and R1ls160 million for 
erection. Iran-Teheran have chosen to invest in steam-electric capacity rather 
than in FOA-Iran’s Karadj Dam project. This punctures the last economic fiction 
for Karadj. 

August 22: Comparative costs and time: 


Superior alternatives Amount Karadj Dam project 
(million) 


| Se oe 


37,500 kilowatts firm steam power, 250 mil- $6.0 | 33,000 kilowatts seasonal power, 140 million 
lion kilowatt-hours annual. kilowatt-hours annual. 

50,000 acres, irrigation ' 1.4 | 37,500 (?) acres, irrigation. 

Potable water storage *- -- i lh 4.4 | Potable water storage. 


Total alternatives - -- 
Total Karadj 


Excess cost for Karadj 


1 Small waiter conservation and water soaking dams. 

2 Not required for 10 to 12 years, or 1965. 

Completion time: Karadj—60 months after settlement of design, economic 
base, and financing, still unsettled June 1, 1956. Alternatives—30 months after 
initiation. 

September 5: An AP dispatch datelined September 3, Teheran, is published in 
the United States, stating “* * * the American backed Karadj Dam project, 
costing $40 million, is gravely suspect and not economically justifiable for many 
years.” 

September 15(?): The Director is recalled to Washington, the Karadj Dam 
project is reappraised, and FOA financing is at once suspended, salvaging 43.6 
million from the FOA-—Iran $6.6 million financing, but leaving a $3 million con- 
spicuous monument to FOA-Iran’s ineptitude, waste, and questionable objectives. 

March 10, 1955: The Director is transferred as Director, FOA—Brazil. 

June 1, 1956: The Karadj Dam project is still suspended. Iran has not seen 
fit to continue financing Karadj since FOA discontinued financial support in 
October 1954. Informal talks have been held with the Export-Import Bank 
regarding a loan of $18 million, but Iran has filed no formal loan application. 


79239—56 75 
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The dam designs are unsettled, and the economic bases are not established. 
There is a conflict over design supervision, and construction supervision, between 
the two French firms who held valid contracts in November 1953, and the 
American concerns who secured supervision contracts abrogating the French 
agreements when Karadj was financed with United States funds in 1953-54. 

Iran’s revenues from oil exports are about $200 million a year. Iran is now 
advised by the International Bank and private consultants. 


GENERAL ACCOUNTING OFFICE AUDIT REPORT 


The Comptroller General’s report to Congress on the United States assistance 
program for Iran, 1952-55 (B-125005, March 15, 1956), was released April 15, 
1956, to the public. 

This audit shows that United States aid for the period was about $400 million, 
of which some $209 million was for economic assistance, and singles out the 
FOA-Iran Karadj Dam project for specific criticism. 

The Comptroller’s report does not completely reveal the poor judgment and 
lack of discretion displayed by FOA-Iran in deliberately rejecting the solution 
of steam-electric power to alleviate Teheran’s critical power shortage, and 
selecting and financing the Karadj Dam project against the requests of Teheran, 
the desires of the Government of Iran, and the advice of the competent FOA-—Iran 
staff members. I was FOA-Iran Chief, Planning and Design, Power, and 
Utilities. 

The FOA-Iran selection of the Karadj Dam project, now suspended by both 
Iran and FOA-ICA, resulted in the wastage of $6.6 million and the stagnation 
of Iran’s economic recovery for over 24 months, and made ineffective several 
millions more spent on economic aid. The damage to the people of Iran cannot 
be counted, nor the loss of United States prestige. 


CONGRESSIONAL INVESTIGATION 


Congress is now (June 15, 1956) conducting a full-scale investigation of the 
FOA-Iran 1951-55 conduct of operations, based upon the General Accounting 
Office Audit report of June 1955. Representative Porter Hardy, Jr., Subcom- 
mittee on International Operations. 

Ropert ALEXANDER. 


SEPTEMBER 29, 1956. 


KARADJ DAM PROJECT 

(Karadj River development ) 

UNITED STATES OPERATIONS Mission TO IRAN (USOM/IrAn) 1953-56 
PREFACE 


These comparisons between testimony of the 1952-55 Director, USOM/Iran, 
Mr. W. E. Warne, and the facts of record are from the June 25, 1956, hearings 
conducted by the House of Representatives International Operations Subcommit- 
tee, Hon. Porter Hardy, Jr., chairman. 

Source: Galley proofs of testimony (RAP-L) including the following appended 
exhibits: 

Audit report to Congress, United States assistance program for Iran, June 
30, 1955. The Comptroller General of the United States. 3—-125009, March 
15, 1956 (GAO/Iran). 

Mutual security program forecasts through June 30, 1955. Country work- 
sheets data supporting congressional presentation March 15, 1954 (March 9, 
1954). Short term development fund (MS/1955). 

sureau of Reclamation report, Karadj River project—Iran. May 17, 1954, 
and supplement of January 13, 1955 (BR/Iran). 

Harza Engineering Co., Chicago, Ill, Report in pursuance of USOM/Iran 
agreement of June 22, 1955 (Harza/Iran). 


FACTS OF RECORD 


Teheran’s power supply, 1952 (11—RAP-L) 

Teheran’s central station capacity was only 16,400 kilowatts, augmented by 
about 8,000 kilowatts in industrial plants. Service (electricity) was supplied 
to only some 39,000 users with an on-peak voltage of 110-120, half the nominal 
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220-volt design supply. About 40,000 applicants were unconnected. Industrial 
activity was severely curtailed and industrial growth was impossible. 

Teheran, the capital of Iran, has about 1 million inhabitants of Iran’s esti- 
mated population of 17 million. 

Teheran’s requested aid from USOM/Iran 

In August 1952 Teheran, at the request of USOM/Iran, presented a study of 
the existing electric power system, and plans dating from 1950 for the expansion 
of the generating and distribution systems by 75,000 kilowatts. These plans 
include a 20-kilovolt primary ring net, which was half completed at the time 
of the August study. (11-RAP-L, BR/Iran). 

Teheran requested USOM/Iran for financial assistance (foreign exchange) 
in the purchase of 25,000 kilowatts of steam-electric generating capacity as a 
start on the 75,000-kilowatt increase in steam-electric generating capacity 
planned. USOM/Iran agreed in January 1953 to aid financially in this pur- 
chase, and indicated that additional financial help would be forthcoming 
(12-RAP-L). 

However, funds which were available for assistance were never released, 
despite repeated requests from the Governments of Iran and Teheran (15-17- 
RAP-L). 

USOM/Iran Karadj Dain project No. 73—November 11, 1953 (21-RAP-L) 

Mr. Warne committed USOM/Iran to a joint agreement relating to the con- 
struction of the (multipurpose) Karadj Dam at an estimated cost to complete 
of $12,800,000 and rials 336,000,000 (total $17,280,000) as designed for the irri- 
gation bongah by the Entreprises Metropolitaines et Colonial (EMC) (contract 
of June 11, 1949). The Karadj Dam project was represented as capable of 
supplying adequate power and water for Teheran. 

Pubiice knowledge, November 11, 1953—Teheran 

Hstimated cost to complete, Karadj (rials 75 to $1): $29,150,000 (BMC, 
Harza/Iran). 

Steam-electric cost estimate: $5,600,000 (12-RAP-L). 

Power supply: From Karadj: 60 months (Harza/Iran) ; from steam-electric: 
30 months (Harza/Iran). 

Power capacity, Karadj: 30,000 kilowatts (EMC). 

Energy output Karadj, 5 mos.: 3.1 million kilowatt-hours monthly; 103,000 
kilowatt-hours per day; 3.4 hours service per day (EMC). 

Cement supply, local: Insufficient in quantity and quality, to furnish supply 
for construction of Karadj. Use of imported cement could raise the estimated 
cost (EMC) of construction by $8 million, to about $37 million (Harza/Iran, 
BR/Iran). 

Water supply, Teheran: Storage facilities not required for about 10 years, 
or until 1965, then only 20 percent of the designed storage capacity of Karadj 
(Harza/Iran). 

Irrigation area: Property owned by high-placed families in Teheran with 
streamflow water rights sufficient to cover increased deliveries at no charge 
to them (BR/Iran). 

Iranian funds: Iranian budget in deficit and United States funds used to 
sustain normal operations of the Government. Private rial funds available 
for power expansion, but Government of Iran completely incapable of financing 
any portion of the Karadj Dam project from its own resources in 1952-55 
(GAO/Iran). 

TESTIMONY 


By the 1952-55 Director, USOM/Iran, Mr. W. E. Warne, afternoon, June 25, 
1956. Reference galley proofs RAP-L and exhibits: 

Mr. Warne (38-RAP-L): “The project agreement 73, which committed us 
for $1,400,000 was, I believe, inadvertently represented (previous testimony) as 
an agreement under which we were going to participate in the construction 
of the Karadj Dam. Well, that isn’t the fact.” 

Comment (Agreement No. 73, 21-RAP-L) : Title, “Project Agreement for Con- 
struction of Karadj Dam.” 

This operational agreement—witnesses that: “Considering that the construc- 
tion of a multipurpose dam will provide adequate water and power for Teheran— 
that the sum of $12,800,000 and approximately rials 336 million will be required 
to complete the project as planned— 
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THE PARTIES MUTUALLY AGREE 


ARTICLE I..—A cooperative project relating to the construction of the Karadj 
Dam is hereby initiated * * * 

ARTICLE II.—The Iran-American Joint Fund for Economic Development (Mr. 
Warne, Codirector) will contribute and make available the sum of $1,400,000 
from special economic assistance funds, to assist in financing the purchase and 
transport to Iran of machinery, cement, contract services, and other equipment, 
materiais, services, and supplies * * * 

ArTIcLE III.—All proposed contracts, including purchases involving funds 
provided by the Administration (USOM/Iran) shall be subject to prior approval 
of the Administration. 

ARTICLE IV.—The program of construction will be in accordance with plans 
prepared by Enterprises Metropolitaines et Colonial, consulting engineers, as 
approved by the Administration. 

ArtTicLe V.—It is agreed and understood that the irrigation bongah will fur- 
nish funds, services, equipment, materials, and supplies toward the completion 
of this project to the extent available. It is estimated that the aggregate value 
of such contribution will approximate rials 118 million in the fiscal year 1954. 

Article VI.—Administration technicians will collaborate with technicians of 
the Irrigation Bongah in the accomplishment of this project. It is understood 
and agreed that the Administration technicians shall have access—for the pur- 
pose of giving such advice and guidance as may be necessary to obtain the ob- 
jectives of the project * * * 

Signed: USOM/Iran, W. E. Warne; Seven Year Plan, A. G. Panahi; Irriga- 
tion Bongah, A. H. Behnia; Agriculture, M. Zaliech. 

Mr. Warne (38-RAP-L): “I meant VI (art. VI, agreement No. 73). “Now, 
for the sake of clarification, that is the only obligation that was ever under- 
taken on the dam itself,’ and it was largely for the purpose of getting some of 
the engineering studies made and some of the preliminaries out of the way and 
helping Iran in working out its problems of financing the dam.” 

“It wasn’t in any sense an undertaking to finance the dam. As a matter of 
fact, of the $1,400,000, on March 31, 1956—$674,923 were subobligated and of that 
amount $546,595 were expended.—wSo, instead of having committed something 
like the $7 million * that I heard bandied about here this morning, actually the 
commitment turned out to be a total of $674,000.” 


1Comment: All engineering designs, construction plans, and cost estimates for Karadj 
include highway relocation, dam structure, powerplant, and transmission. Construction 
of the dam cannot proceed until the highway is relocated. (EMC, BB/Iran Haraza/Iran.) 
2Comment: USOM/Iran funds available for Karadj development. 


1953-54 (GAO/TIran) : Amount 


Agreement No. 73, Nov. 11, 1953 $1, 400, 000 
Transfers to Karad j #1,015, 184 
Agreement No. 17, Feb. 17, 1954 400, 000 
Counterpart rials 83,700,000 +909, 782 
Through deficit Iranian budget, rials 36, 100,000 > 455, 000 


Subtotal 4, 179, 000 


1954—55 fiscal year United States budget (MS/1955, STDF, p. 
Karadj Dam and power: 
Supplies and equipment 2,170, 000 
CNIS: + COIDUII NIU ct csstck cs insn kth <a dpa ed delta tn ieidonbiein nies iphnerdntnaeninoos ENF 250, 000 
Subtotal 2, 420, 000 
Total USOM/Iran funds available 6, 599, 966 


Transfers from (GAO/Tran): 


USOM/Tran Amount 
en No. 


Rey cement plant 16 475, 000 
Dried-fruit plant 31 100, 000 
Highway improvement = : | 29 | 172, 500 
Locust control ; : 3 17, 684 


Hormoz salt mine - - - . 26 6 | $250, 000 
| 
| 


Total. Sonus sic iat iad Riana tall Ks 1, O15 , 184 


> Iran maid no financing, rials or dollars, and USOM/Iran made available rials to reimburse the con- 
tractor for work done in Iran. The construction contract and work done required approval by USOM/Tran 
(agreement 73, art, III). 
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Expenditures of USOM/Iran funds to June 30, 1955 (GAO/Iran) 


Amount 
Contract, Morrison-Knudson International (MKI) $455, VLO 
Equipment and services, MKI 188, 000 


Subtotal... _ Sth eGGde ella h cele: alee? eit * 643, 000 
Local engineering, construction and supplies (in rials) to MKI for 
highway relocation, construction camps, and miscellaneous 1, 364, 782 
Equipment imports, through MKI (bulk secondhand MKI in North 
Africa and United States. Details requested from ICA, but not 
available after 3 months) “1, 672, 000 


Subtotal 
sureau of Rec] 270), 000 


Total USOM/Iran funds expended 23, 749, 782 
Rpeereed: for othe? purceseess a ee ae 


Total USOM/Iran funds available 8. 599, 966 


1From agreement No. 78. 
2 Approximate. 
% From agreement No. 73, $30,000; other funds, $40,000. 


Question (39-RAP-L): “Were there additional funds put into this project 
in 1955?” 

Mr. Warne: “I don’t know of any that have been put into it.” 

Question: “Didn’t your congressional presentation in fiscal 1955 have an item 
of $2.4 million?” 

Mr. Warne: “I didn’t make the congressional presentation in 1955, but I 
know some of our earlier planning did include an amount, but after the oil 
agreement was made (February 1954) the Iranian Government undertook to 
finance the dam through its regular methods, and there was no additional project 
on the Karadj Dam that I know of.” 

Comment: Mutual security forecasts through June 30, 1955. Country work- 
sheets—Data supporting congressional presentation March 15, 1954 (3—-9-15). 
Short-term development fund, page 2. 


Karadj Dam and power: 
Supplies and equipment $2, 170, 000 
Construction contract 5 


Note.—This budget request was included in the program request for 1954-55 
fiscal year funds prepared by USOM/Iran in Teheran, forwarded to Washington 
by USOM/Iran, and included in the March 15, 1954, request to Congress for 
1954-55 fiscal year funds. 

Mr. Warne was in Washington between about March 5 and March 20, 1954, at 
which time he reviewed the adverse Karadj report submitted to FOA/W by 
A. ©. Clogher, W. J. Bailey, and W. D. Henderson (32—RAP-L). 

On about March 8, 1954, Mr. Warne in Washington defended the USOM/Iran 
Karadj Dam project before a group of about 40, including Mr. Ologher and 
Mr. Bailey. Mr. Warne pointed out the economic benefits of Karadj power 
as a fuel saver to Iran. Iran has one of the world’s largest proven oil reserves 
in production, and the fuel saved by Karadj hydroelectric generation may amount 
to as much as 1 percent of Iran’s oil production. 

A part of the adverse report (833-RAP-L) was the probability of striking oil 
or gas on the Iranian plateau within 150 miles of Teheran. A gusher located 
about 80 miles south of Teheran, that spouted almost 2 million barrels of oil in 
456 hours was capped on September 13, 1956 (AP). 

The 1954-55 fiscal year United States budget item for Karadj Dam and power, 
$2,420,000, was on record in Teheran August 25, 1954, and awaited only an ac- 
count number from Washington for inclusion in a routine USOM/Iran agree- 
men amendment to commit the funds to the Karadj Dam project, (33-RAP-L.) 

The Export-Import Bank was not approached until September 14, 1954, for 
consideration in financing Karadj. (37-RAP-L.) 

Mr. Warne (40-RAP-L) : “—but I think there is some confusion in it, too, 
in that the $17 million figure that was used I do not believe was represented to 
be the total cost of the dam, but rather the foreign exchange requirement.” 
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Comment (21-—RAP-L): That the sum of $12,800,000 and approximately rials 
336 million (total $17,280,000) will be required to complete the project as 
planned. Mr. Warne signed agreement No. 73. 

Mr. Warne (39-RAP-L): “I can assure you that it was never the intent of 
myself or the agency to finance the dam for the Iranians out of our funds.” 

Comment: USOM/Iran funds available for Karadj to about September 10, 
1954—$6,599,966. Iranian funds made available for Karadj—zero. 

Mr. Warne (40-RAP-L): “Well, among the problems that faced them was a 
sound engineering appraisal of the dam, and that was what we endeavored to 
get them with this $1,400,000” (agreement No. 73). 

Comment: USOM/Iran total expenditures on Karadj to June 30, 1955— 
$3,749,782 (GAO/Iran). 

The authorized expenditures from the commitment of $1,400,000 of agree- 
ment No. 73 were: 


Construction contract, services, and equipment, to Morrison-Knudson 
International (GAO/Iran) (38-RAP-L) 
Bureau of Reclamation, evaluation 


Total (38-RAP-L) 
Held by USOM/Iran pending approval of dam (GAO/Iran) 


Total No. 73 


Payments for “Engineering review, and technical evaluation” to the Bureau 
of Reclamation have been $70,000, some 1.9 percent of the total of the $3,749,782 
USOM/Iran funds expended on Karadj. It is about 1 percent of the $6.6 million 
available. 

Question: (46-RAP-L): “But I do have some hazy basis to believe that you 
were called to Washington (March 1954) for some discussions on that particular 
point.” 

Mr. Warne: “No, sir.” 

Question: “Before this was submitted to Congress?” 

Mr. Warne: “No, sir. I was called to Washington on the level of the 1955 
fiscal year program.” 

Question. “That is a part of it?” 

Mr. WarRNE: “And at the time I came up here, which was in September 
1954———” 

Comment: Mr. Warne was in Washington between March 5 and March 20, 1954, 
- official business in connection with the USOM/Iran Karadj Dam project (32- 

tAP-L). 

Note.—The further financing of the Karadj Dam project was suspended by 
Washington on or about September 10, 1954, due to my publicizing on September 
8, 1954, the facts known in Teheran, but obviously garbled to Washington. A 
hasty attempt, September 14, 1954, was made to interest the Dxport-Import Bank 
in financing the foreign exchange costs (about $18 million) of the actual Karadj 
costs of approximately $38 million (87-RAP-L). 

Represented costs to complete of $17 million were stated in USOM/Iran agree- 
ment No. 73 on November 11, 1953 (21-RAP-L). 

To date: September 29, 1956, Iran has not presented a formal request, with sup- 
porting documention, to the Export-Import Bank for loan consideration. 

Iran has purchased four 12,500-kilowatt and one 10,000-kilowatt steam-electric 
units for Teheran, or a total of 60,000 kilowatts of steam-electric generating, 
which is expected to be in service on or about January 1, 1957, or some 30 months 
after purchase (Harza/Iran). 

Iran has not continued the financing of the Karadj Dam construction since the 
suspension of USOM/Iran financing. The dam designs are unsettled, and the 
economic bases are not established. There is a conflict over design supervision, 
and construction supervision. (Both brought about by the actions of USOM/Iran 
in attempting to substitute other firms than EMC which held valid contracts 
dating from June 11, 1949, and reaffirmed by the Seven Year Plan by letter No. 
4330/AB/239038, 21.9.32 Iranian calendar (December 12, 1953). 

The Morrison-Knudson International construction supervision contract ap- 
proved by Mr. Warne as codirector of the joint fund, is dated November 28, 1953. 
The authorizing project agreement No. 73 is dated November 11, 1953. The Bu- 
reau of Reclamation contracts for design review, and possible engineering super- 
vision, are dated about February 3, 1954. 
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Iran’s revenues from oil exports are in excess of $200 million a year. Iran is 
now competently advised by the World Bank (IBRD) and private consultants. 
Notr.—Additional comparisons between testimony of Mr. Warne and facts of 
record can be drawn with ease. 
Rosert ALEXANDER. 


Aprpenpix IX 


HaArZA ENGINEERING CO., 
CONSULTING ENGINEERS, 
Chicago, Ill., August 8, 19595. 
Mr. CLARK GREGORY, 
Director, United States Operations Mission to Tran, 
Teheran, Iran. 


DeaR Mr. Grecory: We take pleasure in presenting herewith our memo- 
randum report on the Karadj Dam project. This has been written in compliance 
with our agreement dated June 20, 1955. 

A review and an appraisal of the engineering investigations which have been 
completed to date were an important prerequisite to our studies. Actually, in- 
vestigations and designs for the Karadj project had been carried to an advanced 
stage by several highly qualified agencies. Our assignment has been largely to 
go forward with the work, utilizing much of what has been accomplished as a 
foundation for our own independent appraisal of economic feasibility. 

The limited scope of our assignment did not permit us to make recommenda- 
tions concerning the structural type and height of the dam. We have demon- 
strated, however, that the project is economically feasible throughout the range 
of reservoir levels which have been considered by other agencies. 

Our approach to the evaluation of both cost and benefits has been conservative. 
For example, we have assumed that all cement would be imported and that con- 
struction costs would approach those now prevailing in the United States. In 
estimating benefits, we have included only revenues which appear to be certain. 
From this extremely conservative approach, we have demonstrated that annual 
benefits and anual costs will be about equal. 

Yours very truly, 
CALVIN V. Davis, President. 


MEMORANDUM REPORT ON THE KArADJ DAM PROJECT 
1. INTRODUCTION 


In accordance with the agreement of June 20, 1955, between the United States 
Operations Mission in Iran and the Harza Engineering Co., we have proceeded 
with an evaluation of the Kadarj Dam project. Due to limitations in time, our 
report has been based largely on the detailed investigations made by others. 
However, with regards to those factors affecting project economy and feasibility, 
we made independent investigations concerning construction costs of the project 
and values of the benefits. 


2. HARZA ENGINEERING CO. STUDIES 


Our investigations include the following factors: 

1. A review of the hydrologic data and an evaluation of the manner in which 
these data have been used. 

2. A review of geologic and boring data to evaluate the site as a foundation 
for a high dam. 

3. An independent analysis of the rach dam designs now proposed for the 
Karadj site. 

4. An alternate project design for a rockfill dam at the Karadj site for the 
purpose of providing an independent check on cost. 

5. Estimates for the project as designed by the Entreprises Metropolitaines 
et Coloniales, of Paris, France, and the United States Bureau of Reclamation. 
For these estimates the original quantities were verified and the unit prices 
adjusted in accordance with our experience in the Middle East. 

6. An estimate for the rockfill dam, powerhouse, and accessories. 

7. An evaluation of potential revenues from the Karadj Dam project. 
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8. An economic appraisal of the project in the form of annual benefits versus 
annual costs. 

9. A review of the proposed extension and improveinent of the electrical and 
water-distribution system. 


8. CONCLUSIONS 


As a result of our investigation, we offer the following conclusions and com- 
ments: 

1. The Karadj Dam project will satisfy a great human need. A potable water 
Supply is essential to the health, growth, and advancement of a metropolitan 
area. Potable water is dependent upon an assured supply of good quality and an 
adequate distribution system. Steps are now being taken by Teheran Water Sup- 
ply, with the consulting service of Sir Alexander Gibb & Partners, to provide an 
adequate distribution system. Karadj Dam is needed urgently to give the assured 
supply. 

2. Although additional exploratory work will be required before any design can 
be finalized, we can predict that the site will be suitable for the construction of a 
high dam. The final choice will be between several suitable types. As a prerequi- 
site to our unqualified endorsement of the foundation for a high arch dam, we 
would require additional drilling to define further the characteristics of the geo- 
logic formations and particularly the attitude, extent, and soundness of the 
shear zones. 

3. The design prepared by the Entreprises Metropolitaines et Coloniales offers 
economy of materials. The design prepared by the United States Bureau of Rec- 
lamation places more emphasis on mass production techniques. At this stage 
both designs must be considered as preliminary. 

4. We have made an alternate design and appraisal estimate for a rockfill type 
dam. These were prepared solely for the purpose of checking independently the 
magnitude of capital investment. Either an arch dam of the general type pro- 
posed by EMC or a rockfill dam can be constructed for somewhere between $41 
and $44 million with the reservoir at elevation 1,750 and between $49 and $54 mil- 
lion with the reservoir at elevation 1,765. Such capital costs include the dam 
and spillway, a 33,000-kilowatt powerplant, all accessory features, transmission 
facilities, engineering, administration, and interest during construction. 

5. To satisfy the water demands for domestic and irrigation supply in the 
driest year of record, the reservoir volume should be about 170 million cubic 
meters. This reservoir volume is provided by a reservoir level of elevation 1,755. 
For purposes of estimating capital costs and of making an economic appraisal we 
have used 3 reservoir levels: Elevation 1,750 selected by the EMC, elevation 
1,755 determined from our studies, and elevation 1,765 selected by the United 
States Bureau of Reclamation. 

6. Based on availability of water in the driest year of the period 1944-54, the 
minimum annual revenues which will be realized from the sale of domestic water 
and electrical energy are estimated as about $2,100,000 for a reservoir elevation 
of 1,750 and $2,500,000 for a reservoir elevation of 1,765. This revenue is based 
on operation of the reservoir primarily for domestic water supply and irrigation 
and incidentally for the generation of electrical energy. Additional revenues 
from both power and water will be realized when the annual flow exceeds 300 
million cubie meters. This could be important, because the flow actually averages 
494 million cubic meters. The average additional revenue is estimated as about 
$250,000. 

Other benefits such as the increase and the firming of the irrigation supply are 
of real value and also a potential source of revenue. This total will be substan- 
tial but at the moment is not susceptible to evaluation. 

7. The ratio of annual benefits to annual costs, applied as an index of economic 
feasibility, is approximately equal to 1 throughout the range of reservoir levels 
investigated. It must be kept in mind that this is based on an extremely conserva- 
tive approach, Jt is conceivable that with careful water management this reve- 
nue-cost-ratio can be increased materially and will make the project more attrac- 
tive financially. 

8. The annual payment to retire the capital investment in 20 years (at 414 
percent interest rate) is about $4 million, including costs of operation and main- 
tenance. The average payment for the estimated 50-year life of the project 
is $1,700,000. The ratio of average revenue to average payment for this period 
is 1.4 to 1, therefore, the project should be financible. 
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9. The economic evaluation of hydroelectric power versus equivalent thermal- 
electric power does not present a clear-cut advantage to either. 
This comment omits consideration of— 
(a) Initial capital cost; 
(b) Seasonal hydroelectric power versus firm thermal power; 
(c) Time for delivery of power—60 months, hydro; 30 months, steam. 


4. PREVIOUS ENGINEERING 


In 1950, Entreprises Metropolitaines et Coloniales, of Paris, France, prepared 
and submitted desigus, estimates, and a report on the Karadj project. The 
EMC proposed a concrete arch dam with crest at elevation 1,752, spillway and 
undersluicing facilities, and a power station with 30,000 kilowatts installed 
capacity, all identified as stage I. An additional power development, stage Li, 
included a diversion dam just downstream from the stage I development, a 
13-kilometer tunnel with surge tank and a 45,000-kilowatt power station. 

A subsequent report prepared by the EMC in July 1955, for the sole purpose 
of facilitating our appraisal, presents an analysis of the EMC arch design and 
an economie evaluation of the project. This report in the original French, to- 
gether with our English translation, is appended. 

The EMC has graciously granted permission for use of all data in their 1950 
report and also in the appended report which they prepared in July of 1955. 
In evaluating the 1950 and 1955 reports recognition must be given to the extensive 
experience of this tirm and to that of their consultant, Mr. Alfred Caquot, in the 
design and construction of high-arch dams. 

In May of 1954, the United States Bureau of Reclamation prepared an evalua- 
tion report on the Karadj project for the Foreign Operations Administration. 
In addition to a review of basic data, the report presented designs, estimates, 
and financial analyses. The United States Bureau of Reclamation proposed 
as stage I a concrete arch dam with crest at elevation 1,766, spillway, under- 
sluices, and power facilities with 33,000 kilowatts installed capacity. Tie stage II 
power development is similar to that proposed by EMC with increases as re- 
quired for an installed capacity of 60,000 kilowatts. 

In January 1955, the United States Bureau of Reclamation released a supple- 
mentary report which presents additional data and evaluations on certain aspects 
of the Karadj project. 

The Foreign Operations Administration has, as part of their authorization, 
granted the use of the reports prepared by the United States Bureau of Recla- 
mation in 1954 and 1955. 

The International Engineering Co. prepared in May 1954 an interim report 
in which basic data were reexamined and the economic feasibility reevaluated. 
The TEC report utilized the designs prepared by the EMC in 1950. 

The Morrison-Knudsen International Co. has prepared a report on the elec- 
trical installations in the city of Teheran. This report, dated February 1955, 
évaluates the present distribution system and points to possible improvements. 

The International Engineering Co. and the Morrison-Knudsen International 
Co. have been extremely cooperative by supplying copies of their reports and 
additional data to facilitate our studies, 

The planning for the extension and improvement of the domestic water supply 
has been undertaken by the internationally known British consultants, Sir 
\lexander Gibb & Partners, who have supplied appended data for including 
this aspect of the development in the economic analysis. These data are of 
particular value because of the wide experience of this firm in the project area. 

5. WATER AND POWER DEMANDS 

The primary justification for the Karadj Dam and accessory facilities origi- 
nutes from the water supply and power needs of the city of Teheran. The 
maior need, water supply, has been defined by the managing director, Teheran 
Water Supply, in his letter of 9/5/33 (31.7.54), to the “Karadj Dam Au- 
thority” as: 

‘1. The quantity of water amounting to 81 million cubic meters required 
by Teheran Water supply, in addition to its water tax (Haqabeh) from the 
year 1338 (1960) onward will be purchased from the Karadj Dam Authority 
at the rate of 90 dinars every cubic meter. 

“2. As the requirements of Teheran Water Supply until completion of the 
city enlargement at the year 1360 (1980) is foreseen to be 180 million cubic 
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meters the Teheran Water Supply will, therefore, purchase the excess water 
of (over) 81 million cubic meters specified in paragraph (1) above at the rate 
of about 50 dinars per cubic meter if available. 

This letter provides the basis for estimating minimum water supply revenues 
for the year 1980. 

On the basis of an estimated 1,450,000 population for the city of Teheran by 
1980, the envisioned total domestic use of 184 million cubic meters per year 
is equivalent to slightly over 90 United States gallons per capita per day. This 
compares with the average for the United States of 115 gallons per capita 
per day. 

The rates of 0.90 and 0.50 rials per cubic meter are equivalent, respectively, 
to 4.5 cents and 2.5 cents per 1,000 United States gallons. These rates appear 
low when compared with those for an equivalent degree of water supply service 
in the United States. However, since the rates are fixed by an agreement 
between the Teheran Water Supply and the Karadj Dam Authority we have 
the fixed values in evaluating benefits. 

Existing water rights for irrigation withdrawals downstream from, the 
damsite are defined as 146 million cubic meters per annum but the legal rights 
in low-water years are not clarified. 

The minimum annual flow of the Karadj River, recorded in the 10-year 
period 1323-33 (1944-54), is slightly less than 300 million cubic meters. Reser- 
voir storage, permitting the retention of a volume sufficient to supplement the 
river contribution of the drier years, increases the minimum annual flow to 
about 330 million cubic meters. For the purpose of evaluating revenues for 
the driest year, allocations have been made as follows: 

million 
cubic metera 
Teheran Water Supply, city ; 
Teheran Water Supply, outside city 
Irrigation, Gxisting Yights for withdrawals.._........................-u 146 
Loss due to evaporation 4 


Total available in dry year 
Studies by the University of Teheran indicates that the economically irrigable 


land which can be serviced by the Karadj project is about 15,000 hectares for 
which 189 million cubic meters will be required annually. This increases the 
irrigation allocation by 438 million cubic meters which can be supplied without 
additional reservoir capacity in all but the driest years. 

The working volume of storage required to assure the minimum annual 
quantity of 334 million cubic meters is evaluated from operation studies as about 
105 million cubic meters including evaporation losses. This figure appears 
acceptable. 

Previous studies have added 20 (EMC) to 30 (U. S. Bureau of Reclamation) 
percent to the working volume to provide a reserve against drought. This was 
justified by the short period of the hydrological data. However, comparison 
with the records of surrounding area with the similar meteorological character- 
istics indicates that the first few years of the recorded period, 1944-54, were 
unusually dry. Therefore, it does not appear justified to burden the project 
with a substantial volume which would seldom be put to the intended use. 
Consequently, we have selected 20 percent of the working volume as an ample 
drought reserve. 

The volume of sediment which will accumulate in the bottom of the reservoir 
during the life of the project has been estimated by EMC as 18 million cubic 
meters and by the United States Bureau of Reclamation as 37 million cubie 
meters. The latter figure is based on an assumed 100-year project life. The 
higher figure appears conservative but cannot be disputed due to lack of data 
on the silt content of the Karadj River. 

The dead storage volume which will never be drawn from the reservoir in 
normal operation should never be less than the estimated volume of sediment. 
For other projects in the Middle East we have evaluated the dead storage 
requirement as 25 percent of the total reservoir volume with an upper limit of 
50 million cubic meters. When hydroelectric features are provided, the dead 
storage must provide the minimum head at which the turbines can be efficiently 
operated, which is about 60 percent of the maximum head. 

Applying the foregoing recommendations for working volume, drought reserve, 
and dead storage, the required total reservoir volume is 168 million cubic meters 
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which is provided by a reservoir with surface at elevation 1,755. The dead 
storage volume is 42 million cubic meters with a corresponding level of elevation 
1,700. The maximum and minimum operating heads for the hydroelectric plant 
are about 155 and 100 meters, respectively. 

At this point it must be emphasized that the selection of a reservoir volume 
of 168 million cubic meters and the corresponding maximum reservoir elevation 
1,755 is based solely on the requirements for domestic water and irrigation 
supply. The generation of hydroelectric energy is incidental. 

In the Report on Electrical Installations by Morrison-Knudsen International 
Co., Inc., dated February 1955, the peak demand for the city of Teheran is 
estimated as increasing from 34,800 kilowatts in 1955 to 93,100 kilowatts by 1970. 
The system demand and plant capacity diagram appended to the same report 
demonstrate that the existing thermal plant capacity of 14,400 kilowatts plus the 
new steam plant capacity of 50,000 kilowatts will satisfy the forecasted peak 
demand up to about 1960. The addition of the Karadj hydroelectric installation 
of 33,000 kilowatts will provide adequate capacity up to 1968. On the basis of 
the Morrison-Knudsen forecast the market for energy from the Karadj 
installation is assured. 

The rate of increase of demand, from 34,800 to 93,100 kilowatts is 15 years, 
is slightly less than 7 percent compounded annually. This rate appears low 
when compared with load growth estimates in El Salvador, the Philippines, 
Jordan, and Guatemala. Wxtensive studies in these and other countries in- 
dicate that the rate of load growth should be about 12 to 15 percent compounded 
annually. Since we have not made a detailed survey of the Teheran situation, 
it is not possible to take issue with the estimate of 7 percent compounded annually. 
However, on the basis of our previous experience this estimate appears low. 


6. TECHNICAL FEASIBILITY 


Although the proposed site for the Karadj Dam presents certain problems in 
foundation evaluation, the problems are not of a type or magnitude which would 
make the construction of a high dam impractical. Exploration and drilling un- 
dertaken to date cannot be considered sufficiently definitive to permit an un- 
qualified approval of the foundation for the construction of a high arch dam. 
Additional drilling will be required to define more completely the extent and 
severity of fractures and also the attitude and soundness of a shear zone which 
extends across the gorge adjacent to, and possibly intercepting, the proposed 
concrete arch dam location. The aforementioned questionable factors assume 
far less importance in evaluating the foundation as a site for a rockfill dam. 

Two distinct designs for the Karadj Dam have been prepared previously by the 
Enterprises Metropolitaines et Coloniales and by the United States Bureau of 
Reclamation. The design prepared by the EMC takes advantage of certain 
hypotheses which are frequently employed by European engineers to achieve 
maximum economy of materials. Such economy of materials is of major im- 
portance in remote locations such as the Karadj site. 

The design prepared by the United States Bureau of Reclamation reflects fur- 
ther exploration of the foundations and, to some degree, the conservatism char- 
acteristic of design by American Government agencies. The United States 
Bureau of Reclamation design is considered technically adequate and the quan- 
tities computed for this design are ample for constructing an arch dam at the 
Karadj site. 

Certain modifications of the arch-type dam may increase the adaptability of 
the arch-type dam to the peculiarities of the site. The use of forked abutments to 
carry the end thrust of the top third of the arch would result in a substantial 
reduction in arch span and an increase in the stiffness of the arch. An alternate 
modification of supplementing the forked abutments with wing arches offers 
further possibilities of improving certain aspects of the arch design. 

Because of the questionable foundation conditions we have explored the 
possibility of using other than the arch-type dam at the Karadj site. Of the 
various permissible types, the rockfill dam was selected as the most promising 
alternate, offering the advantages of utilizing rock from the formation at the 
site, being far more tolerant of questionable foundation conditions and greatly 
decreasing the quantity of cement required for construction. Quantities de- 
termined for the rockfill dam are considered conservative. Upstream and down- 
stream slope are taken as 2 horizontal to 1 vertical and the impermeable core 
increases from 20 feet thick at the level of the reservoir surface to about 300 
feet thick at the riverbed level. Foundation cutoff, filters, and the usual pre- 
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cautionary construction features are provided in the rockfill design. Diversion 
of the river during construction is provided by a 6-meter diameter tunnel, about 
600 meters long, which subsequently is to be converted for passing reservoir 
spills. A smaller tunnel is to be provided for irrigation and power releases. 
The powerplant, the same as designed for the arch dam, is located at the down- 
stream toe of the rockfill. 

The reservoir formed by the Karadj Dam has the unusually small volume of 
168 million cubic meters for a 175-meter high dam. The project is feasible only 
because the major use is water supply. 

The height of dam selected by the United States Bureau of Reclamation, 
i. e., reservoir elevation 1,765, is adequate to provide regulation for controlling 
releases of domestic water and irrigation supply and also to permit some re- 
leases in the dry season to improve the quality of power generation. With 
the maximum reservoir level at elevation 1,755 releases to improve power are 
eliminated and supplementary alternate power facilities would be needed to 
provide power quality equivalent to that achieved with the elevation 1,765 
reservoir. 


7. ECONOMIC FEASIBILITY 


The quantities used in previous estimates of the EMC and United States 
Bureau of Reclamation arch dam designs appear consistent with the dimensions 
and details developed in the respective designs. Quantitywise, the EMC design 
represents a minimum, which, even on the basis of European practice, may have 
to be increased to cope with foundation conditions. If the site should prove 
suitable for the construction of a concrete-arch dam, the quantities would not be 
less than those given for the EMC design. 

The United States Bureau of Reclamation design, with 40 percent more con- 
crete than the EMC design represents probably the maximum volume of concrete 
required for constructing an arch dam at the Karadj site. Since the United States 
Bureau of Reclamation design reflects a conservative evaluation of foundation 
conditions and also a conservative design approach, a reduction in quantities 
would be effected by introducing European design hypotheses. Hence, it is be- 
lieved that if the site should prove suitable for an arch dam, the quantities for 
the final design might fall somewhere between those shown for the EMC design 
and those shown for the United States Bureau of Reclamation design. 

The quantities for the rockfill dam are derived from similar designs prepared 
in our office for the Derbendi Khan project in Iraq. Upsream and downstream 
slopes of the rockfill are assumed as 2 horizontal to 1 vertical with a width, at 
the maximum reservoir level, of approximately 70 feet. It may be possible to 
steepen the slopes and thereby effect economies but such possibilities have been 
discounted in preparing quantity estimates. 

The unit prices used in previously prepared estimates have been evaluated 
on the basis of our experience With similar structures in Jordan, Iraq, India, and 
the Philippines. Several of the unit prices, and particularly that for cement, 
appear low. Because of the shortage of cement in Iran, it may be necesSary to 
import part or all of the cement required for construction. Consequently, the 
unit price for cement has been increased from the price of approximately $10 per 
metric ton for locally manufactured cement to $40 per metric ton for imported 
cement. 

In previous estimates, the United States level of unit prices has been reduced 
substantially to recognize the lower rates paid to local labor. Our experience in 
the Middle East indicates that although there is a differential between United 
States and the Middle East it is usually not as large as assumed in previous 
estimates. Accordingly, our unit prices more nearly approximate United States 
unit prices. 

Due to the many unavoidable uncertainties in preliminary estimates it is 
usual to include a percentage increase to provide for unanticipated contingencies. 
The provision for contingencies has been taken as 25 percent in our estimates. 
Costs of engineering and client’s overhead or administration has been taken as 
approximately 10 percent and interest during construction has been approximated 
as 9 percent, both applied to construction costs including contingencies. 

Estimates have been prepared for the arch dam design of the EMC with reser- 
voir levels, at elevation 1,752, the United States Bureau of eclamation arch dam 
design with reservoir level at elevation 1,765 and also the rockfill dam designed 
in our office with reservoir level at elevation 1,765. The quantities shown in 
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the PMC and United States Bureau of Reclamation estimates have been reviewed 
and found adequate for the respective designs. The quantities and unit prices for 
the rockfill dam were determined in our office as part of this appraisal. The de- 
tailed estimates for 3 of the 4 designs are appended as exhibits 1] and III. Sum- 
maries of the four estimates follow: 

1. EMC arch design, reservoir elevation 1,750—The maximum reservoir level 
for the EMC design is elevation 1,750. The height of dam is 170 meters and the 
quantity of mass concrete is 573,000 cubic meters. The estimate includes the 
following: 


Dam, powerhouse, reservoir, etc ; mae Sot; Ut, COU 
Mechanical and electrical equipment_____-~_~ 7 : 3, 500, 000 
Switching stations and transmission lines_ ; S00, GOO 
Peeetripution. suitions .........~....seus.. ‘ ; 600, 000 
COTES OD cos cissiscsientasieicecncc winnie camer renin em pie niciepeah t, 793, 000 
Engineering and administration : 3, 640, 000 
Interest during construction__- ; ; 3, 600, 000 
Total capital cost- gekin .-.--. 44,000, 000 
?, EMC arch design, reservoir elevation 1,765.—To permit comparison of the 
EMC design with the United States Bureau of Reclamation design, the former has 
been increased as required for a maximum reservoir level of elevation 1,765 
The estimate includes the same items at the EMC design with reservoir at e] 
tion 1,750. The quantity of mass concrete is 787,000 cubic meters. 


Dam, powerhouse, reservoir, etc__- oe ; : $34, 220. 000 
Mechanical and electrical equipment : ; ple 8,500, 000 
Switching stations and transmission lines_- ‘ ; S00, 000 
Distribution stations__._..----- ail ; 600, OOO 
Contingency —-- races scat 7 ne a2 5, S80, 000 
Engineering administration —_-—- are 4, 500, 000 
Interest during construction_- pate ks , we 4, 500. 000 


chix aici thesis. tebe ins Co 


3. United States Bureau of Reclamation arch design, reservoir elevation 
1.765.—The maximum reservoir level for the United States Bureau of Reclams- 
tion design is elevation 1,765. The height of dam is 185 meters and the quantity of 
mass concrete is 1,100,000 cubic meters. The estimate includes the following: 


Total capital cost__- 


Dam, powerhouse, reservoir, etc _.. $45, 036, 000 
Mechanical and electrical equipment__-_--~- site : aad 3, 500, 000 
Switching stations and transmission lines___- anes : , 100, 000 
Distribution stations ; : : : 300, 000 
Contingency , 014, 000 
Engineering and administration__.- F , 370, 000 
Interest during construction io ts : ee ike 5, 380, 000 

Total capital cost ha hat 64, 500, 000 


4. Harza Engineering Co., rockfill, elevation 1,765—The maximum reservoir 


level for the rockfill design prepared by the Harza Engineering Co. is elevation 
1,765. The height of dam is 167 meters (above riverbed), and the total volume 
of the dam, including rockfill, impervious core, and filters, is 7,650,000 cubie 
meters, The estimate includes the following: 


Dam, powerhouse, reservoir, etc________- ; letiuciabin __._. $28, 300, 000 
Mechanical and electrical equipment________~_ - : 3, 000, 000 
Switching stations and transmission lines________~_ E 100, 000 
Distribution stations_____ ered a eGGEE 3500, 000 
Contingency - mest j — ., 200, 000 
Ingineering and administration a 4, 100, 000 
Interest during construction______~ as Eas 4, 000, 000 


Total capital cost ere ae : cevisanaisecabeacnameaieemesisans yg Gee 


The foregoing estimates have been prepared for maximum reservoir levels 
elevations 1,750 and 1,765 because designs and quantities based on these levels 
were available and to provide a comparison with previous estimates. The total 
capital costs for the EMC arch design, the United States Bureau of Recl:.mation 
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arch design, and the Harza Engineering Co. rockfill design for maximum reser- 
voir levels of elevations 1,750, 1,755, and 1,765 are estimated as follows: 

Total capital cost 
{Millions of dollars] 





7 
Maximum reservoir level— 


Design | 
| Elevation | Elevation | Elevation 
| 1,750 | 1,755 | 765 


EMC ee ee 
U.S. Bureau of Reclamation arch 
Harza Engineering Co., rockfill 





The corresponding annual costs for examining project feasibility include 
interest on the total capital cost at 41%4 percent, depreciation and obsolescence at 
4% percent on a 80-year life for equipment and a 50-year life for the remainder 
of the construction, and operation and maintenance at $150,000. The annual 
costs for the rockfill design are based on the upper end of the capital cost range. 


Annual costs 
[Millions of dollars] 


Maximum reservoir level— 
Design ; Niel halite -Reskie ‘Bis ceedeiial 
Elevation | Elevation Elevation 
1750 | 1755 1765 








EMC arch 
U.S. Bureau of Reclamation arch 
Harza Engineering Co. rockfill 





The minimum annual benefits are evaluated as the revenues from the sale 


of domestic water, the sale of water for irrigation, and the sale of electrical energy 
to the extent possible in the driest year and with the smallest reservoir which 
will satisfy the primary requirements for domestic and irrigation water supply. 
To provide a starting point the annual benefits are estimated on this basis using 
the demand forecast for 1980. Monetary conversion rate is taken at the current 
ratio of 75 rials to $1. 
Domestic water, 68,000,000 cubic meters, at no charge: 
81,000,000 cubic meters, at 0.9 rials per cubic meter $972, 000 
35,000,000 cubie meters, at 0.5 rials per cubic meter 233, 000 
Irrigation, 146,000,000 cubic meters, at no charge. 
Blectrical energy : 
48,000,000 kilowatt-hour primary, at 1.08 rials__________________ 675, 000 
54,000,000 kilowatt-hour secondary, at 0.45 rials 324, 000 


ee a nn 


In the following tabulation annual benefits are evaluated as revenues from 
the sale of domestic water, irrigation water, and electrical energy utilizing the 
Karadj River flow up to the extent of normal consumption requirements. The 
annual flow to satisfy this requirement, 373 million cubic meters, was exceeded 
6 of the 10 years, 1944-53. The average annual flow in the 10-year period was 
494 million cubie meters. Regulation is provided by a reservoir with maximum 
water level of elevation, 1,755. 


Domestic water, 68,000,000 cubic meters, at no charge: 
81, 000,000 cubic meters, at 0.9 rials $972, 000 
35,000,000 cubic meters, at 0.5 rials 233, 000 
Irrigation, 146,000,000 cubie meters, at no charge: 
a5,000,000 ‘Cubic ‘meters, Gt O81 Tisls ooo kc eccecccncens 120, 000 


Electrical energy: 
48,000,000 kilowatt-hour primary, at 1.08 rials__..__-__________ 675, 000 
78 million kilowatt-hour secondary, at 0.45 rials 467, 000 


Average annual revenue 2, 467, 000 





— a ) 


- n2eDodeE 


UNITED STATES AID OPERATIONS IN IRAN 1187 


In the previous tabulations a portion of the irrigation benefits evaluated at no 
charge will become available only after the project is in operation. Even though, 
under agreements currently in force, the Karadj Dam authority will receive no 
revenue for these benefits, the value of such benefits is directly attributable to the 
project. Accordingly, evaluation at no charge is limited to the quantities used 
currently. 


Domestic water: 

68,000,000 cubic meters (present use) at no charge 

SECU UC Cone THOCCT: OE OO Fi asia sircice ee eecceseinecteens $972, 000 

SSE) CUES FUCCED Gee CR FC aa crete ei ennnaen 233, 000 
Irrigation : 

58,000,000 cubic meters (present use) at no charge 

TO. COrLoe Came Meters AE U.Ae TIGR... ok kn cecemaemanns 366, 000 
Electrical energy : 

48,000, 000 kilowatt-hours at 1.08 rials___..oc................____ 675, 000 

78,000,000 kilowatt-hours secondary at 0.45 rials_____._..._______ 467, 000 


Average annual benefit value 2, 713, 000 


a 

The annual benefits in the foregoing three tabulations are for a reservoir with 
maximum level at elevation 1,755. With the reservoir 10 meters higher the 
increase in total electrical energy and particularly the increase in primary energy 
contribute substantially to the annual benefits. For purpose of comparison, the 
annual benefits for the two reservoir levels, elevations 1,755 and 1,765, are 
tabulated. 

Annual benefits 


{Millions of dollars] 





| 
| 


| Maximum reservoir level 


Basis of benefits eS eee ce 
Elevation | Elevation 


1,765 








Minimum revenues. ---.-.------ 
Average revenues__- 
Average value 


The benefit-cost ratios for the Entreprises Metropolitaines et Coloniales, 
United States Bureau of Reclamation, and Harza Engineering Co. designs, tabu- 
lated below, indicate the feasibility of the 2 heights of dams for the 3 methods 
of assessing benefits. 

Benefit-cost ratios 


ENTREPRISES METROPOLITAINES ET COLONIALES ARCH DESIGN 





Maximum reservoir levels 
Basis of benefits 


Elevation 


too 


Minimum revenues a SS 0. 86 
Average revenues. .......--...--- ae came ; ete QT 
Average value_....--.-- idbsaddesgvackndachdeaedieaeee sdnadandans 1. 06 


U. 8. BUREAU OF RECLAMATION ARCH DESIGN 


Minimum revenue 
Average revenues. 
Average value 


HARZA ENGINEERING CO, ROCKFILL DESIGN 


Minimum revenues 
Average revenues_-_-..........----- 
Average value 
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The designs prepared by the EMC and the United States Bureau of Recla- 
mution represent the extremes in degree of conservatism in arch dam design. 
In all probability the final design for an arch dam would incorporate a degree 
of conservatism somewhere between the two and probably nearer the EMC 
design. The capital cost for this project with an arch-type dam will be approxi- 
mately $50 million with the maximum reservoir level at elevation 1,755 and 
S57 million with reservoir level elevation 1,765. With benefits based on the aver- 
age annual value, the benefit-cost ratio is approximately cne. With benefits 
based on minimum or average annual revenues, the ratio is less than one. 

The rockfill design has a capital cost of $44 million with maximum reservoir 
level elevation 1,755 and $49 million with reservoir level elevation 1,765. With 
benefits based on average annual revenues or average annual values, the bene- 
fit-cost ratio is approximately one. With benefits based on minimum annual 
revenues, the ratio is about one. 

The benefit-cost ratios with the elevation 1,755 reservoir and the elevation 
1,765 are about the same. This indicates that the additional reservoir volume 
of about 40 million cubic meters provided in the United States Bureau of Recla- 
mation design for improving the quantity and quality of electrical generation 
is justified. 

In summary, the reservoir level of elevation 1,765 satisfied requirements for 
domestic water supply, irrigation water supply and will provide an average of 
about 72 million kilowatt-hours of primary power and 66 million kilowatt-hours 
of secondary power. The capital cost for a dam, reservoir, powerplant, trans- 
mission system, and all accessory features required to provide the abhove-defined 
benefits is estimated at $49 million to $57 million. The ratio of benefits to cost 
is approximately one. 

8. FINANCIAL REPAYMENT 


The annual cost determined for evaluating economic feasibility indicates the 
consumption of caiptal investment plus the cost of operating and maintaining 
the project. The length of time over which the consumption of capital invest- 
ment occurs is taken as the useful life of the project components. When the 
interest rate and/or the term for financing the project differs from that assumed 
for the feasibility evaluation the annual financial repayment will differ from 
the annual cost. The annual financial repayment for a capital investment of 
$50 million based on a 20-year repayment period and an interest rate of 414 
percent is computed as follows: 


Interest ($50,000,000 at 4%4 percent) Sera : . $2, 250, 000 
Capital recovery ($50,000,000 x .03188) ____- eT eee as ee ee 
Operation and maintenance 150, 000 


Annual payment during 20-year term 8, 994, 000 


The annual payment during the 20-year financing term exceeds the estimated 
average annual revenue by about $1,500,000. However, this excess extends for 
only the first 20 years. For the remaining years of the project life the annual 
payment is that for operation and maintenance, $150,000. The average pay- 
ment for the 50-year life is about $1,700,000 with an indicated average annual 
revenue to average payment of approximately 1.4 to 1. 


9. ELECTRICAL DISTRIBUTION SYSTEM 


The increase in electrical installation for the city of Teheran required to 
distribute the additional hydro-generated energy have been estimated as approxi- 
mately $8 million to $9 million. This figure is based on a concentration of 
1,450,000 population within and nearby the city. A detailed layout of all exist- 
ing facilities would be required for an accurate estimate. Since these data are 
not available, the additional installations were estimated as a superimposed 
distribution system using overhead transmission. Extension of the present 
System would probably be less costly than a superimposed system but this is 
offset by the probable use of underground 20 kilovolt lines instead of the overhead 
lines assumed in our estimate. Therefore, the estimated figure, $8 million to 
$9 million is considered sufficiently accurate for preliminary appraisal. 
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APrENDIX X 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., July 20, 1956. 
Hon. Porter Harpy, Jr., 
Chairman, International Operations Subcommittee, 
Committee on Government Operations, 
House of Representatives. 

Dear Mr. CHAIRMAN: During the hearings before your subcommittee on the 
United States aid program for Iran, representatives of the General Accounting 
Office in attendance were requested by you and counsel for the subcommitte to 
obtain a ruling on the following questions: 

1. The accountability of American personnel for equipment that was trans- 
ferred to the master joint fund in Iran or other similar funds. 

2. Is there any authority for a cowntry Director in charge of a technical 
cooperation mission to commit the United States to the expenditure of 
funds by an exchange of notes between himself and an official of the host 
government? In this case Mr. Warne, Director of the mission in Iran, 
exchanged a note with the Prime Minister of Iran covering $23 million. 

8. What basis is there for considering a master joint fund or a joint fund, 
to which United States money and personnel are being contributed, as an 
agency of the host government? 

4. What basis is there for assuming or alleging that dollars held by a 
United States agency in the United States are property of, or considered as 
having been deposited to, a joint fund in the host country even though a 
joint fund agreement may provide for such procedure? 

5. When property, such as machinery or trucks, has been purchased in 
the United States by the General Services Administration with United States 
dollars held in the United States as described in 4 above, does the title pass to 
the host government immediately under the blanket agreement or does it 
depend on the shipping document, the individual purchase agreement, or 
some other document? 

Before undertaking to answer the questions presented, we should like to set 
forth the applicable statutory provisions relating to the program of technical 
cooperation for economic development of Iran and the basic bilateral arrange- 
ments entered into for its accomplishment. 

The Act for International Development, approved June 5, 1950, (64 Stat. 204, 
22 U. S. C. 1557, et seq.), gave to the President broad powers to plan, undertake, 
administer, and execute bilateral technical cooperation programs for develop- 
ment of the economic resources and productive capacities of economically under- 
developed areas. Section 405 (d) authorized the President to make, within ap- 
propriations made available for the purpose, advances, and grants in aid of 
technical cooperation programs to any person, corporation, or other body of per- 
sons, or to any foreign government or foreign government agency. Section 405 
(e) authorized the President to make, in respect of such programs, contracts 
or agreements on behalf of the United States Government with any person, cor- 
poration, or other body of persons however designated, whether within or with- 
out the United States, or with any foreign government or foreign government 
agency. 

Under the authority contained in section 412 of said act the President, by 
Executive Order 10159 of September 8, 1950, authorized and directed the Secre- 
tary of State, with certain exceptions not here material, to perform the fanc- 
tions and exercise the powers and authority vested in him under the act. Pur- 
suant to section 413, the President appointed an Administrator for Technical 
Cooperation, to exercise under the direction of the Secretary of State the powers 
conferred upon the President, and who was made responsible for planning, im- 
plementing, and managing the programs authorized by the act. 

Executive Order 10458 dated June 1, 1953, amended the order of September 8, 
1950, by transferring the functions conferred upon the Secretary of State to the 
Director for Mutual Security. The functions of the latter were subsequently 
transferred to the Director of the Foreign Operations Administration (new In- 
ternational Cooperation Administration) under Reorganization Plan No. 7 of 
1958 (67 Stat. 639). This plan also provided for the abolishment of the offices 
of Administrator and Deputy Administrator for Technical Cooperation which 
functions were taken over by the Foreign Operations Administration. 
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The provisions of the referred-to section 405 were substantially restated under 
title III of the Mutual Security Act of 1954 (68 Stat. 841), when the latter act 
repealed the Act for International Development. 

Funds to carry out the technical cooperation programs were authorized under 
section 416 (a) of the Act for International Development, and the General Ap- 
propriation Act, 1951, approved September 6, 1950 (64 Stat. 595, 758), made 
the first appropriation to the President for such purposes. For the fiscal years 
1952 through 1954 appropriation authorizations were contained in the Mutual 
Security Act of 1951 (65 Stat. 3732), and subsequent acts. Applicable funds for 
Iran were included in the related annual appropriations for economic and tech- 
nieal assistance in Africa and the Near East. The Mutual Security Act of 
1953 (67 Stat. 152, 154), authorized an additional appropriation to the President 
for the fiscal year 1954 to enable him to furnish, among other things, special 
economic assistance in the Near East and Africa, which funds the President 
was authorized to use for any type of assistance designed to promote the eco- 
nomic development of the area, or to maintain economic and political stability 
in the area. The related appropriation was provided for in the Mutual Security 
Appropriation Act, 1954 (67 Stat. 479). 

The first cooperative program for the economic development of Iran was the 
subject of the Memorandum of Understanding for Technical Cooperation on 
Rural Improvement signed October 19, 1950, by the United States Ambassador to 
Iran and the Prime Minister of that country. (See 1 U.S. T. 727.) This pro- 
gram was in the form of a rural improvement program based upon a series of 
demonstration and training centers supervised by an Iranian-United States Joint 
Commission for Rural Improvement. The Government of Iran agreed to furnish 
the services of personnel and experts, facilities from local sources, and certain 
specified cash funds for operating expenses. The United States agreed to fur- 
nish the services of technicians and equipment needed from sources outside of 
Tran. 

In an exchange of notes of January 19 and 20, 1952, the Director of the United 
States Technical Cooperation Mission and the Prime Minister of Iran agreed 
upon the general terms of an enlarged program of technical cooperation for 
economic development of Iran. (See 3 U.S. T. 4741.) In his communication the 
Director stated that the United States was prepared to make available a maxi- 
mum of $23 million during the fiscal year 1952 for such technical cooperation 
programs requested by Iran and agreed to by the United States. The exchange 
of notes covering the fiscal year 1954 also contained a specific sum of available 
aid but, commencing with 1955, the agency discontinued specifying the maxi- 
mum amount of available United States dollar aid. The 1952 agreement pro- 
vided, in pertinent part, as follows: 

“It is understood that the agreements subsidiary hereto embodying the proj- 
ects requested by the Government of Iran and approved by the Government 
of the United States of America hereunder shall be negotiated between the 
appropriate minister or other representative or organization designated by the 
Prime Minister of the Government of Iran and the Chief of the Technical Coop- 
eration Mission of the Government of the United States of America in Iran. 
These project agreements shall include description of the scope and duration 
of the proposed technical cooperation project, its method of operation, its means 
of financing, and the respective contributions of the two Governments.” 

Under the terms of the agreement above quoted, the Director of the Technical 
Cooperation Mission executed with appropriate ministers of the Government of 
Iran so-called program agreements, setting forth objectives and methods of 
operation of cooperative programs in designated fields of activity, such as agri- 
culture, health, and education. To date a total of 12 program agreements have 
been executed. The principal provisions of the program agreements may be 
illustrated by the agreement for agriculture as follows: 

1. The Minister and the Director of the mission shall execute operational 
agreements covering specific projects (such as livestock management and agri- 
cultural extension) in which the type of work to be performed and the contribu- 
tions to be made to the project by the respective parties shall be defined. 

2. The Technical Cooperation Mission agreed to pay, in addition to the serv- 
ices of technicians and administrative expenses, specified amounts of dollars and 
rials for agricultural activities under the agreement. 

3. The Ministry agreed to contribute technical and financial assistance, per- 
sonnel, supplies, facilities, and services that it determines to be available for 
cooperative agricultural operations. 
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4. All funds contributed to the program shall be expended for materials, 
equipment, or services aS agreed to by the Minister and the Director. Actual 
expenditure of the funds shall be made under the control of the contributing 
parties. 

5. Materials or equipment acquired for the program shall be used only in 
furtherance of the agreement and, upon termination of the program, shall be 
at the disposal of the Ministry. 

6. Funds remaining unobligated at the termination of the agreement shall, 
unless otherwise agreed to, be returned to the contributing party. 

f. The books and records of the cooperative program shall be open at all 
times for inspection by authorized representatives of both parties. 

Proceeding under the terms of the program agreements the Director of the 
technical cooperation mission has executed with appropriate Iranian Ministers 
a Series of project agreements in each field of activity where a cooperative pro- 
gram had been established. During the fiscal years 1952-54 the program agree- 
ments served as an obligating document. The amounts pledged therein by the 
fechnical Cooperation Administration were regarded as a binding commitment 
of the United States and recorded in the accounts of the agency as an obligation. 
Beginning with the fiscal year 1955, however, program agreements no longer 
were recognized as obligating documents; the execution of a project agreement 
became the point at which appropriated funds were considered an obligation of 
the United States. 

During the fiscal year 1953 the Technical Cooperation Administration amended 
the referred-to program agreements to provide for the establishment of specific 
program joint funds. For example, in the field of agriculture, the extension 
agreement dated February 4, 1953, established the Iran-American Joint Fund 
for Agriculture. 

It appears that the use of joint funds was administratively decided upon as a 
vehicle for facilitating the joint planning, financing, and administration of the 
various cooperative programs and projects thereunder. In addition, joint fund 
operations were intended to more effectively coordinate cooperative activities with 
those of the appropriate government ministry and thereby accelerate complete 
country integration of such activities, which is one of the primary objectives of 
the United States technical assistance program. Significant provisions of the 
joint fund agreements are as follows: 

(1) The designation of the joint fund as an agency of the Iranian Gov- 
ernment. 

(2) Materials, equipment, and supplies, acquired for a cooperative pro- 
gram become the property of the joint fund, shall be used only in furtherance 
of the agreement and, upon termination of the program, shall be at the 
disposal of the Ministry. 

(3) Project planning and administration of cooperative programs under 
the direction of the Technical Cooperation Director and the appropriate 
ministers of the Government of Iran who serve as codirectors of the fund. 

(4) Requirement for a joint bank account and joint action by the co- 
directors with reference to expenditures. 

(5) Withholding of dollar contribution in the United States for procure- 
ment of goods and services outside of Iran as agreed upon by the co- 
directors; when expended such sums to be considered as if deposited to the 
credit of the joint fund. 

(6) Funds of the joint fund remaining unobligated at the termination 
of a cooperative program shall, unless otherwise agreed to, be returned to 
the contributing parties in the proportion of the respective funds contributed 
by the parties. ; 

In an agreement dated April 21, 1954, the Mission Director, Foreign Operations 
Administration, and officials of the Iranian Government established the Iranian- 
American Joint Fund for Technical and Economic Development, commonly re- 
ferred to as “master joint fund.” We understand that the dispersal of program 
operations over as many as 10 different program joint funds, operating in as 
many as 10 provincial areas, among other factors, prompted the administrative 
determination to concentrate and coordinate administrative support functions. 

The master joint fund was expressly declared to serve as an agency of the 
Iranian Government and to provide countrywide economic and financial plan- 
ning and administrative services to Iranian ministries and the individual program 
joint funds previously established to carry out program responsibilities in 
specific fields of activity. The Mission Director and the Minister of National 
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Economy of Iran were designated codirectors of the fund. The principal pro- 
visions of the master joint fund agreement are substantially identical with those 
contained in the joint fund agreements hereinabove outlined. 

From the foregoing, it appears that the Technical Cooperation Administration 
and its successor agencies were authorized by law to make outright grants-in- 
aid in respect of technical cooperation programs in underdeveloped areas. Fur- 
ther, that, in the matter of grants for demonstration and training projects, 
the agencies decided upon the system of joint control through the establishment 
of joint funds in preference to outright grants, which had been accomplished 
in the case of investment-type projects. 

On the first question, legislation generally applicable to the accountability 
of American personnel for Government-owned or controlled property vests this 
responsibility in the respective executive agency. Section 202 (b) of the Federal 
Property and Administrative Services Act of 1949, as amended (63 Stat. 384, 40 
U. 8S. C. 483), and section 113 (a) (3) of the Budget and Accounting Procedures 
Act of 1950 (64 Stat. 836, 31 U. S. C. 66a (3)), require each executive agency 
to maintain adequate inventory controls and accountability systems for the prop- 
erty under its control. Generally, specific employees of an agency are charged 
with the responsibility of seeing that Government-owned or controlled property 
is properly housed and cared for while in the custody of an agency, and that 
it is not used for unauthorized purposes. The measure of financial accounta- 
bility or liability for damage, misuse, or loss of such property is for administra- 
tive determination in each individual case, in accordance with applicable admin- 
istrative regulations. 

Where, as here, the ownership of Government financed equipment is trans- 
ferred by agreement to a joint fund or master joint fund as an agency of the 
host government, administered jointly by the United States and a foreign govern- 
ment for the purpose of more effectively rendering technical and economic 
assistance, there necessarily is established a joint responsibility for the proper 
custody and disposition of such equipment. In that regard the master joint 
fund agreement provides joint determination over the receipt, purchase, use, 
inventory, control and disposition of property. However, while the instrument 
of transfer does not operate to alter or change the responsibility of the United 
States agency or its employees for assuring the proper control and end-use of 
the equipment, it does have the effect of relieving American personne! from 
financial accountability therefor, inasmuch as ownership of the equipment is in 
the joint fund, an agency of the host government and American personnel may 
not be held accountable for property belonging to and in the custody of another 
sovereign country. In the event the equipment is used for purposes other than 
those agreed upon, it would be the administrative responsibility of the United 
States employee to report the matter to responsible heads. 

The exchange of notes dated January 19 and 20, 1952, referred to in the second 
question, between the Director of the United States Technical Cooperation 
Mission and the Prime Minister of Iran, is administratively regarded as a general 
country agreement. According to the established practice of the agency it should 
have been signed by the American Ambassador to Iran. Section 321-56 of the 
TCA Manual expressly limited the authority of the Mission Director in respect 
of signing agreements to program and project agreements. This manual, how- 
ever, became effective on September 1, 1958, and recommended against taking 
action generally to revise existing agreements. Bilateral agreements executed 
in the field generally were subiect to prior review and approval by the Wash- 
ington office of the Technical Cooperation Administration and the Department 
of State. We have been informally advised by a representative of the Depart- 
ment of State that the then Ambassador to Iran authorized the country Director 
to negotiate and execute the exchange of notes due to the political situation in 
that country. However, no documentary evidence of such authorization was 
furnished. 

It would appear that the statement in the exchange of notes that the United 
States was prepared to make available a maximum of $23 million during fiscal 
year 1952, was intended as a notification of the ceiling ammount which the ageney 
was willing to make available for technical cooperation programs. It was not a 
firm commitment by the United States, in view of the qualification therein for 
United States approval of requested assistance programs and since the note was 
not administratively recorded as an obligating document. 

With regard to the third question, the Institute of Inter-American Affairs first 
developed the device of joint funds or services (servicio) for administering 
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technical cooperation programs in the Latin American countries. <A servicio 
is organized as an integral part of the appropriate ministry of the host country 
similar to a bureau in one of the departments of the United States Government. 
it administers and coordinates all projects of the host country in a particular 
field of activity. 

The servicio generally is headed by the chief of the appropriate technical divi- 
sion in the United States overseas mission and the appropriate minister of the 
host country, both of whom serve as codirectors. For operating purposes, the 
servicio remains a separate organizational unit and joint action and approval 
by the ministry, and the mission are required for all planning, operating, and 
administrative matters and decisions. 

The servicio device has been widely used since 1942 in the Latin American 
areas and has been adopted in other countries where technical cooperation activ- 
ities are administered by the United States. One of the principal features of 
the servicio, as well as the joint fund, is its integration into an appropriate 
ministry of the host country, with the aim to achieve better coordination with 
regular ministry activities and thereby hasten eventual transfer of United States 
sponsored and financed activities to the host country. 

The fourth question apparently relates to the standard provision in joint fund 
agreements which reads: “The parties agree that these sums [United States 
dollar contributions] shall be withheld in the United States of America to meet 
payments to be made outside of Iran in United States dollars. The amounts 
used for such payments, when expended as agreed upon by the Minister and 
the Director, shall be considered as if deposited to the credit of the joint fund. 
The Minister and the Director may hereafter agree to the deposit in cash of 
any part of such sum to the credit of the joint fund in such installments as needed 
and as they may agree upon.” 

It is our view that the quoted provision provides no basis for the assumption 
that dollar funds withheld in the United States are per se the property of the 
joint fund. 

The provision for withholding United States dollar contributions is designed 
to assure control by the United States over these funds and to facilitate the 
mechanics of financing stateside or foreign procurement. As a general propo- 
sition, stateside procurement is performed by the General Services Adminis- 
tration. Mutual-security funds are advanced to the General Services Adminis- 
tration and applied to the procurement action undertaken for the account of the 
International Cooperation Administration or predecessor agencies. In other 
instances procurement may be undertaken by agencies of the host government 
from suppliers in the United States or other countries. The International Co- 
operation Administration finances such procurement by issuing letters of 
commitment to designated commercial banks in the United States, which banks 
make payments to or extend letters of credit to the suppliers and then receive 
reimbursement from the Administration for such payments. 

Under either of the described procurement procedures, viz., General Services 
Administration procurement or letter of credit arrangements for the benefit of 
foreign agencies, the dollar funds contributed by the International Cooperation 
Administration remain in the United States until expended. No useful purpose 
would be served by transferring the dollars to the joint fund; on the contrary, 
the agency’s financial control thereof would be weakened. 

The provision that expenditure of the dollar funds be considered as a deposit 
to the credit of the joint fund serves to establish on the books of the fund a 
complete record of all contributions. It is our view that this provision merely 
affords the joint fund a full and adequate accounting over mutual contributions 
pledged and actually paid by the two governments and their respective agencies ; 
but may not be regarded as vesting in the joint fund any property rights in 
United States dollars not actually deposited into the fund. On the other hand, 
this provision serves to elarify the money contributions made by each country 
to the fund in case of final distribution of unobligated balances when programs 
are terminated or otherwise. 

The last question concerns the point at which title passes to the host country 
for equipment purchased by the General Services Administration for the Inter- 
national Cooperation Administration and its predecessors with dollars held in 
the United States under joint fund arrangements. 

Equipment purchased by the General Services Administration is consigned to 
the United States overseas mission which has requested the equipment. The 
purchase contracts executed by that Administration generally are made on an 
f. o. b. factory shipping point basis. In the case of Iran, equipment has been 
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consigned to USCM/Iran, care of American Embassy. Duplicate nonnegotiable 
bills of lading in the files of the General Services Administration do not show 
any endorsements designating the party holding title to the shipment. It there- 
fore appears that the international cooperation mission acquires title to the 
equipment in the usual manner, that is to say, upon delivery by the supplier to 
the freight carrier. 

-assing of title to the equipment from the mission to the Iranian Government 
depends upon its physical transfer by authorized United States representatives 
to agents of the Iranian Government. It is our understanding that, until recently, 
the American Embassy handled the transportation from the Iranian port of 
destination to the central compound in Teheran where the goods were turned 
over to the master joint fund. The signing of receipts for the equipment by the 
codirectors of the master joint fund would appear to constitute the point of passing 
title to the host country. 

In contrast with General Services Administration procurements, some equip- 
ment has been purchased by agencies of the Iranian Government including certain 
joint funds. These purchases have followed the regular channels of international 
trade, and the Iranian agency or the joint fund has taken title to the property 
directly from the American supplier in accordance with the terms of the contract. 
Such terms generally are c. i. f., f. 0. b. shipping point. In this type of procure- 
ment the United States at no time acquires title to the equipment although 
financed with United States funds. 

Accordingly, and in specific answer to this question, it can be stated that under 
bilateral agreements title to the subject property does not automatically pass 
to the host country but that the matter of passing title depends upon the method 
of procurement used, the designated purchasing agency, the shipping terms, and 
the physical transfer of the property. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 


_ (The response of the General Counsel of the International Coopera- 
tion Administration to these same questions appears below :) 


INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington, D. C., July 31, 1956. 


RESPONSES TO Four QUESTIONS ORIGINALLY ADDRESSED TO Mr. WARDE CAMERON 
OF THE DEPARTMENT OF STATE 


1. What was the authority of Mr. Warne, Mission Director, to enter into 
the exchange of notes of January 19-20, 1952? 

The statutory authority under which this agreement was entered into was 
section 405 (e) of the Act for International Development (Public Law 535, 81st 
Cong.). That section expressly authorized the President to enter into agree- 
ments in respect of technical cooperation programs with foreign governments 
and foreign government agencies. The President’s functions and powers under 
the Act for International Development (including those under sec. 405 (e)) were 
— to the Secretary of State by Executive Order No. 10159 of September 
8, 1950. 

The Secretary of State authorized the conclusion of this agreement by cable 
to the American Embassy in Iran dated December 21, 1951. Ordinarily the type 
of agreement embodied in the exchange of notes of January 19 and 20, 1952, 
would be signed by the United States Ambassador. However, an ambassador 
may, of course, delegate to other appropriate officials authority to sign such 
agreements. Mr. Loy Henderson, who was the United States Ambassador to 
Iran at the time this agreement was concluded, has informed the Department 
of State that he specifically authorized Mr. William Warne, who was Country 
Director for Technical Cooperation in Iran (the chief representative of the 
Technical Cooperation Administration, the component of the Department of 
State directly responsible for administering the technical cooperation program) 
to sign the note of January 19, 1952. The reasons for this delegation relate to 
circumstances in Iran at that time which have been discussed with the committee 
on a classified basis during closed hearings. 

2. How can the United States agree, as we apparently have done, that 
the joint fund is an agency of the Iranian Government when we contributed 
dollars to it? 
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The master joint fund was established pursuant to an agreement with Iran 
signed April 21, 1954. As provided in that agreement, the joint fund is an organ- 
ization which has the legal status of an agency of the Government of Iran. At 
the same time, as the agreement provides, the joint fund operates very differently 
from the ordinary government agency of Iran. It is headed by 2 codirectors, 1 
designated by the Government of the United States and 1 by the Government 
of Iran. Its operations are jointly planned and administered by those repre- 
sentatives of the 2 governments, and may be carried out only as jointly agreed 
by those 2 representatives. Its administrative and operating policies (procure- 
ment, personnel, accounting, etc.) must also be jointly agreed upon by those 2 
representatives. 

The operations of the joint fund are financed with contributions from the 2 
Governments which are committed by agreement between the 2 parties. The 
Iranian financial contributions have been deposited in cash to the credit of the 
joint fund. The United States contributions have been withheld by the United 
States to be expended to pay expenses of the joint fund program as they are 
incurred, although the agreement provides that United States contributions may, 
if considered advisable by the United States, be deposited to the credit of the 
joint fund. Expenditures of moneys from the joint fund are made only after 
approval by representatives of the two governments of the proposed program 
activities involved. 

This joint fund method is one of the main techniques which has been employed 
by the United States for furnishing technical and economic assistance since it 
first began providing such assistance in 1942 in Latin America. In Latin America 
the Spanish term “servicio” is used in referring to this method. There are now 
about 110 such joint fund arrangements in operation in the United States 
assistance program throughout the world. The characteristics of the master 
joint fund in Iran described above, including its legal status as an agency of 
the Government of Iran and the making of United States contributions to the 
joint fund, follow the standard pattern for joint fund arrangements elsewhere. 

The Congress is fully familiar with the joint fund method of furnishing assist- 
ance. When the worldwide technical cooperation program was established in 
1950, the Congress expressly recognized that this method was to be employed. 
House eport No. 1802, part 4, dated March 23, 1950 (relating to the Act for 
International Development) contained the following statement on page 8: 

“Two of the technical assistance methods to be used in the point 4 program 
deserve mention here. They are the ‘joint management operations’ and the 
‘Joint Commission for Economic Development.’ 


“Joint management operations 


“The ‘joint management operation’ is the ‘servicio’ device now used in the 
program of the Institute of Inter-American Affairs. It is a cooperative service 
organized under a specific intergovernmental agreement as @ bureau in one of 
the ministries of the host country.” [Emphasis supplied.] 

This method (including the status of a joint fund as an agency of the host 
government) has been discussed before committees of Congress on a number of 
occasions. See, for example, Hearings before the House Foreign Affairs Com- 
mittee on the Mutual Security Act of 1951, page 1480; Hearings before the Senate 
Foreign Relations Committee on the Mutual Security Act of 1952, page 617; 
Hearings before the House Foreign Affairs Committee on the Mutual Security 
Act of 1952, page 972; Hearings before the House Foreign Affairs Committee on 
the Mutual Security Act of 1953, page 917; Hearings before the House Foreign 
Affairs Committee on the Mutual Security Act of 1954, page 398; Hearings be- 
fore the House Foreign Affairs Committee on the Mutual Security Act of 1956, 
pages 298 and 300. 

The joint fund agreement in Iran was entered into pursuant to authority of 
section 405 of the Act for International Development (Public Law 535, 81st 
Cong.). That section expressly authorized entering into agreements with foreign 
governments and foreign government agencies, and making grants to any foreign 
government agency, with respect to technical cooperation. Section 208 of the 
Mutual Security Act of 1951 expressly made those provisions applicable to the 
funds used for assistance to Iran during fiscal year 1952, and those provisions 
continued to be applicable to funds for assistance to Iran during fiscal year 1955 
and 1954 through the provisions of title II of the Mutual Security Act of 1951, 
as amended. Section 307 of the Mutual Security Act of 1954, as amended (which 
superseded the Act for International Development and the Mutual Security Act 





1196 UNITED STATES AID OPERATIONS IN IRAN 


of 1951. as amended), now embodies those provisions formerly contained in 
section 405 of the Act for International Development. 

The reasons for use of the joint-fund method do not require full restatement 
here. It has proved to be a highly effective technique which promotes close 
cooperation in assistance programs, facilitates obtaining direct and substantial 
contributions by host countries to such programs, and creates an institutional 
framework which can ultimately become a regular and permanent part of the 
host government structure through which that government can, on its own, con- 
tinue activities originally started as part of the joint-assistance program. This 
last-mentioned objective is, in particular, fostered by the legal status of the joint 
fund as an agency of the host government. 

The joint fund organization must, of course, have some clearly defined legal 
status. The only obviously alternative to making it an agency of the host gov- 
ernment is making it a binational body under international law. It is firmly 
believed that this alternative would be less consistent with United States objec- 
tives in its assistance programs and could raise difficult legal problems. 

3. When dollars are earmarked for a joint fund, as they were in the TCA 
days, and these earmarked funds were held in Washington, how can we stipu- 
late in a formal agreement, as we apparently have done, that these ear- 
marked funds belong to the joint fund, an agency of the Iranian 
Government ? 

This question is apparently directed at the situation where there is an agree- 
ment to contribute United States moneys to a joint fund and where the agree- 
ment provides that the United States funds are to be withheld by the United 
Sates (rather than deposited in cash to the credit of the joint fund) for disburse- 
ment to pay specific expenses of the joint fund as agreed by the codirectors of 
the joint fund. 

In this type of situation the funds agreed to be contributed to the joint fund 
by the United States remain the property of the United States until they are 
actually disbursed. At the time the funds are actually expended by the United 
States they are considered to have been “contributed” to the joint fund, dis- 
charging the United States obligation to “contribute” that amount. The funds 
never become the property of the joint fund for this type of situation. Commodi- 
ties financed with the United States funds do become the property of the joint 
fund. 

4. With reference to testimony of Mr. Gregory, volume 6, page 667, et seq. 
of the testimony (June 11, 1956) where the question of transfer of property 
from individual joint funds to the master joint fund was discussed. 

We confirm generally Mr. Gregory’s opinion that the agreement of June 30, 
1954, did not, if it was so intended, actually transfer title of property in the 
name of the individual joint funds to the master joint fund. It is our wnder- 
standing, however, that as of that date, June 30, 1954, all personal property in- 
volved in the aid program in Iran was either in the name of the individual joint 
funds cr in the name of the master joint fund. 

The general outline of the status of aid property in Iran is as follows: 

(a) 1952 agreements provided for title to be retained in the United States 
until the termination of the cooperative program at which time it would be 
at the disposal of the Iranian Ministry involved. 

(6) 1953 agreements uniformly provided that property acquired for the 
cooperative program became the property of the individual joint fund to 
be used in furtherance of the agreement involved. 

(c) The April 21, 1954, agreement (master joint fund) provided that all 
materials, equipment and supplies acquired by the master joint fund for the 
cooperative program should become the property of the master joint fund 
to be used in furtherance of the master joint fund agreement. 

(d) The June 30, 1954, agreement, which was specifically intended to 
transfer title to listed property to the master joint fund, related solely by 
its terms to such property the title to which was at that time in the name 
of the United States (i. e., property described in (a) above). 


L. J. Saccto, General Counsel. 
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Appenpix XI 


INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington 25, D. C., September 14, 1956. 
Mr. MAvrRIce J. MOUNTAIN, 
Counsel, International Operations Subcommvittee, 
Committee on Government Operations, 
House Office Building, Washington, D. C. 

DeaR Mr. Mountain: Attached are documents which will indicate the dates 
on which procedures were instituted in USOM, Iran, in accordance with the 
September 18, 1952, letter from Mr. Fryer to Mr. Warne. Mr. Seager, in his testi- 
mony of June 5, promised to supply this information. It was necessary to send 
to Teheran for the documentation. 

The documents and the points in the September 18, 1952, letter to which they 
apply are as follows: 


yeneral Order No. 37 (1) 
General Order No. 38 (1, 3) 
General Order No. 46 (5) 
General Order Nop. 48 (6) 
General Order No. 70, with amendments 1 and 2 (3) 

Other documents which USOM, Iran, forwarded for submission to the sub- 
committee as being relevant to the problems involved include: 
General Order No. 44 
Exchange of notes of December 27-30, 1952 
Program agreements (agriculture, health, and education) 
Administrative agreement No. 2 

Neither point 2 nor 4 involves the setting up of procedures which could be 
documented. 

Sincerely yours, 
LEONARD J. Saccto, General Counsel. 


UNITED STATES TECHNICAL COOPERATION FOR IRAN, 
Teheran, Iran, December 11, 1952. 


GENERAL ORDER No. 37 


Subject: Project grants to Iranian ministries and agencies ; preparation of grant 
disbursement budgets. 


Purpose: Recently promulgated procurement regulations and procedures and 
other recent instructions of TCA/W require certain changes with respect to 
grants of funds to Iranian ministries and agencies as provided for by existing 
approved projects. The changes required are set forth below, together with in- 
structions for the preparation of grant disbursement budgets. 

Effective date: This general order is effective immediately. 

Summary of changes: Recent TCA/W instructions require the following 
changes with respect to grants of funds to Iranian ministries and agencies: 

1. Dollar funds are no longer to be provided in cash to Iranian ministries 
or agencies or to the joint fund for economic development. In lieu thereof, 
the grant commitments of approved projects are to be fulfilled with TCA pay- 
ments by means of a commercial letter of credit procedure or pursuant to 
specific vouchers submitted by the ministry or agency. The contractual re- 
sponsibilities involved are to remain with the ministry or agency. Compre- 
hensive instructions regarding such procedures will be released in a separate 
general order. 

2. Grants of rials in cash will no longer be made to Iranian ministries and 
agencies for (a) purchases of major equipment items; (b) purchases of large 
quantities of materials and supplies; or (c) relatively large payments for 
contractual services. In lieu thereof, the grant commitments of approved 
projects will be fulfilled, in the case of purchases, by TCI undertaking the 
procurement responsibility on behalf of the cooperating agency; or, in the 
ease of contractual services, by TCI making payments directly to the con- 
tractors on the basis of certified earnings vouchers submitted through the 
Iranian ministry or agency, which remains the contracting party. Such con- 
tractors’ vouchers shall be approved in writing by the appropriate technical 
division before submission to the Comptroller for payment. More compre- 
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hensive instructions regarding these procedures will be issued in a separate 
general order. 

3. In the few cases where approved projects authorize rial grants to sup- 
plement the salaries of Iranian government officials or employees engaged in 
point 4 project activities, arrangements are to be made to discontinue the 
use of grant funds for such payments, as soon as practicable. 

The provisions of item 3 above do not apply to the use of grant funds, where 
necessary and authorized by the project for the payment, in accordance with 
Iranian law and regulations of per diem and other travel expenses of Iranian 
government officials and employees for project accomplishment purposes, or in 
those cases where grant funds are authorized to finance the employment of 
Iranian government employees, e. g., sanitary engineering aids, health visitors, 
health visitor aids, skilled and unskilled labor, pursuant to the terms of approved 
projects. Grants of rials in cash also may continue to be made, where necessary 
and authorized by an approved project. to finance miscellaneous purchases and 
services by an Iranian ministry or agency. 

Grant disbursement budgets: A grant disbursement budget (see attachment) 
shall be prepared for each currently approved project in which grants are author- 
ized, either of dollars or rials, and shall be provided for in each proposed project 
hereinafter developed, if the necessary grant detail is not set forth in the project 
agreement. Grant disbursement budgets shall be prepared in the form of and in 
accordance with the explanatory instructions incorporated in the attachment 
hereto. 

Bach grant disbursement budget shall be prepared in the English and Persian 
languages and executed jointly by the TCI division chief concerned and the 
appropriate representative of the ministry concerned, provided that the TCI 
division chief shall obtain the concurrence of the TCI Director before signing 
as the TCI representative. Copies of executed grant disbursement budgets shall 
be provided the program office, the Comptroller and the regional officer (s), if any, 
concerned. 

With respect to existing approved projects, the fulfillment of the project com- 
mitments reflected in the grant disbursement budget will be accomplished in 
accordance with instructions herein under “Summary of changes” above. 

WILiiAM E. WARNE, 
United States Technical Director of Cooperation for Iran. 


JRANT DISBURSEMENT BUDGET 
PROJECT NO, — 
(Title of project) 


I. Grants authorized: Ministry, agency, ostan department; amounts. 
II. Purposes of grants (describe fully purposes of grants, including limitations 
and conditions stated in project agreement). 
III. Grant budget’ (provide following for each agency listed above) : 
A. Personal services: Total amount of rials (itemize types of positions, state 
calendar periods covered and whether full or supplemental payments). 
B. Travel and per diem costs: Total amount of rials (state categories of 
positions involved and periods involved). 
©. Equipment: Total amount of rials and of dollars, if any: 
1. Itemize categories of major equipment, stating quantities and costs. 
2. Describe categories of minor equipment, stating costs. 
D. Materials and supplies: Total amount of rials and dollars, if any: 
1. Itemize major quantity items, stating quantities and costs. 
2. Describe minor quantity items, stating costs. 
E. Transportation: Total amount of rials and dollars, if any (describe). 
F. Contractual services: Total amount of rials and dollars, if any (describe). 
G. Other: Total amount of rials and dollars, if any (describe and state 
estimated costs for each). 


1If grant to ministry or agency is to be utilized in part by ostan departments, state 
amounts scheduled for ministry or agency headquarters and for each ostan involved, 
opposite A, B, C, ete. 


NotTe.—Data should be so presented as to clearly indicate estimated monthly amount 
required and those items which represent nonrecurring expense. 
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UNITED STATES TECHNICAL COOPERATION FOR IRAN, 
Teheran, Iran, December 12, 1952. 


GENERAL ORDER No. 38 


Subject: Procedure for submitting requests for rial funds. 
Effective date: The procedures set for herein are effective immediately. 


Purpose: All rial funds for use in financing TCI programs and projects have 
now, under instructions from Washington, been deposited in a United States 
Treasury trust fund account. Rial expenditures from this trust fund will, 
from now on, be made only upon properly certified United States Government 
vouchers, and the checks will be issued by Mr. E. J. Donnelly, United States 
disbursing officer at the Embassy. All requests for payments or rial grants to 
Iranian ministries or other agencies will follow the following procedures: 

A. Transmittal of original requests for grants. 

1. The request for funds shall originate with the grantee. This request 
must be in sufficient detail so that the division chief and the preaudit section 
can check to be sure that the funds requested are, for instance, in accordance 
with the project agreement, are proper in terms of the objectives of the 
project and do not duplicate previous requests. 

2. The letter requesting funds must be in writing and addressed to William 
E. Warne, country director, TCI. 

3. The request for funds will be routed from the country director’s office 
to the technical division for: 

(a) Determination that the purposes for which the funds are requested 
are in sufficient detail and are properly within the authorized terms 
and conditions of the project. 

(b) Determination that the payment is in proper amounts and that 
the totals and other figures have been verified. 

The letter of transmittal from the division chief making the above determina- 
tions will specifically indicate his approval of the request, request the obligation 
of appropriation funds against the proper program or project and the issuance 
ofacheck. The letter shall also contain instructions regarding its delivery. 

4. The technical division shall route the request for funds to the Adminis- 
tration Division for: 

(a) Preaudit. This Preaudit Section shall verify all figures, checked 
totals, determine that the purposes of the funds are in accordance with 
the project agreements, that funds are available with which to make 
such payments, that the request does not duplicate previous payments 
and that the request is in accordance with the disbursement budget. 

(b) If the request is not fully authorized by the project, it will be 
referred to the legal counsel and the Controller for further action. 

(c) Certification. At the present time, Mr. Jelich at the Embassy is 
the only certifying officer. However, requests have been made to Wash- 
ington for a certifying officer within TCI. 

(d) The Preaudit Section will forward the request for funds as 
verified to the Ledger Section for grant accounting. 

5. After the grants have been properly recorded, the request will be 
forwarded to the United States Treasury disbursing officer for payment. 

6. Checks will be returned from the United States Treasury disbursing 
officer to the Administration Division, Finance Branch for verification and 
delivery. Receipt will be obtainel and proper entries made to reflect such 
payment. 

B. Transmittal of requests for funds for direct procurement. 

1. Requests for funds for direct procurement will originate within TCI 
from regional directors and division chiefs and will be transmitted directly 
to the Administration Division for: 

(a) Preaudit of request. 

(b) Procurement. 

(c) Making out the purchase voucher. 

(ad) Certification. 

(e) Recording against grant. 

(f) Routing to the United States Treasury disbursing officer. 

C. Requests for joint commission funds. 

1. The Finance Branch of the Administration Division will make a written 
determination of the need for joint commission funds and prepare a request 
to the disbursing officer for such funds. 
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2. This request will be routed to the RIP Director before signature by the 
country Director or executive officer. 
3. The request will be preaudited, certified, and accounted for in the same 
manner as an original request for grant funds. 
Requests for any disbursements must be made at least 1 week before the funds 
are required, exclusive of mailing time. 
WILLIAM E. WARNE, 
United States Director of Technical Cooperation for Iran. 


Unitrep STates TECHNICAL COOPERATION FOR IRAN, 
Teheran, Iran, February 12, 1953. 


GENERAL ORDER NO. 46 


Subject: TCI fiscal operations. 

The Technical Cooperation Administration, Washington, has prescribed a 
standard accounting and reporting system for ali dollar and local currenc; 
financial operations of TCA. Representatives of that office have been conducting 
a series of conferences with TCI and Embassy fiscal personnel to acquaint ther 
with the application of this procedure to TCI financial operations. 

It is essential that this system be installed at the earliest possible date. In 
order that the reporting dates established by Washington can be met, the open- 
ing entries to the new accounts should be made not later than March 1, 1953, 
with an initial report rendered to this office not later than March 9, 1953. A 
cumulative report for TCI financial activities for the 1953 fiscal year throuxh 
the month of March shall be submitted to this office by April 4, 1953, for submis- 
sion to TCA, Washington. As svon as possible after the procedure has been 
established for 1953 fiscal year operations, 1952 fiscal year financial activities 
shall be brought under the new accounting system. 

It has been determined, with the concurrence of Mr. Laurence C. Irank, 
counselor of Embassy for Administration, that the installation and operation 
of the new TCA accounting system will be a responsibility of the Embassy 
Budget and Fiseal Division. Therefore, in the interest of economical and stand- 
ard fiscal operations, that Division is hereby designated the responsibility for 
providing accounting, voucher examination, and disbursement services and of 
reports thereon for and to this Administration. Ail TCI personnel will extend 
support and assistance to the Embassy Budget and Fiscal Division to insure 
the prompt installation aud effective operation of the new accounting systein. 

While these functions are delegated to the Budget and Fiseal Division, this 
office will continue budgetary and financial planning and fiscal control of TU! 
operations and the functions of establishing and reviewing the cooperative 
operations of the Government of Iran and TCI, including the development of 
accounting for cooperative activities and end-use audits. The Budget and Fiscal 
Division will make accounting entries and submit financial reports to this office 
which will reflect budget and financial determinations, obligations, and expendi- 
tures made by this Administration. 

In order to facilitate the installation and operation of the TCA accounting 
and reporting system, the Finance Branch of the Administration Division, TC], 
is hereby integrated with the present Embassy Budget and Fiscal Division. This 
Division shall be physically established in the TCI compound. 

The attached organization chart establishes the relationships referred to above 
Pending the appointment of a budget and fiscal officer, Mr. Finnell, Mr. Donnelly, 
and Mr. Jelich are designated as members of an accounting team responsible 
for the implementation of the previous provisions of this general order. 


WitiuaMm E. Warne, 
United States Director of Technical Cooperation for Iran. 


FISCAL OPERALIONS 
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UNITED STATES TECHNICAL COOPERATION FOR IRAN, 
Teheran, Iran, March 5, 1553. 


GENERAL OrpDER No. 48 


Subject: Payments to contractors 

Purpose: To convey and confirm temporary certificates of satisfactory accom 
plishment of works by construction contractor before partial payments are mace 
to him. 

All progress reports and temporary certificates of satisfactory accomplishment 
of construction works will be honored by the fiscal office only with the approval 
of the regional engineer through the regional director, or the engineering division 
in Teheran. Regional directors are therefore instructed to pay close attention t 
the regional engineers’ progress report certificates before partial payments ars 
made to the contractor. 

If there is any question of the validity of the engineer’s satisfactory accom- 
plishment certificate of approval, payment to the contractor by the regional 
director should not be made until approval of the Teheran Engineering Division 
is obtained. 

WILLIAM FE. Warni 
United States Director of Technical Cooperation for Ira 


UNITED STATES TECHNICAL COOPERATION FOR IRAN, 
September 12 
GENERAL ORDER No. 70 


Subject: Procurement of supplies chargeable to program operations. 

Purpose: Clarification of policy and improvement of procedures covering th« 
procurement of program operations materials. 

Effective date: Immediately. 

In conformance with the established TCA procurement procedure, local pro 
curement of supplies and equipment required by the Technical Cooperation for 
Iran chargeable to “program operations” accounts shall be effected under pur- 
chase authorities issued quarterly in advance and signed by the Country Di- 
rector. In accordance with the budgets for the regional offices, the divisions and 
the Joint Administrative Services, the quarterly purchase authorities shall indi 
cate the specific allotment for each separate program operations activity for 
materials chargeable to program operations and required through that quarterly 
period. The Office of the Country Director will have a separate administrative 
budget chargeable to the “administration” account and a quarterly purchase au- 
thority shall be issued at the beginning of each quarter for that activity. Re- 
gional offices, divisions, and the Joint Administrative Services shall be notified by 
the Comptroller at the beginning of each quarter as to the amount available to 
them for purchases of supplies against the program operations account during 
the quarter. The Comptroller, assisted by the operations and facilities officer, 
shall be primarily responsible for establishing the quarterly allotments to be 
made available to each activity specified in the purchase authorities for pro- 
gram operations and administration. The Budget and Fiscal Office shall es 
tablish and maintain the necessary records for the amounts authorized under 
purchase authorities for the various activities. 

The amount available to each activity under the purchase authority may not 
he exceeded without an amendment to that authority, which is the basic docu- 
ment. 

All procurement of imported goods and materials chargeable to program op- 
erations or administration, as well as all procurement of goods or supplies in 
Teheran, shall be effected by the procurement and supply officer in the Operations 
and Facilities Office. 

Regional directors may procure, within their respective regions and the 
budgetary limitation imposed by the Comptroller, indigenous materials charge- 
able to the program operations account. This does not include recurring items, 
such as expendable office supplies and automotive spare parts, which shall b 
procured by the procurement and supply officer on a quarterly, semiannual, or 
annual basis, as circumstances and availability of funds dictate. Regional and 
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division requirements shall be expressed in quantities of materials required 
for a minimum of 3 months and requisitions shall be submitted, as outlined in 
the procedure that follows, at the end of the second month of each quarter. 

There follows a procedure which will be adhered to in the future for the ob- 
taining of goods and supplies for TCI. This procedure supersedes all previously 
issued instructions on this subject, with the exception of such procedures that 
have been set forth which apply to project procurement: 

Procedure: The responsible officer of a division or regional office having need 
of material, equipment, or supplies shall originate a procurement request by 
filling in all of the information available to him in part I of the new procure 
ment request form (TCI-69), a sample of which is attached. These forms may 
be secured from the Procurement and Supply Section, or may be produced locally. 
They shall be prepared in quintuplicate, 1 copy being retained by the originating 
division or regional office, and 4 copies being forwarded to the Procurement and 
Supply Section, Operations and Facilities Office. The description and justifica- 
tion must be sufficient to enable the Procurement and Supply Section to deter- 
mine the availability and need for the goods or services and permit that office 
to effect procurement intelligently. This information will also assist the Budget 
and Fiscal Office in giving the request the proper fiscal activity classification. 
The suggested supplier may or may not be included. If it is omitted, the Pro- 
curement and Supply Section will, if the request is approved, determine the sup- 
plier from whom the goods or supplies will be obtained. In the event that there 
is not sufficient room on the procurement request to list all items required, the 
form TCI-83 will be used as an attachment with one copy stapled to each copy 
of the procurement request. Inasmuch as each regional office will be given its 
own budget, the regional director will see that part III, availability of funds, of 
the procurement request is completed and an appropriate obligation entered in 
the regional office records before it is submitted to the Procurement and Supply 
Section. Where it is impractical to provide estimates for obligation in part III, 
the Procurement and Supply Office will inform the regional office immediately 
of the amount to be obligated. 

Upon receipt of the procurement request, the Procurement and Supply Section 
shall, as stated above, review each request for determination as to need for the 
goods or supplies and their availability. The procurement officer is authorized 
to approve procurement requests that do not exceed $250, and the operations 
and facilities officer will approve procurement requests indicating amounts in 
excess of that figure, but not in excess of $1,500. All procurement requests in 
excess of $1,500 will be referred by the operations and facilities officer, together 
with his recommendations, to the assistant country Director for approval, or 
referred to the country Director for~his approval. In most instances, particu- 
larly in the case of expendable supplies, goods, or supplies will be drawn from 
central stock on hand. If so, this fact shall be indicated on the procurement 
request, together with the action taken to effect delivery, and it shail be returned 
to the division or regional office for their information. Small items, such as 
rubber stamps, or emergency purchases of other supplies costing less than the 
rial equivalent of $380 will be purchased for the Teheran activities by the Pro- 
curement and Supply Office from its petty cash fund. The procedure for the 
purchase of such items by the regional offices, as indicated in the policy outlined 
above, shall be left to the discretion of the regional director, as long as he effects 
procurement within the budgetary limitations imposed upon the regional office 
by the Comptroller. 

In the event that the request is disapproved, it shall be returned to the 
originating office with the reasons for disapproval indicated thereon. The 
criginating division or regional office may refer their requests for further review 
to the assistant country director, if it is felt that the reasons for refusal do not 
appear to be adequate. Requests approved by the procurement and supply officer, 
the operations and facilities officer, or the assistant country director will be re- 
corded and the original and one copy forwarded to the Budget and Fiscal Office, 
except in the case of procurement for the regions, in which case all funds are 
obligated at the regional level. Regional directors shall be responsible for 
not exceeding quarterly budgetary limitations for the procurement of supplies, 
since records of obligations for supply procurement will be maintained by the 
regional offices. 

The Budget and Fiscal Office will review each procurement request received, 
other than regional requests, to determine whether sufficient funds are available. 
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When funds are not available, or the indicated amount appears to be excessive 
in view of funds on hand, the request is returned to the Procurement and Supply 
Section for cancellation, modification or for deferment until a later date. The 
Procurement and Supply Section will immediately notify the division or region 
originating the request of the cancellation, modification, or deferment. If funds 
are available, the request is coded with the appropriate allotment, specific classifi- 
cation, and fiscal activity symbols and the obligation is recorded. Under no 
circumstances shall the purchase of goods or supplies exceed the obligated amount 
indicated on the procurement request. Requests approved by the Budget and 
Fiscal Office will be returned to the Procurement and Supply Section for procure- 
ment action. 

The Procurement and Supply Section, upon receipt of the approved procure- 
ment request from the Budget and Fiscal Office, will take the necessary steps 
to effect procurement. This will normally involve (1) local purchases, (2) off- 
shore purchases, or (3) requisition from the United States. The Procurement 
and Supply Section shall follow section 210, Acquisition of Supplies and Equip- 
ment of part III of Administrative Manual, dated June 27, 1951, the TCA Pro- 
curement Procedure 500, effective July 1, 1952, and such other subsequent instruc- 
tions as may be received from Washington. Contracts and bid invitations shall 
be effected by that office when, due to total cost limitations, negotiated purchases 
are not permitted. 

As soon as the procurement action has been initiated by the Procurement and 
Supply Section, the second copy of the procurement request previously retained 
by that Section will be forwarded to the Shipping and Receiving Section for their 
information. 

The Shipping and Receiving Section shall Loid their copy of this request in 
suspense until the goods or materials have been delivered. Upon receipt of the 
goods or materials by the Shipping and Receiving Section, that Section will for- 
ward those goods immediately to the division or regional office that initiated 
the procurement request. This Section shall also complete part IV of its copy 
of the procurement request, certifying that the goods were received in accept- 
able condition and are forwarded, together with appropriate copies of the pur- 
chase order, to the Budget and Fiscal Office through the Procurement and Supply 
Section for vouchering and payment. 


WitrtrAM FE. WARNE, 
United States Director of Technical Cooperation for Iran. 


JOINT ADMINISTRATIVE SERVICES, 
Teheran, Iran. 


PROCUREMENT REQUEST 


I, REQUEST FOR PROCUREMENT 


To: Procurement and supply officer. 
Request that the following supplies or materials be procured : 
Quantity Unit Description 
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II. ADMINISTRATIVE ACTION 


Approved, assigned order No 


Reasons for disapproval, or other action taken 


Supplier 

Contract No 

Estimated or quoted costs 

Frocurtment ot@icer...... ................ —_—, alsin Sa ogc cea aie sscieda eae apace ives 


It. AVAILABILITY OF FUNDS 
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Appropriation No 


Allotment No 
I a i a a 


PU IT ain univers tenes ceciniarsinaseniiinncdigiaes tiie lealiet whieh anette ieistoldeiaiaiaiiate diel 


Obligating officer 


IV. CERTIFICATE OF GOODS OR MATERIALS 


Goods received in acceptable conditions on 


Delivery to requesting officer estimated as 


Property officer 


UNITED STATES OF AMERICA OPERATIONS MISSION TO IRAN, 
Teheran, Iran, October 28, 1953. 


AMENDMENT No. 1 To GENERAL ORDER No. 70 


Subject: Procurement of supplies chargeable to program operations. 

Purpose: Additional clarification of policy and improvement of procedures cov- 
ering the procurement of program operations materials. 

Effective date : Immediately. 

1. In General Order No. 70 under “Procedure” it is stated that all procurement 
requests (TCI-69) for nonexpendable supplies and equipment shall be submitted 
to the Procurement and Supply Section by the originating office. Inasmuch as the 
buildings and equipment officer often times has additional equipment in stock, 
requests for nonexpendable office equipment emanating from technical divisions 
and point 4 headquarters should be directed through the buildings and equipment 
officer to the procurement officer. 

2. The procurement of nonexpendable administrative goods and materials and 
expendable office supplies to be used in point 4 headquarters, technical divisions, 


79239—56——77 
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regional offices and subregional offices may be charged only to program operations 
funds. OCS revolving funds are to be used for direct project expenses only. 
A definition of such goods, materials, and supplies follows : 

A. Expendable property: Property normally consumed in usage or of insuffi- 
cient value to justify the maintenance of property accountability records. Such 
examples of expendable property are: Binders, blotters, clips, envelopes, folders, 
pencils, pencil sharpeners, stationery, scissors, typewriter ribbons, etc. 

B. Nonexpendable administrative property: Property normally used in the 
transaction of office business and administrative support of programs which is 
not normally consumed through usage and of sufficient value to justify the 
maintenance of property accountability records. Examples of nonexpendable 
property : Bookcases, chairs, costumers, garage-repair equipment, desks, safes, 
typewriters, heating stoves, rugs, ete. 

WILLIAM E. WARNE, 
Director of United States Operations Mission to Iran. 


UNITED STATES TECHNICAL COOPFRATION FOR IRAN, 
February 27, 1954. 


GENERAL ORvDER No, 70, AMENDMENT No, 2 


Subject: Procurement of supplies chargeable to program operations. 

Purpose: Clarification of policy and improvement of procedures covering the 
procurement of program operations materials. 

Effective date: Immediately. 


General Order No. 70 dated September 12, 1953, and amendment No. 1 dated 
October 28, 1953, is further amended as follows: 3 

(1) Paragraph 4 of General Order 70, states, “Regional directors may pro- 
cure, within their respective regions and the budgetary limitation imposed by 
the Comptroller, indigenous materials chargeable to the program operations 
account.” 

(2) The term “indigenous materials” as employed above does not include 
nonexpendable administrative items of equipment such as rugs. When items 
of this nature are desired by a regional oflice, an appropriate purchase request, 
on form TCI-69, should be submitted to the Operations and Facilities Office 
in Teheran for review and appropriate action. The general policy is that rugs 
shall be construed as luxury items and in cases other than where they are 
strongly justified, based on formal representational requirements, such requests 
will not be approved. It is suggested that wherever possible, zilu material be 
used as floor covering. If zilus are procured at the regional level, no prior 
review of the request by the Operations and Facilities Office will be required. 

GAULDEN, 
Acting Director of United States Operations Mission to Tran. 


UNITED STATES TECHNICAL COOPERATION FOR IRAN, 
Teheran, Iran, January 29, 1953. 


GENERAL ORDER No. 44 


Purpose: Dissolution of the Joint Commission for Rural Improvement. 
Effective date: Effective immediately. 
Provisions: 

1. Pursuant to the exchange of notes between Dr. Mossadegh, Prime Minister 
of Iran, and William E, Warne, Director, dated December 27 and 30, 1952, the 
Joint Commission for Rural Improvement has been superseded by the newly 
organized Iran-United States Joint Commission for Social and Economic De- 
velopment. It, therefore, becomes necessary that the Joint Commission for 
Rural Improvement be terminated on March 31, 1953. 

2. It is requested that all personnel now on the payrolls of the Joint Com- 
mission for Rural Improvement be transferred to TCI, Joint Fund for the 
Health Cooperative, returned to the Ministry concerned, or dropped from TCI 
activities before the close of business on March 31, 1958. Actions covering these 
changes shall be coordinated with Headquarters Personnel Office. 
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8. It is further requested that all leases and other agreements entered into 
py the Joint Commission for Rural Improvement be terminated before the close 
of business on March 31, 1953, or funds earmarked or set aside for the purpose 
of liquidating these obligations. 

4, It is further requested that all property of the Joint Commission for Rural 
Improvement be returned to the contributor or otherwise disposed of, including 
transfers of title, where appropriate, before the close of business on March 
31, 1953. 

5. It is further requested that all grants to ministries pertaining to 1952 
funds be liquidated by transfer of the funds to the Ministry concerned, by 
cancellation of the grant under posed of as directed by the TCI country Director. 

(Sed) Wuttiam E. WARNE, 
United States Director of Technical Cooperation for Iran. 


DECEMBER 30, 1952. 
His Excellency WILLIAM E. WARNE, 
Director of the United States Technical Mission: 
I have received your esteemed letter of December 27, 1952, and I extremely 
thank you for your sincere cooperation and the financial aid of $20 million. 
My Government agrees, in principle, with the proposals you have put forward. 
I shall introduce the Iranian members of the joint commission, who will deter- 
mine the policy and the procedures for the execution of the programs in question, 
after necessary studies and suitable modifications. 
Yours sincerely, 
(Signed) Dr. MOHAMMED MOSSADEGH, 
Prime Minister. 


AMERICAN EMBASSY, 
Teheran, Iran, December 27, 1952. 
His Excellency Dr. MOHAMMED MOSSADEGH, 
Prime Minister of Iran, Teheran, Iran. 

EXCELLENCY: I have the honor to refer you to our note of January 19, 1952, 
proposing a joint program of technical cooperation for economic development of 
Iran, and your note of acceptance, dated January 20, 1952. 

Pursuant to and on the terms and conditions set forth in these notes, the United 
States of America is prepared to make available up to $20 million during the 
current fiscal year ending June 30, 1953, together with those funds made avail- 
able by cur note of January 19, 1952, now being and yet to be expended in the 
execution of programs previously agreed upon. 

The legislation recently promulgated by the Government of Iran, directed 
toward the advancement of rural, social, and economic development, has been 
noted with interest. Our cooperative rural improvement program in Iran has 
been, in our opinion, unusually successful in demonstrating metheds of rural 
improvement, and we are prepared, if you so desire, to cooperate with the Gov- 
ernment of Iran in endeavoring to achieve the ultimate objectives contained in 
this enactment, and in other legislation of this nature which may from time to 
time be promulgated. A listing of the manner and means whereby this organ- 
ization might assist the Government of Iran in the implementation of articles 
8, 9, and 10 of the act entitled “The bill relative to increasing the share of 
farmers and organization of agricultural improvements” is attached. Such 
cooperation would be limited only by our qualitative and quantitative ability, 
within the framework of the Act for International Development, to accede to 
such requests as may be addressed to us. In this connection, we are prepared 
to enter into cooperative agreements utilizing to the maximum extent our tech- 
nicians and facilities. Further, should the Government of Iran express a desire 
for the services of United States technicians in fields of competence not at 
present represented in our organization, we are prepared to make every effort 
to recruit such technicians in the United States for service in Iran. 

To facilitate the administration of our cooperative programs and to assure 
that the fullest benefits therefrom accrue to the Government and the people 
of Iran, it is hereby proposed that there be established an Iranian-United States 
Joint Commission for Social and Economic Development consisting of six 
Iranian members, designated by you, who might include the Director General 
of the Plan Organization as Chairman, the Minister of Agriculture, the Minister 
of Health, the Minister of Education, the Minister of National Beonomy, and 
the Minister of Interior, and five American members, including the Director of 
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TCI, the Deputy Director of TCI, the Legal Counselor of TCI, the Counselor of 
TCI for Economic Affairs, and the Program Officer of TCI. 
The Joint Commission for Social and Economic Development would: 

1, Advise and assist in determination of basic economic and social needs 
and in the establishment of relative priorities for economic development pro- 
grams; 

2. Advise and facilitate the coordinated development, integration and 
application of program objectives and policies; 

3. Review proposals for cooperative programs and submit recommenda- 
tions thereon to the Director of Technical Cooperation Mission to Iran and 
the appropriate Minister or Ministers of the Government of Iran; 

4. Within the framework of applicable regulations of the Governments 
of Iran and the United States of America, recommend adequate regula- 
tions and accounting procedures limiting the expenditures of funds to the 
purposes and objectives set forth in duly executed cooperative programs or 
projects ; 

5. Succeed to the files and records of the Iranian-United States Joint 
Commission for Rural Improvement and the Cabinet Committee designated 
by you in your note of acceptance of January 20, 1952. The Iranian-United 
States Joint Commission for Rural Improvement and the Cabinet Committee 
will be merged in and superseded by the Iranian-United States Joint Com- 
mission for Social and Economic Development. 

This exchange of notes will become effective on January 1, 1953. 
Accept, Excellency, the renewed assurances of my highest consideration. 
(Signed) WiLit1amM BE. WaRNE, 
United States Director of Technical Cooperation for Iran. 


How Pornt 4’s AGRICULTURAL, ECONOMIC DEVELOPMENT, EDUCATION, ENGINEER- 
ING AND CONSTRUCTION, AND HEALTH DIVISIONS COULD BE OF ASSISTANCE IN 
IMPLEMENTING ARTICLES 8, 9, AND 10 OF THE BILL RELATIVE TO INCREASING THE 
SHARE OF FARMERS AND ORGANIZATION OF AGRICULTURAL IMPROVEMENTS 


I. AGICULTURAL DIVISION 


The agriculture division of point 4 could aid this program by assisting the 
councils on a seed wheat distribution program, poultry program, animal-disease 
and parasite-control program, range revegetation program, artificial-insemina- 
tion program, vegetable garden program, and plant parasite control measures. 

The councils could be given something to do immediately and in the future. 
They could be provided with materials whereby they could initiate the activities 
and the steps they have to learn in carrying out the activities. They could be 
aided in developing their role and function in program planning and execution 
groups in the field of agriculture. 

Some examples of suggested activities are as follows: 

This fall the agriculture division is distributing large amounts of seed wheat 
to many villages throughout Iran in exchange for less productive varieties of 
wheat. Along with the seed-distribution program it is carrying out an educa- 
tion program on the importance of better seeds and methods the villagers can 
employ to propagate their own improved seed supply, methods of land tillage 
and cultivation. These committees could be natural groups through which the 
agriculture division could work on this program. 

Another program with which the agriculture division could help immediately 
in four of the Ostans in Iran is in the field of disease and parasite control among 
animals, which the division is sponsoring in cooperation with the Veterinary 
Bongah of the Ministry of Agriculture. Village and district councils could aid 
greatly in establishing the actual control program through planning and edu- 
cational work. The councils could also plan and initiate effective followup pro- 
grams that need to be carried out. 

Next spring the agriculture division hopes to have at least 300,000 eggs dis- 
tributed as part of the poultry-improvement program. The planning, distribu- 
tion, and educational phases of this program could be carried out through the 
councils named above. The agriculture division could hold meetings this winter 
working out plans and programs with the committees. 


II. ECONOMIC DEVELOPMENT DIVISION 


1. Assistance could be furnished in the formation and operation of village 
co-ops ; in legal registration ; management and membership relation problems; in 
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providing educational materials in various phases of co-op activity such as pam- 
phlets, model forms of charter stock, marketing agreements, posters, and films; 
in arranging regional conferences ; and in rendering counsel on farm credit and 
co-op finance. 

2. Assistance could be given in establishing sound financial program and 
credit institutions. 

3. Village economy can be studied and recommendations made to assist vil- 
lagers not only to plan their work but also to decide what products are the 
must profitable and how to produce them in such a manner that the highest 
returns will be received. 

4, Assistance could be given in developing village industries which will pro- 
vide work during off seasons enabling villagers to produce essential items now 
purchased from outside sources; to discover and develop skills for the main- 
tenance and repair of agricultural implements and machinery, and the con- 
struction of simple farm tools. 


III. EDUCATION DIVISION 


1. Could assist the village councils to organize a village school, if none exist. 
2. Could supply building plans and specifications for the school building. 

3. If a school exists, educational specialists could help determime the cur- 
riculum for the school suitable to the needs of the villagers. 

4. Could supply the village with a minimum of teaching aids. 

5. Could assist the Ministry of Education in training the teachers. 

6. Could provide the school and village with materials, such as reading matter 
and programs (movies, etc.). 

7. Could assist the councils and villagers in the solution of any of their 


educational needs. 
IV. ENGINEERING AND CONSTRUCTION DIVISION 


1. Could supply simple and elementary technical aid, involving the construc- 
tion of small reservoirs, the installation of pipes for drinking water and culverts, 
rural road improvements, the digging of shallow wells, etc., at the village level. 

2. This work could progressively increase in scope and magnitude through the 
Dehistan, District and Ostan levels. Our deep well program could, for example, 
be extended and greatly increased through the availability of the pertinent coop- 
erative funds. Schools, hospitals and clinics could be constructed with the aid 
of our Housing branch; the demand for adequate farm-to-market roads might be 
met; the power needs of Dehistans and municipalities furnished; and small 
dams or diversion dams constructed to supply the required irrigation for farm- 
land. 

The municipality and district of Rasht, whose requirement for technical aid we 
are endeavoring to supply, is an excellent illustration for the implementation of 
the above engineering program. The city is in dire need of a water supply and 
sewage disposal system. With the passage of the bill, these projects could be 
speedily undertaken in collaboration with the District committee and through 
the use of its cooperative funds. Similarly, the regions’ farm-to-market roads 
are in desperate need of resurfacing; this could be automatically executed on the 
Ostan level. 

Vv. HEALTH DIVISION 


It is felt that the contributions of the Health Division, TCI, and its Iranian 
counterparts in the Ministry of Health, could play a major role in reducing the 
present high infant death rate of 500 per 1,000 live births, which are largely 
caused by the diseases preventable under modern sanitation. Malaria can be 
practically eliminated by diligent DDT spraying of homes each year. Altogether, 
it is estimated that thousands of people who are now incapacitated due to 
such diseases as malaria will be well and more productive in the fields. We could 
contribute to health improvement as follows: 

1. Train sanitary engineers and sanitarian aides for the Ministry of Health to 
work in and educate the village people in the prevention of water, food, and 
insect-borne diseases such as typhoid fever, the dysenteries, malaria and typhus 
fever. 

2. Aid in the construction of safe wells and equip them with hand pumps. 

3. Aid in the construction of water reservoirs to serve drinking fountain taps, 
public baths and laundries. 
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4. Aid in the construction of sanitary latrines to prevent contamination of 
water supplies and to eliminate fly breeding. 

5. Aid in the construction of public baths and to equip them with sanitary 
showers and laundry facilities. (This will serve to prevent the spread of skin 
infection by repeated immersions in the same bath waters.) 

6. Inaugurate insect-control measures such as spraying the homes with DDT 
and eliminating mosquito breeding areas by proper drainage and filling. (This 
will be a major factor in eliminating malaria. ) 

7. Inaugurate DDT dusting measures in lice-infested villages to eliminate the 
potential danger of louse-borne typhus fever outbreaks. 

8. Educate villagers in general sanitation measures including village cleanup 
of refuse and cleanliness in the homes to provide a healthier environment. 

9. Train Iranian physicians and technicians in the public health and disease- 
prevention measures. 

10. Provide education to teachers and school children in the simple, but ef- 
fective, procedures for preventing the spread of communicable diseases. 

11. Provide clinics and the services of physicians, nurses and midwives for 
those who are sick. 

12. Train nurses, midwives, and health visitors in disease-prevention tech- 
niques and how to educate mothers in the homes. 

13. Educate prospective mothers in maternal and child care by trained nurse- 
midwives and health visitors. 


ProGRaAM AGREEMENT No. 4 UNDER TECHNICAL COOPERATION PROGRAM BETWEEN 
THE MINISTRY OF EDUCATION OF IRAN AND THE TECHNICAL COOPERATION ADMINIS- 
TRATION OF THE UNI@ED STATES OF AMERICA 


PROGRAM AGREEMENT IN EDUCATION 


This program agreement in education, entered into between Mahmoud Hessabi, 
Minister of Education of Iran (hereinafter referred to as the ‘“‘Minister’’) and 
William E. Warne, Director of Technical Cooperation in Iran, and designated 
representative of the Technical Cooperation Administration, (hereinafter re- 
ferred to as the “Director’’), witness that the parties hereto have agreed as 
follows: 

ARTICLE I 


Pursuant to the exchange of notes of January 19 and January 20, 1952, relating 
to the technical cooperation program for the economic development of Iran, a 
cooperative program of education shall be initiated in Iran. The Ministry of 
Education of Iran (hereinafter referred to as the ‘““Ministry’’), and the Technical 
Yooperation Administration’ (hereinafter referred to as the “Administration” ), 
shall participate jointly in all phases of the planning and direction of the 
cooperative program. This agreement and all activities carried out pursuant 
to it shall be governed by the terms and conditions of the said exchange of notes 
dated January 19 and January 20, 1952, referred to above. 


ARTICLE ITI 


The objectives of this cooperative program of education are: 

1. To facilitate the development of education and related fields in Iran through 
cooperative action on the part of the Administration and the Ministry. 

2. To stimulate and increase the interchange between the two countries of 
knowledge, skills, and techniques in the field of education. 

3. To further otherwise the overall economic development of Iran. 


ARTICLE IIL 


It is agreed that this cooperative program of education will include: 

1. The furnishing by the Administration of specialists (hereinafter referred 
to as the “Technical Mission”) to collaborate in carrying out the cooperative 
program of education. 

2. The development and carrying out of activities of the following types: 

(a) The initiation and execution of educational projects pursuant to 
written operational agreements between the Minister and the Director, 
which may include activities of the following types: Augmentation, en- 
largement, and extension of rural training institutions including the train- 
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ing of rural teachers, the provision of essential materials and textbooks, 
the establishment of demonstration schools for student and teacher ob- 
servation and practice; the improvement of rural education facilities by 
the renovation and remodeling of existing school buildings, the completion 
of unfinished school buildings, and the construction of new school buildings, 
where needed; and such other educational projects as they may hereafter 
mutually agree upon. 
(b) Related training activities. 


ARTICLE IV 


1. Each activity undertaken under this agreement shall be embodied in a 
written operational agreement which shall be agreed upon and signed by the 
Minister and the Director; shall define the kind of work to be done; shall set 
forth the contributions to the activity; and may contain such other matters as 
the parties may desire to include. Upon completion of any activity, a com- 
pletion report shall be drawn up and signed by the Minister and the Director, 
which shall provide a record of the work done, the objectives achieved, the 
contributions made, the problems encountered and solved, and related materials. 

2. The selection of qualified specialists, technicians, and others in the field 
of education to be sent for training to the United States of America or else- 
where pursuant to this agreement, as well as the training which they shall 
undertake, shall be determined jointly by the Minister and the Director. 

3. The books and records relating to this cooperative program of education 
shall be open at all times for inspection and audit by authorized representatives 
of the Administration and the Ministry. 


ARTICLE V 


It is agreed that the activities to be undertaken in accordance with this 
agreement may include cooperation between the parties hereto and other gov- 
ernmental and municipal agencies as well as other legal entities, and interna- 
tional organizations of which the United States of America and Iran are 
members by projects submitted through the Ministry concerned. By agreement 
between the Minister and the Director, contributions of funds, property, services, 
or facilities by either or both parties, or by third parties, may be accepted for 
use in effectuating the cooperative program of education, in addition to the 
funds, property, services, and facilities contributed under this agreement. 


ARTICLE VI 


1. The parties hereby agree to contribute and make available, to the extent 
provided below, during the period beginning July 1, 1951, through June 30, 1952, 
funds for use in carrying out the program, as follows: 

(a) The Administration shall pay the salaries and other expenses of the 
members of the technical mission, as well as such expenses of an admin- 
istrative nature as the Administration may incur in connection with this 
program. 

(b) In addition, the Administration shall make available $272,485 for 
the rural improvement project being carried on in Iran. This amount shall 
be utilized in carrying forward the educational aspects of the rural 
improvement project. 

(c) There shall also be made available rials 42,654,370 for the educa- 
tional aspects of the rural improvement project from the local currency 
account of the Government of the United States of America established 
pursuant to the provisions of the notes dated January 19 and January 20, 
1952, referred to above. 

(d) The Ministry shall contribute and make available such technical and 
financial assistance, personnel, supplies, facilities, and services as the Min- 
istry determines to be available to further the work of the rural improvement 
project. 

2. The funds contributed and made available by each government shall be 
expended for acquiring such materials, equipment, and services for use in the 
program as agreed to by the Minister and the Director. 

3. The funds made available by each party shall be retained by that party for 
expenditure pursuant to the provisions of this agreement. 

4. The contributions made available to the rural-improvement project under 
this agreement may be consolidated with other receipts for that project from 
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other sources, and such funds may be accounted for through a consolidated set of 
accounts which shall show the use made of the funds by activity. 

5. The parties hereto may later agree in writing upon the amount of funds that 
each will contribute and made available each year for use in carrying out the 
program during the period from July 1, 1952, through June 30, 1957. 


ARTICLE VII 


All funds made available to the program pursuant to article VI of this agree- 
ment shall continue to be available for the Cooperative Program of Education 
during the existence of this agreement, without regard to annual periods or fiscal 
years of either of the parties. All materials, equipment, and supplies acquired 
for the program shall be used only in the furtherance of the agreement. Any such 
materials, equipment and supplies remaining at the termination of this coopera- 
tive program shall be at the disposal of the Ministry. 


ARTICLE VIII 


Subject to the provisions of article VI hereof, any funds which remain unobll- 
gated on the termination of the cooperative program of education shall, unless 
otherwise agreed upon in writing, by the parties hereto at the time, be returned 
to the party concerned under this agreement, as it may be from time to time 
amended and extended. 

ARTICLE Ix 


Any right, privilege, power, or duty conferred by this agreement upon either 
the Ministry or the Director may be delegated by either of them to any of his 
respective assistants, provided that each such delegation be satisfactory to the 
other. Such delegation shall not limit the right of the Ministry and the Director 
to refer any matter directly to one another for discussion and decision. 


ARTICLE X 


This agreement may be referred to as the Educational Project Agreement. It 
shall enter into force on the date on which it is signed and shall remain in force 
through June 30, 1957, or until 3 months after either party shall have given notice 
in writing to the other of intention to terminate, whichever is earlier: Provided, 
however, That the obligations of the parties under this agreement for the period 
from July 1, 1952, through June 30, 1957, shall be subject to the availability of 
appropriations to both parties for the purposes of the program and to the further 
agreement of the parties pursuant to the article VI, paragraph 4, hereof. 

Done in duplicate, in the English and Persian languages, at Teheran, this 1st 
day of April 1952. Both the English and the Persian texts are valid. 

lor the Technical Cooperation Administration : 
(Signed) WILLIAM EB. WARNE, 
United States Director of Technical Cooperation for Iran. 


For the Ministry of Education of Iran: 


(Signed in Persian) MAnHMoupD HESSABI, 
Minister of Education. 


PROGRAM AGREEMENT No. 2 UNpbER TECHNICAL-COOPERATION PROGRAM BETWEEN 
THE MINISTRY OF AGRICULTURE OF IRAN AND THE TECHNICAL COOPERATION 
ADMINISTRATION OF THE UNITED STATES OF AMERICA 


PROGRAM AGREEMENT IN AGRICULTURE 


This program agreement in agriculture, entered into between Khalil Tale- 
ghani, the Minister of Agriculture of Iran (hereinafter referred to as the 
“Minister”’), and William E. Warne, Director, Technical Cooperation for Iran, 
as designated representative of the Technical Cooperation Administration 
(hereinafter referred to as the “Director”), witness that the parties hereto 
have agreed as follows: 


ARTICLE I 


Pursuant to the exchange of notes of January 19 and January 20, 1952, relat- 
ing to the technical-cooperation program for the economic development of Iran, 
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a cooperative program for agriculture shall be initiated in Iran. The Ministry 
of Agriculture of Iran (hereinafter referred to as the “Ministry’) and the 
Technical Cooperation Administration (hereinafter referred to as the “Ad- 
ministration”) shall participate jointly in all phases of the planning and direc- 
tion of the cooperative program. This agreement and ali activities carried 
out pursuant to it shall be governed by the terms and conditions of the said ex- 
change of notes dated January 19 and January 20, 1952, referred to above. 


ARTICLE II 


The objectives of this cooperative program of agriculture are: 

1. To facilitate the development of agriculture and related fields in Iran 
through cooperative action on the part of the Administration and the Ministry. 

2. To stimulate and increase the interchange between the two countries of 
knowledge, skills, and techniques in the field of agriculture. 

3. To further otherwise the overall economic development of Iran, 


ARTICLE III 


It is agreed that this cooperative program of agriculture will include: 

1. The furnishing by the Adminisration of specialists (hereinafter referred 
to as the “Technical Mission’) to collaborate in carrying out the cooperative 
program of agriculture. 

2. The development and carrying out of activities of the following types: 

(a) The initiation and execution of agricultural projects pursuant to 
written operational agreements between the Minister and the Director, 
which may include activities of the following types: Livestock management, 
including animal-disease control and pasture improvements; agricultural 
extension; soil and water conservation; forestry; plant-improvement and 
plant-cultural practices; utilization, operation, and maintenance of farm 
machinery; irrigation developments; and such other agricultural projects 
as they may hereafter mutually agree upon. 

(b) Related training activities. 


ARTICLE IV 


1. Each activity undertaken under this agreement shall be embodied in a 
written operational agreement which shall be agreed upon and signed by the 
Minister and the Director, shall define the kind of work to be done, shall set 
forth the contributions to the activity, and may contain such other matters as 
the parties may desire to include. The operational agreements shall contain 
suitable provisions to prevent duplication of activities between the operations 
performed under this project agreement and those performed in the agricul- 
tural phases of the rural-improvement project. Upon completion of any activity, 
a completion report shall be drawn up and signed by the Minister and the Direc- 
tor, Which shall provide a record of the work done, the objectives achieved, the 
contributions made, the problems encountered and solved, and related materials. 

2. The selection of qualified specialists, technicians, and others in the field 
of agriculture to be sent for training to the United States of America and else- 
where pursuant to this agreement, as well as the training which they shall under- 
take, shall be determined jointly by the Minister and the Director. 

3. The books and records relating to this cooperative program of agriculture 
shall be open at all times for inspection and audit by authorized representatives 
of the Administration and the Ministry. 


ARTICLE V 


It is agreed that the activities to be undertaken in accordance with this agree- 
ment may include cooperation between the parties hereto and other governmental 
and municipal agencies as well as other legal entities and international organiza- 
tions of which the United States of America and Iran are members by projects 
submitted through the Ministry concerned. By agreement between the Minister 
and the Director, contributions of funds, property, services, and facilities by 
either or both parties, or by third parties, may be accepted for use in effectuating 
the cooperative program of agriculture, in addition to the funds, property, 
services, and facilities contributed under this agreement. 
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ARTICLE VI 


1. The parties hereby agree to contribute and make available, to the extent pro- 
vided below, during the period beginning July 1, 1951, through June 30, 1952, 
funds for use in carrying out the program as follows: 

(a) The Administration shall pay the salaries and other expenses of the 
members of the Technical Mission, as well as such expenses of an adminis- 
trative nature as the Administration may incur in connection with this 
program. 

(4) In addition, the Administration shall make available $2,481,457 for the 
rural-improvement project being carried out in Iran. This amount shall be 
utilized in carrying forward the agricultural aspects of the rural-improve- 
ment project. 

(c) The Administration shall also make available, for agricultural opera- 
tions under this agreement, other than those included within the rural-im- 
provement project, the sum of $631,313. 

(7d) There shall also be made available R1s51,744,000 for the agricultural 
aspects of the rural-improvement project and Rls18,180,360 for other agri- 
cultural operations under this agreement from the local currency account of 
the Government of the United States of America, established pursuant to the 
provisions of the notes dated January 19 and January 20, 1952, referred to 
above. 

(e) The Ministry shall contribute and make available such technical and 
financial assistance, personnel, supplies, facilities, and services as the Minis- 
try determines to be available to further the work of the rural improvement 
project and other agricultural operations under this agreement. 

2. The funds contributed and make available by each party shall be expended 
for acquiring such materials, equipment, and services for use in the program as 
agreed to by the Minister and the Director. 

3. The funds made available by each party shall be retained by that party 
for expenditure pursuant to the provisions of this agreement. 

4. The contributions made available to the rural improvement project under 
this agreement may be consolidated with other receipts for that project from 
other sources, and such funds may be accounted for through a consolidated set of 
accounts which shall show the use made of the funds by activity. 

5. The parties hereto may later agree in writing upon the amount of funds 
that each will contribute and make available each year for use in carrying out 
the program during the period from July 1, 1952, through June 30, 1957. 


ARTICLE VII 


All funds made available to the program pursuant to article VI of this agree- 
ment shall continue to be available for the cooperative program of agriculture 
during the existence of this agreement, without regard to annual periods or 
fiscal years of either of the parties. All materials, equipment, and supplies 
acquired for the program shall be used only in the furtherance of the agreement. 
Any such materials, equipment, and supplies remaining at the termination of 
this cooperative program shall be at the disposal of the Ministry. 


ARTICLE VIII 


Subject to the provisions of article VI hereof, any funds which remain un- 
obligated on the termination of the cooperative program of agriculture shall, 
unless otherwise agreed upon, in writing by the parties hereto at the time, be 
returned to the party concerned under this agreement, as it may be from time to 
time amended and extended. 

ARTICLE Ix 


Any right, privilege, power, or duty conferred by this agreement upon either 
the Minister or the Director may be delegated by either of them to any of his 
respective assistants, provided that each such delegation be satisfactory to the 
other. Such delegation shall not limit the right of the Minister and the Director 
to refer any matter directly to one another for discussion and decision. 


ARTICLE X 
This agreement may be referred to as the Agricultural Project Agreement. 


It shall enter into force on the date on which it is signed and shall remain in 
force through June 30, 1957, or until 8 months after either party shall have given 
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notice in writing to thte other of intention to terminate, whichever is earlier; 
provided, however, that the obligations of the parties under this agreement for 
the period from July 1, 1952, through June 30, 1957, shall be subject to the 
availability of appropriations to both parties for the purposes of the program and 
to the further agreement of the parties pursuant to the article VI, paragraph 4 
hereof. 

Done in duplicate, in the English and_Persian languages, at Teheran, this Ist 
day of April 1952. Both the English and the Iranian texts are valid. 

For the Technical Cooperation Administration : 

(Signed) WHILLIAM E. WARNE, 
United States Director of Technical Cooperation for Iran. 


For the Ministry of Agriculture of Iran: 
(Signed) KHALIL K. TALEGHANI, 
Minister of Agriculture. 


PROGRAM AGREEMENT No. 3 UNDER TECHNICAL COOPERATION PROGRAM BETWEEN 
THE MINISTRY OF HEALTH OF IRAN AND THE TECNICAL COOPERATION ADMINIS- 
TRATION OF THE UNITED STATES OF AMERICA 


PROGRAM AGREEMENT IN PUBLIC HEALTH 


The program agreement in public health, entered into between Mohammad 
Ali Maleki, the Minister of Health of Iran (hereinafter referred to as the 
Minister) and William E. Warne, Director, Technical Cooperation for Iran, as 
designated representative of the Technical Cooperation Administration (here- 
inafter referred to as the Director), witness that the parties hereto have agreed 
as follows: 


ARTICLE I 


Pursuant to the exchange of notes of January 19 and January 20, 1952, re- 
lating to the technical cooperation program for the economic development of 
Iran, a cooperative program of public health shall be initiated in Iran. The 
Ministry of Health of Iran (hereinafter referred to as the Ministry) and the 
Technical Cooperation Administration (hereinafter referred to as the Admin- 
istration) shall participate jointly in all phases of the planning and direction 
of the cooperative program. This agreement and all activities carried out pur- 
suant to it shall be governed by the terms and conditions of the said exchange 
of notes dated January 19 and January 20, 1952, referred to above. 


ARTICLE II 


The objectives of this cooperative program of public health are: 

1. To facilitate the development of public health and related fields in Iran 
through cooperative action on the part of the Administration and the Ministry. 

2. To stimulate and increase the interchange between the two countries of 
knowledge, skills, and techniques in the field of public health. 

3. To otherwise further the overall economic development of Iran. 


ARTICLE III 


It is agreed that this cooperative program of public health shall be primarily 
concerned with the prevention of disease and will include: 

1. The furnishing by the Administration of specialists (hereinafter referred 
to as the technical mission) to collaborate in carrying out the cooperative pro- 
gram of public health. 

2. The establishment in the Department of Preventive Medicine of the Min- 
istry of Health of such essential working divisions as sanitary engineering, 
nursing, and public health education to carry out an effective public health 
program. 

3. The training of Iranian physicians, sanitary engineers, public-health nurses, 
other technicians, and subprofessional technicians such as sanitarian aides, 
nurses aides, and laboratory aides in, and the demonstration of, such public- 
health activities (including methods, technique, equipment, and supplies, and 
administrative guidance in carrying out a public health program) designed pri- 
marily to further the development of a rural disease-prevention public-health 
service. 
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4. The initiation and execution of public-health projects pursuant to written 
operational agreements between the Minister of Health (hereinafter referred to 
as the Minister), and the Administration’s Director of Technical Cooperation for 
Iran (hereinafter referred to as the Director), which may include activities 
of the following types: 

(a) Establishment and operation of regional offices of the Department of 
Preventive Medicine, including public-health laboratory services, community 
health centers, and mobile health services. 

(b) Communicable disease control including immunization campaigns, 
special emphasis on malaria and trachoma control, and emergency control 
of epidemics. 

(c) Maternal and child health care, including school health services. 

(ad) Infirmary-type outpatient care of the ill. 

(e) Public-health nursing-midwifery services. 

(f) Sanitary engineering services, including the provision of safe drinking 
water, public baths, latrine construction; refuse disposal; food sanitation ; 
insect and rodent control. 

(9) Health education of the public. 

(h) Didactic and in-service training of professional and subprofessional 
personnel. 

(4) Gathering of public-health statistics and information. 

(j) Such other public-health projects as may be herinafter mutually 
agreed upon, 

5. Related training activities. 


ARTICLE IV 


1. Each activity undertaken under this agreement shall be embodied in a 
written operational agreement which shall be agreed upon and signed by the 
Minister and the Director ; shall define the kind of work to be done; shall set forth 
the contribution to the activity; and may contain such other matters as the 
parties may desire to include. The operational agreements shall contain suit- 
able provisions to prevent duplication of activities between the operations per- 
formed under this project agreement and those performed in the public-health 
phases of the rural improvement project. Upon completion of any activity, a 
completion report shall be drawn up and signed by the Minister and the Direc- 
tor, which shall provide a record of the work done, the objectives achieved, the 
contributions made, the problems encountered and solved, and related materials. 

2. The selection of qualified specialists, technicians, and others in the field of 
public health to be sent for training to the United States of America or else- 
where pursuant to this agreement, as well as the training which they shall 
undertake, shall be determined jointly by the Minister and the Director. 

3. The books and records relating to this cooperative program of public health 
shall be open at all times for inspection and audit by authorized representatives 
of the Administration and the Ministry. 


ARTICLE V 


It is agreed that the activities to be undertaken in accordance with this agree- 
ment may include cooperation between the parties hereto and other governmental 
and municipal agencies as well as other legal entities, and international organi- 
zations of which the United States of America and Iran are Members by projects 
submitted through the Ministry concerned. By agreement between the Minister 
and the Director contributions of funds, property, services, or facilities by either 
or both parties, or by third parties, may be accepted for use in effectuating the 
Cooperative Program of Public Health, in addition to the funds, property, 
services, and facilities contributed under this agreement. 


ARTICLE VI 


1. The parties hereby agree to. contribute and make available, to the extent 
provided below, during the period beginning July 1, 1951, through June 30, 1952, 
funds for use in carrying out the program, as follows: 

(a) The Administration shall pay the salaries and other expenses of the 
members of the Technical Mission, as well as such expensse of an adminis- 
trative nature as the Administration may incur in connection with this pro- 
gram. 
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(b) In addition, the Administration shall make available $895,760 for the 
rural improvement project being carried on in Iran. This amount shall be 
utilized in carrying forward the public health aspects of the rural improve- 
ment project. 

(ec) The Administration shall also make available for public-health opera- 
tions under this agreement, other than those included within the rural im- 
provement project, the sum of $2,127,432. 

(d) There shall also be made available Rls 65,944,395 for the public health 
aspects of the rural improvement project and Rls 32,547,710 for other public- 
health operations under this agreement from the local currency account of 
the Government of the United States of America established pursuant to the 
provisions of the notes dated January 19 and January 20, 1952, referred to 
above. 

(e) The Ministry shall contribute and make available such technical and 
financial assistance, personnel, supplies, facilities, and services as the Min- 
istry determines to be available to further the work of the rural improve- 
ment project and other public-health operations under this agreement. 

2. The funds contributed and made available by each party shall be expended 
for acquiring such materials, equipment, and services for use in the program as 
agreed to by the Minister and the Director. 

3. The funds made available by each party shall be retained by that party for 
expenditure pursuant to the provisions of this agreement. 

4. The contributions made available to the rural improvement project under 
this agreement may be consolidated with other receipts for that project from 
other sources, and such funds may be accounted for through a consolidated set 
of accounts which shall show the use made of the funds by activity. 

5. The parties hereto may later agree in writing upon the amount of funds 
that each will contribute and make available each year for use in carrying out 
the program during the period from July 1, 1952, through June 30, 1957. 


ARTICLE VII 


All funds made available to the program pursuant to Article VI of this agree- 
ment shall continue to be available for the Cooperative Program of Public Health 
during the existence of this agreement, without regard to annual periods or 
fiscal years of either of the parties. All materials, equipment and supplies 
acquired for the program shall be used only in the furtherance of the agree- 
ment. Any such materials, equipment and supplies remaining at the termina- 
tion of this cooperative program shall be at the disposal of the Ministry. 


ARTICLE VIII 


Subject to the provisions of article VI hereof, any funds which remain un- 
obligated on the termination of the Cooperative Program of Public Health shall, 
unless otherwise agreed upon in writing by the parties hereto at the time, be 
returned to the party concerned under this agreement, as it may be from time 
ito time amended and extended. 


ARTICLE Ix 


Any right, privilege, power or duty conferred by this agreement upon either 
the Ministry or the Director may be delegated by either of them to any of his 
respective assistants, provided that each such delegation be satisfactory to the 
other. Such delegation shall not limit the right of the Minister and the Director 
to refer any matter directly to one another for discussion and decision. 


ARTICLE X 


This agreement may be referred to as the “Public Health Project Agreement’. 
It shall enter into force on the date on which it is signed and shall remain in 
force through June 30, 1957, or until three months after either party shall have 
given notice in writing to the other of intention to terminate, whichever is 
earlier; Provided, however, That the obligations of the parties under this 
agreement for the period from July 1, 1952, through June 30, 1957, shall be 
Subject to the availability of appropriations to both parties for the purposes of 
the Program and to the further agreement of the parties pursuant to Article VI, 
paragraph four, hereof. 
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Done in duplicate, in the English and Persian languages, at Tehran, this 1st 
day of April, 1952. Both the English and the Iranian texts are valid. 
For the Technical Cooperation Administration : 
(Signed) WuItitamM BE. WARNE, 
U. 8. Director of Technical Cooperation for Iran. 


For the Ministry of Health of Iran: 
(Signed) M. Matekr, 
Minister of Health. 


ADMINISTRATIVE AGREEMENT No. 2 BETWEEN THE MINISTER OF AGRICULTURE OF IRAN 
AND THE MINISTER OF EDUCATION OF IRAN AND THE SEVEN YEAR PLAN ORGANIZA- 
TION OF IRAN AND THE TECHNICAL COOPERATION ADMINISTRATION OF THE UNITED 
STATES OF AMERICA 


This agreement, by and between Khalil Taleghani, Minister of Agriculture of 
Iran; Dr. Mehdi Azar, Minister of Education of Iran; Ahmad Zangueneh, Man- 
aging Director of the Seven Year Plan Organization of Iran; and William EF. 
Warne, Director of Technical Cooperation for Iran, and designated representa- 
tive of the Technical Cooperation Administration of the United States of 
America, witnesses that: 

Whereas Khalil Taleghani, Minister of Agriculture, and William E. Warne, 
Director, Technical Cooperation for Iran, by the First Extension of the Program 
Agreement in Agriculture, executed February 4, 1953, did provide for the estab- 
lishment of the Iran-American Joint Fund for Agriculture ; and 

Whereas Dr. Mehdi Azar, Minister of Education, and William E. Warne, Di- 
rector, Technical Cooperation for Iran, by the First Extension of Program Agree- 
ment in Education, executed March 19, 1958, did provide for the establishment of 
the Iran-American Joint Fund for Education ; and 

Whereas Ahmad Zangueneh, Managing Director of the Seven Year Plan 
Organization of Iran, and William E. Warne, Director of Technical Cooperation 
for Iran, by the program Agreement in Industry, executed May 12, 1952, did 
provide for the establishment of the Iran-American Joint Fund for Economic 
Development ; and 

Whereas the Iranian-United States Joint Commission for Social and Economic 
Development was established pursuant to the exchange of notes by and between 
the Prime Minister of Iran, Dr. Mohammed Mossadegh, and the Director of 
Technical Cooperation for Iran, William E. Warne, dated December 27 and 30, 
1952 ; and 

Whereas it is considered desirable to provide administrative support to the 
Joint Funds so established in order to obtain maximum effectiveness in opera- 
tions; 

Now therefore, the parties hereto mutually agree that: 


ARTICLE I 


Pursuant to the above-described program agreements in agriculture, educa- 
tion, and industry, a cooperative project providing administrative support to 
the joint funds in agriculture, education, and economic development is hereby 
undertaken by the parties hereto. This agreement and all activities carried out 
pursuant to it shall be governed by the terms and conditions of the program 
agreements above described and project agreements executed in accordance 
therewith. This agreement shall not be applicable to Public Health and Public 
Statistics Cooperatives, since separate agreements have heretofore been executed. 


ARTICLE II 


The Administration will establish, in office space now occupied by it, an office 
to be known as “Office of Consolidated Services.” This office shall be under the 
joint supervision and direction of the Comptroller of the Technical Cooperation 
Administration for Iran and the representative of the Plan Organization and 
shall provide all fiscal services necessary to the operations of the joint funds. 
The Ministers of Agriculture and Education and the Managing Director of the 
Seven Year Plan Organization agree to detail to this office such technicians, ad- 
ministrators, accountants, auditors, clerks, and inspectors as they shall deter- 
mine may be made aVailable for the conduct of the Consolidated Services, and 
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who are acceptable to the Directors of the Office of Consolidated Services. Dur- 
ing the period of their detail, they will retain their Ministry status, seniority, 
and other rights. The Administration shall detail to such office such technicians 
and supervisors as it shall deem necessary to guide the operations of the Office 
of Consolidated Services. The Directors of the as may be necessary to carry 
out the activities of the Office of Consolidated Services. 


ARTICLE IIT 


For the purpose of providing funds for the payment of personnel and supplies 
necessary for the operation of the Office of Consolidated Services, the following 
amounts will be contributed by the respective Joint Funds to the Office of Con- 
solidated Services, on the call of the Directors of the Office of Consolidated 
Services, as follows: 

(a) The Joint Fund for Agriculture will contribute the sum of Rls 
1,000,000 ; 
(b) The Joint Fund for Education will contribute the sum of Ris 1,000,000; 
(c) The Joint Fund for Economic Development will contribute the sum 
of Ris 1,000,000. 
ARTICLE IV 


The Administration will provide such other administrative services, including 
procurement, personnel, transport, warehousing, and such other administrative 
services as it shall deem necessary to carry out the operations of the joint funds, 
and to the Directors of the Office of Consolidated Services such of these admin- 
istrative services as he may request. 


ARTICLE V 


In addition to the foregoing sums made available by the Joint Funds in Agri- 
culture, Education and Economic Development, the following sums shall be 
made available for the secretariat of the Iranian-United States Joint Commission 
for Social and Economic Development, established pursuant to an exchange of 
notes of December 27-80, 1952, between Dr. Mohammad Mossadegh, Prime Mini- 
ster of Iran, and William E. Warne, Director of Technical Cooperation for 
Iran: 

(a) From the Joint Fund for Agriculture, the sum of RIs 150,000; 


(c) From the Joint Fund for Economic Development, the sum of Rls 
150,000. 


These sums shall be made available to the secretariat of the Iranian-United 
States Joint Commission for Social and Economic Development for the purpose 
of providing personnel and supplies, upon the call of the Secretariat, or as other- 
wise directed by the Iranian-United States Joint Commission for Social and 
Economic Development at any of its regular meetings. 

Done in duplicate, in the English and Persian languages, at Tehran, this Ist 
day of April, 1953. Both the English and the Persian texts are valid. 

For the Technical Cooperation Administration: 


U. 8. Director of Technical Cooperation for Iran. 


For the Seven Year Plan Organization of Iran: 


Managing Director. 
For the Ministry of Agriculture: 


Minister of Agriculture. 


For the Ministry of Education : 


Minister of Education. 
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Appenpix XII 
INTERNATIONAL COOPERATION ADMINISTRATION 


Security classification: Unclassified. 

Date sent: August 2, 1956. 

Date received: August 6, 1956. 

From: USOM/IRAN. 

Subject: Report requested by Hardy subcommittee. 

Reference: ICATO 56, 57, 58, 86 and TOICA 78. 

Address and serial number: ICA/W TOICA A—282. 
Drafted by: Industrial and Engineering Activities Division. 

I was asked by Representative Hardy for a report covering the industry pro- 
gram and projects; the reasons for their selection, for delay in their activation, 
their present status, and the operations of the Joint Fund for Industrial Develop- 
ment. Attached are statements on each project summarizing this information, 
together with completion reports of several technicians giving more general 
appraisals of the difficulties and achievements under the various projects. 

These do not, however, give an adequate picture of the mission’s industry pro- 
gram in Iran, Where it is unquestionably true that the whole is greater than the 
sum of the parts. With the perspective of 5 years it appears to me that the 
emphasis and direction of the industry program was sound, its contributions to 
the economy and stability of Iran of major significance, the training which it has 
provided to Iranian businessmen, Government officials and industrial technicians 
effective, and the delays—in some cases unfortunate if inevitable—in no way 
disastrous. 


1. OBJECTIVES OF INDUSTRY PROGRAM AND CHOICE OF PROJECTS 


The first objective of the industry program in Iran was to prevent the indus- 
trial expansion program initiated with oil revenues and directed by the Plan 
Organization from collapsing after the nationalization of oil. Without United 
States assistance to pick up on a loan basis some of the sounder investments of 
the Plan Organization industrial recovery would be 2 to 3 years behind its pres- 
ent position. Projects for the assistance to Fars and Rey Cement, the Tchitsazi 


Mill, Shiraz Power, and the three sugar factories were selected as being poten- 
tially sound financially, and key industries in Iran’s overall industrial develop- 
ment program, providing excellent opportunities for training and demonstration 
of improved business and industrial methods, and well adapted for later sale to 
private enterprise. They were, moreover, strategically located geographically 
in relation to population and agricultural production centers. 

A second objective of the industry program Was the introduction of new indus- 
tries and improved methods for the more efficient utilization of the agricultural 
production and natural resources of Iran. The food processing and timber 
projects were two fields which all experts agreed offered sound opportunities for 
industrial expansion, particularly suited to small- and medium-scale private 
enterprise. These projects for a combination of reasons have moved slowly. 
They were either new to Iran like the dried fruit and nut, and date processing 
projects, and so required a prolonged period of exploration, or like the lumbering 
and fish-canning projects which called for the renovation of antiquated plants and 
methods and still present considerable obstacles. Lack of synchronization in 
the arrival of machinery, the tour of specialists, and the fulfillment of Plan 
Organization commitment, were all delaying factors almost unavoidable under 
the circumstances of crisis in Iran and changes in administration and program 
in Washington. 

A third objective of the industry program was training of Iranian personnel 
and demonstration of sound management and technical practices in the selected 
industrial projects. The plants and companies of the Plan Organization were 
admittedly inefficient. Technical assistance and improvements had been cut off 
by the war. Facilities for modern technical and business training were non- 
existent. The excellent results of the training and demonstration carried on 
by United States and contract technicians under the industry projects are now 
clearly discernible. Several hundred Iranians, of whom 27 have been sent to 
the United States as participants, have been trained in the industry projects. 
Some of them are now successfully running their own businesses, some are 
managers of industrial plants, some have important positions in Government 
departments, others are skilled industrial technicians training others. What- 





UNITED STATES AID OPERATIONS IN IRAN 1221 


ever delays have attended plant installations, it did not diminish the size and 
effective ness of the training program. 

A fourth objective of the industry program was to stimulate private enter- 
prise; specifically under the terms of the project agreements by which industries 
and plants which received United States loan assistance were to be offered at the 
end of a stated term of years for sale to private investors or to cooperative asso- 
ciations; and generally through the services of American technicians to pro- 
vide advisory and consultant services to businessmen seeking to develop new 
industry or industrial services, and to producers seeking more efficient pur- 
chasing methods. How far this objective will be realized in respect to the 
specific plants which received project assistance depends on political factors it is 
impossible to forecast at this time, but it appears that Government ownership 
and control of the industries operated by the Plan Organization may continue for 
some time. The first criteria necessary for their sale to private enterprise, how- 
ever, is being realized. The technical and management assistance extended by 
the mission directly and through contracts is putting the project plants on a 
sound financial basis, thus making them more attractive for sale to private 
enterprise. This is a mission goal. 

*aralleling the mission’s interest in particular plants has been its concern in 
helping to create in Iran a more favorable climate to private investment and 
enterprise. Much of its assistance in this field lay outside the direct project 
responsibilities of the Industry Division. The Joint Fund for Economic Develop- 
ment later called the Joint Fund for Industrial Development, through which the 
projects were financed, and to which loans are to be repaid, was set up to create 
a revolving fund which, it was planned, would later be developed as an indus- 
trial bank to provide long-term, low-interest-rate loans to sound private indus- 
trial enterprises. It would have at its command the advisory services of the 
mission staff in trade, investment, industry, management, ete. The activation 
of the loan function of the joint fund has been delayed through the postpone- 
ment of repayment of instaliments on project loans, primarily as a consequence 
of the generally lower rate of project completion than originally contemplated. 
However, conversations have been initiated with the IBRD, the Plan Organiza- 
tion, and the Bank Melli on an informal basis seeking to lay the groundwork 
for the establishment, completely outside any governmental organization, of an 
Industrial Development Bank, of which the assets of the Joint Fund for Indus- 
trial Development might become a part. 

The need for long-term, low-interest rate credit and sound industrial banking 
operations remains urgent and imperative if private enterprise is to play any con- 
siderable part in the development of Iran. Whatever direction the Iranian Goy- 
ernment takes in this matter, the concept of the Joint Fund for Industrial Devel- 
opment and the commitments to it under the various industry project agreements 
should undoubtedly exert considerable influence on the side of encouragement of 
private enterprise and investment. 


2. REASONS FOR DELAY IN ACTIVATION OF PROJECTS 


These are specifically indicated in the various project summaries attached. 
The delay factors have been: 

(a) More than the normal timelag between the placing and delivery of 
orders for machinery and equipment ; 

(b) Disturbances, changes of plan, lack of finances, etc., on the part of the 
Iranian Government, particularly the Plan Organization ; 

(c) Delays due to incomplete or faulty project planning ; and 

(d) Delays in the recruitment of technicic us. 

Two or three of these factors often combined to hold up a project. The Hardy 
subcommittee gave particular attention to causes of these delays; and to the ex- 
tent that thev tied up United States funds they were unfortunate. However, in 
some cases delay permitted a reevaluation and strengthening of project proposals, 
for example, in the food processing projects, and greater planned participation by 
the Iranian Government. 

3. PROJECT STATUS 


The summary reports show that many of the projects have reached completion, 
and the remainder are going forward on a sound footing. Completion dates still 
lag ona few. Responsibility for carrying projects is now fully accepted by agen- 
cies of the Iranian Government: and United States mission and contract tech- 
nicians are integrated into the Plan Organization and the Ministries of Commerce 
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and Industry and Mines. Some of the projects are being expanded by the Iran- 
ian Government on a nationwide basis. It is too early for any of investment proj 
ects to be making significant profits, but improvements being brought about in 
management are showing favorable results. 

In retrospect, and in spite of political pressures and changes in government in 
Iran, and the new directions taken by the Plan Organization, by delays for one 
reason or another in project completion, I consider that the industry program both 
as a short-time program designed to meet a prolonged crisis, and as a long-time 
program to develop a sound industrial base in Iran favorable to private invest- 
ment and private enterprise, has successfully supported American objectives, and 
introduced American technicians, products, and techniques into key positions 
in the Iranian economy. 

EXHIBITS ATTACHED 


Exhibit I. Industrial Investment Projects Under Program Agreement No. 6 
(W. F. Benning, Chief, Industrial and Engineering Activities Division), July 
30, 1956. 

Exhibit I-A. Completion Report on Fars Cement Plant, No. 1 (EB. J. Norton), 
May 17, 1956. 

Exhibit I-B. Completion Report on Fassa Sugar Refinery, No. 4 (W. Y. Cannon), 
July 16, 1956. 

Exhibit I-C. Completion Report on Shiraz Power, No. 7 (J. W. Howard), June 
6, 1956. 

Exhibit I-D. Status Report, Tchitsazi Mill, No. 8 (J. S. Sullivan), July 21, 1956. 

Exhibit I-E. Completion Report, Rey Cement Plant, No. 16 (W. F. Clark, May 
14, 1956. 

Exhibit I-F. Status Report, Automatic Looms, Tchitsazi Mill, No. 53 (J. S. 
Sullivan), July 26, 1956. 

Exhibit I-G. Status Report, Bandar Abbas Fish Cannery Project, No. 56 (H. 
Richard), July 17, 1956. 

Exhibit I-H. Status Report, Handlooms Project, No. 61 (L. B. Stephenson) July 
18, 1956. 

Exhibit I-I. Status report, Ccnstruction of Two Sugar Refineries, Project No. 
65 (W. Y. Cannon), July 21, 1956. 

Exhibit I—J. Status Report, Improvement of Shirgah Wood Treatment Plant, 
Project No. 80 (R. O. Gustafson), July 14, 1956. 

Exhibit I-K. Status Report, Cotton Classing and Ginning Improvement, No. 81, 
July 17, 1956. 

Exhibit I-L. Status Report, Lumbering Development in Caspian Area, No. 82 
(S. DaSilva), July 26, 1956. 

Exhibit I-M. Completion Report, Tea Processing Plant, No. 85, July 17, 1956. 

Exhibit I-N. Status Report, Deep Wells, Yazd Area (J. Corbett), July 26, 1956. 

Exhibit I-O. Status Report, Food Processing Service, Project 92 (formerly Proj- 
ects 31, 68, 69, and 92) (H. Richard), July 21, 1956. 

Exhibit II. List of industry program participants. 


SxHIBIT I. INDUSTRIAL INVESTMENT PROJECTS UNDER PROGRAM AGREEMENT NO. 6 
1. SCOPE OF PROGRAM 


Program Agreement No. 6 in industry was signed with the Plan Organiza- 
tion on May 12, 1952, to extend to June 30, 1957. It was extended from year to 
year and will now run to 1960, as stated in the third extension signed October 
10, 1954. 

The scope of the industry program is outlined in the program agreement where 
the objectives are stated to be the development of industry, the stimulation of 
private investment, demonstration of increased production per man unit through 
improved labor practices, technical training, efficient management, and effective 
labor-management relations. To those were added in the third extension of the 
program agreement, development of foreign and domestic trade through the 
adoption of improved standards of classification, grading and inspection of 
products, and of modern methods of marketing and financing production. 

The program agreement and projects were signed with the Plan Organization, 
the government agency responsible for industrial development in Iran through 
the expenditure of oil revenues, and for operation of government industrial en- 
terprises. Assistance was later extended to the newly organized Ministry of 
National Economy, and following its reorganization and division, to the Ministry 
of Industry and Mining and the Ministry of Commerce. 
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2. SELECTION OF PROJECTS 


General objectives of the program were carried out in 19 industrial investment 
projects which fall into seven categories ; sugar, textiles, canning, cement, lumber, 
support and management services, and Bureau of Standards. United States 
investment in these projects totalled $7,884,000. Basis for selection of these 
projects was: 

(a) Protection of the very large investment of the Plan Organization 
through the extension of long term, low interest rate loans in selected 
plants already under construction or to be renovated and enlarged. With 
the cessation of oil revenues in 1951 no funds were available from any 
source except the United States technical assistance program to continue 
the development program ; 

(b) Development of pilot and demonstration plants needed to bring about a 
better balanced industrial economy, and make more efficient use of com- 
modities going into the export market ; 

(c) Improvement of management services in the Plan Organization and 
in plants receiving project assistance. 

The development of the sugar, cement and textile industries was the heart of 
the Plan Organization industrial expansion program. All three were in short 
supply in Iran although the basic raw materials for processing were available, 
or could easily be produced. Iran was producing less than one-third of its annual 
requirement of 200,000 tons of sugar a year; cement was being imported at the 
rate of some 250 tons a day, and an average of 100 million yards of textiles per 
year were being imported. The Plan Organization was already operating plants 
in all three industries, but with machinery and methods that were obsolete 20 or 
30 years before. Management, labor relations and labor practices would have 
been considered backward in American industry half a century ago. 

The conditions of the market and of the plants selected for project assistance 
indicated that there was every chance for successful operation and full repay- 
ment of loans. 

The projects finally selected were chosen from some 40 presented by the Plan 
Organization as basic to their overall industrial development program, and from 
plans for new fields of industrial enterprise developed by the technical staff of 
the mission and by United Nations experts. 


3. REASONS FOR DELAY IN THE IMPLEMENTATION OF PROJECTS 


These may be summarized from the records as follows: 

(a) The financial and political crises in Iran, with the changes of govern- 
ment, which delayed and blocked the fulfillment of some of the Plan Organ- 
ization commitments and the supply of rials for local construction and 
support ; 

(b) Overoptimistic estimates of American technicians on the delivery of 
machinery and equipment from the United States; 

(c) Delays or failures in the recruitment of technicians necessary to 
project implementation ; 

(d) Delays in Washington in procurement attributable in part to changes 
of administration and personnel. 

It should be pointed out, however, that projects were active in spite of delays. 
Training programs for Iranian personnel were consistently carried on. Plan- 
ning with Iranian officials and plant and business staffs was developed on a de- 
tailed basis. Supporting studies of markets, investment opportunities, export 
requirements were carried out. 


4. PROJECT STATUS 


The following project résumés, tabulated in annex 1, are summarized on the 
following pages and supplemented by individual completion or status reports. 


Project No. 1. Fars cement 

For details see completion report dated May 16, 1956 (exhibit I-A). 

While some technical difficulties occurred now and then during the construction 
time, they have all been overcome and the modern plant is in efficient operation. 
Management consultant services are still provided under USOM, Iran, project 
No. 79 by George Fry & Associates. 
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Project No. 4. Construction of Fassa sugar refinery 


For details see report on project No. 4, dated July 16 (exhibit I-B). 

There was a slight delay in construction which probably was unavoidable due 
to local conditions. Completion was scheduled for August of 1954, and actual 
production started February 8, 1955. Time between these dates was actually 
needed for installation of equipment. 


Project 7. Shiraz power 


For details see status report dated June 4, 1956 (exhibit I-C). 

Any delays in plant operation were due to annoying, but not serious, complica- 
tions in awarding of bids, ete. The plant is now in profitable operation and is a 
good example of a modern, if small, utility company. 

Project No. 8. Expanding Tohitsazi cotton mill 

For details see status report on project No. 8, dated July 21, 1956 (exhibit I-D). 

Project agreement was signed June 28, 1952, and procurement was initiated 
within reasonable time. The equipment started to arrive early in 1954, coin- 
ciding with disastrous floods affecting port area of Khorramshahr. A 6 months 
delay in delivery to Tehran was due to the need of railroad to move fuel and 
other essential goods. At time of arrival in Tehran, American erecting person- 
nel was on board and installation proceeded without delay. 

The original project agreement called for a complete demonstration plant, in- 
cluding finishing equipment, but a competent technician did not arrive until 
August of 1953, to draw up specifications for finishing equipment. Additional 
funds for a rounded out project were provided February 17, 1954, by project 
amendment. 

Finishing equipment arrived between April of 1955 and June of 1956. While 
spread between February of 1954 and January of 1956, appears to be more than 
ample for delivery of this type of machinery, it is a fact that contracts for cer- 
tain items on the original PA sent to IGA/W in November of 1953 are not yet 
signed. 

The failure of Plan Organization to reach a decision during the past 2 years 
as to the type of electrical power they intend to purchase has had serious re- 
percussions. 

Due to the lack of sufficient electrical power, spinning and weaving mill ma- 
chinery costing over $1,250,000 must for the most part remain idle. 

Until the mission was informed as to the type of electrical power that would 
be purchased the specifications, prepared in October of 1954, for four steam 
boilers could not be sent for procurement. The George Fry & Associates letter 
to Plan Organization of May 3, 1955, advocating the purchase of a gas turbine 
and waste heat boiler further confused the issue for up to April 20, 1955. Plan 
Organization was considering the purchase of a steam turbine. 

Plan Organization, in their letter of May 7, 1956, advocated the purchase of 
four boilers conforming to specifications prepared in October of 1954. USOM, 
Iran, awarded bids for these boilers on June 27, 1956. Necessary diesel generator 
units will be purchased by Plan Organization but to our knowledge no contract 
award has been made as yet. 


Project No. 16. Rey cement 

For details see: Completion report dated May 14, 1956. 

This plant was approximately 20 years old when USOM/Iran stepped in with 
financial and technical aid. Plant rehabilitation usually presents additional 
problems while rehabilitation progresses and in this case centered mostly about 
guality control starting with the quarrying and storage of raw materials. Now 
in operation at almost full capacity, management training is still provided under 
project No. 79 by George Fry & Associates. 

Project No. 53. Automatic looms 

For details see: Completion report dated July 26, 1956. 

This project is dovetailed with project No. 8, and while it was sufficiently 
operative it suffers from power shortage as explained under project No. 8. 
Project No. 56. Bandar Abbas canning factory 


For details see: Preliminary report on project No. 56 dated July 17, 1956. 

The project, signed June 3, 1953, was not supported by technical assistance 
due to lack of qualified field personnel until May of 1955. With the arrival of 
USOM/I staff representative, the project was reevaluated and since June of 
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1955 has progressed to a point where all equipment is either in storage or on 
order. Operation is scheduled to start in October of 1956. 


Project No. 61. Improvement of handloom industry. 


For details see: Report on project 61 dated July 18, 1956. 

While the purchase of handlooms started a reasonably short time after project 
agreement was signed, there existed a gap of 10 months for purchase of dying 
equipment which can be explained only by not having USOM/I specialist on 
board to draw up specifications. 

With the arrival of a specialist, the project progressed well until the start 
of 1956, when installations at Isfahan and Kuhpayeh were ready for operation. 
Lack of operating capital, to be provided by Plan Organization under project 
agreement, was brought to the attention of this agency on February 13, 1956, and 
again on June 5, 1956. 

At this time, the Plan Organization is reviewing charter agreement of the 
cooperative and it may be several weeks before a final decision is reached. 
Project No. 65. Construction of two sugar refineries 

For details see: Revort on project No. 65, dated July 21, 1956. 

(@) Kerman factory: In reviewing the Kamalabad location, which resulted in 
relocation near Mashis, approximately 7 months were lost. This delay happened 
during a contract controversy between equipment manufacturer and Plan Organi- 
zation, which held up delivery until! questions were settled regarding an escalator 
clause and type of fuel. Delivery was delayed until 1956, when boilers were 
finally received. 

These legal delays were imposed by the Plan Organization and would have 
caused the same production delay even if there had not been a change in location. 

(b) Chenaran: General site approval was requested from USOM/I on October 
9, 1954, and given on December 13, 1954. Actual site was not selected until Feb- 
ruary 9, 1955, when USOM/I approved the final site. Lack of basic data on 
which to base a site selection delayed such selection 20 months after signing of 
project. Mission at that time had no sugar export which made it necessary to 
rely on Plan Organization. 

On April 16, 1955, Plan Organization promised to award construction contract 
within 1 month and complete construction by spring of 1956. Actually the con- 
tract was not signed until July 25, 1955. Considering winter conditions and the 
late starting date of construction, operation will not be possible before June of 
1957, which date should be possible to be held. 


Project No. 80. Processing of railroad ties 


For details see : Status report dated July 14, 1956. 

The sawmill covered by this project has operated almost 20 years on a hit-and- 
miss basis and technical and financial assistance was established by project 
acreement signed in January of 1954. 

Delays encountered were due to the difficulties in obtaining reliable information 
on timber stands, land ownership, economics, size of equipment, and availability 
of access roads. Once this information was obtained the project progressed and 
today the sawmill is in operation. 

Some transportation difficulties must still be remedied and require some addi- 
tional equipment. 

Project No. 82. Lumbering operations 

For details see: Report on lumber development dated July 26, 1956. 

Equipment started to arrive in Iran in March of 1955, only 14 months after 
signing of project agreement in January of 1954. Four months’ delay was 
encountered in moving equipment from port to erection site, which was selected 
in September of 1955. 

Plan Organization, which is responsible for building construction, did not act 
until approximately March of 1956, when they ordered their engineering con- 
sultant to proceed with engineering, planning, layouts, ete. Even with USOM/I 
purchased equipment on location, the erection cannot be undertaken until approx- 
imately March of 1957, when building construction is scheduled to near completion. 

It is still USOM/I responsibility to facilitate procurement of accessory equip 
ment by March of 1957 as the mill could not be put in operation by July-August 
of 1957 without these accessories. 
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Project No. 85. Tea processing plant 

For details see: Final report dated July 17, 1956. 

USOM/I obligations are fulfilled and plant is now in operation. Continued 
aid in tea leaf selection and processing is furnished by United Nations Food and 
Agriculture Organization. 

Project No. 87. Yard wells 

For details see: Preliminary report on project 87 dated July 26, 1956. 

rhe project was signed May 12, 1954, to demonstrate feasibility of a water 
users association in a country where water is of prime importance. There were 
growing pains in getting work underway due to lack of local currency and 
misunderstandings regarding payment of custom and storage charges, and regard- 
ing priorities of selection of wells to be rehabilitated. 

At this time all 20 pumping units have been installed but the just as important 
repair shop is still to be equipped with tools, ete., all on order but only partly 
delivered. 

Project No. 92. Food processing 

For details see: Preliminary report on project 92 dated July 21, 1956. 

Projects Nos. 31, 68, and 69 were signed in April and June of 1958, and combined, 
for more efficient administration, into project No. 92 in June of 1955. Inadequate 
staff during these 2 years confined project implementation to home economics 
and scattered assistance to individual canners. 

Procurement delays by ICA/W during the same period made it possible to 
review the procurement requisitions before starting project 92. This review 
resulted in a now well-coordinated program. 

All five facilities in the project are set to operate in the production season of 
1957, and are now incorporated in the Food Processing Section of the Seven-Year 
Plan Organization. 


ExuHisit I-A. COMPLETION REPORT ON FARS CEMENT PLANT, No. 1 


The Fars Cement Co, was incorporated in 1950 with private capital to furnish 
51 percent of the capital and Plan Organization 49 percent. Construction work 
on this plant was delayed by the political and economic ills of Iran in 1950-53, 
which accounts for the length of time it took to erect this plant. The plant is 
located about 11 kilometers west of Shiraz in the Province Fars and on a main 
highway servicing southern Iran. 

USOM/Iran came to the aid of this plant through Plan Organization in June 
of 1952 with project agreement No. 1, which provided a sum of $1,100,000 for 
foreign exchange necessary to complete this plant, and again on August 11, 1954, 
with project agreement No. 1 extension for a sum of $165,000 for necessary for- 
eign exchange. 

The principal machinery at this plant was manufactured by Westinghouse and 
Kennedy Van Saun, both United States firms. The plant was completed in 
September 1955 and the manufacture of cement began. Problems confronting 
the company now are the redesign of the waste heat boiler and an additional 
chimney stack. However, all equipment needed is on the plant site or in transit, 
and the engineering phases of the operation have been worked out. There will 
be need of an United States technician to protect the United States investment 
in the plant until such time when the investment is repaid. 

The potential market for this plant is the southern area of Iran, which includes 
Bushire, Kerman, Yazd, Isfahan, and the whole of the Persian Gulf area. The 
Kerman area has asbestos deposits and the possibilities of a cement asbestos 
product, such as roofing, pipes, siding, etc., would account for a good market. The 
population in the Fars Province is over 314 million and this market can be gen- 
erated by cheap cement to replace the mud, bitumen, lime, and gypsum now used. 
Iran is short of construction material of a modern nature and the full possibil- 
ities of cement make it a natural basic construction material. The oilfields should 
also be a good potential market. 

The problem of transport can be solved by better roads, especially the western 
road to the oilfields and the eastern road to Kerman and Yazd. 

During the period of construction the Fars Cement Co. employed approximately 
360 people. Each of these men had a definite function to perform in the erection 
and completion of the project. At the initial operation of the plant these same 
260 men were used and are still being used for purposes of operation. In other 
words, their familiarity with the individual pieces of equipment made them bet- 
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ter operators on the production lines. In taking the plant over, the Governor 
General of Shiraz has expressed his great appreciation for the fact that the 
initial employment of these men added materially to benefit the economy of that 
area. As His Excellency Farokh indicated, the employment of these 360 people 
not only represented a livelihood for these individuals but also for the families 
which they represent. 

Before the operation was started on Fars Cement and before the improvements 
were made in the Rey Cement factory of Teheran, the total production of cement 
within these combined areas was approximately an average of 167 tons a day. 
The prices asked for the product were abominable. The greater proportion of 
the cement was sold on the black market bringing fantastic prices. With the 
advent of a 200-ton capacity at Shiraz and approximately 600 tons at Rey the 
black market has been completely broken and at the present writing the price 
of cement has gone down to 1,900 rials per ton. This reduction puts the cement 
industry in a good position to compete with foreign imports. 

The particular difficulty with the cement industry within Iran is that the peo- 
ple have not become properly “cement conscious.” Currently there is a sur- 
plus of cement which can only be absorbed by proper education of the people. 
The use of black top for roads has been a foregone conclusion within the area 
but according to our engineers the black top lasts but one-fifth as long as does 
cement. It is, however, understood that the initial cost of cement is quite 
high. 

The other difficulty that is being experienced is due to the fact that long 
ago 10,000 tons of cement were ordered from Europe to alleviate the shortage 
here plus an additional 10,000 tons ordered from Russia. These 20,000 tons of 
cement are being dumped on this country now, which causes some consternation 
with the local cement industry due to the fact that it represents at least 100 days 
production of the Fars Cement Co. 

The Iranian Government is currently improving the cement factory at Meshed. 
In addition to this, a new cement plant is being built and will be in operation 
within a year in the Teheran area. 

In order to combat all of these adverse characteristics which became evident 
in the increase in production of cement, an educational program is being set up 
within the Ministry of Industry and Mines. This program will involve the use 
of newspaper advertising, audiovisual aid, and radio programs within the areas 
where there is a potential demand for cement. In addition to this program, the 
Ministry of Industry and Mines is just now completing a museum for movie 
pictures, lectures, and demonstrations of the use of cement for the purpose of 
educating the Iranian public in the use of cement. It might be added that at 
the Fars Cement Co. a very elaborate laboratory is now in operation, which 
controls the quality of the product as produced in the plant. They are able ta 
produce very satisfactorily any 1 or all of the 5 different types of cement. 

The Fars Cement plant is one of the most modern and up-to-date units for the 
manufacture of cement that is in existence anywhere on the face of the earth. 
It is a full “push button” type plant and represents the first engineering en- 
deavors of the cement equipment manufacturers of America. It must be under- 
stood that in a plant of this size, which represents a 200-ton a day capacity and 
a cost of approximately $6% million plus being built in an underdeveloped 
country where thefts and losses take place, the entire project bears the aspect of 
being a monument to American enterprise. 

Considering the above information, it must also be remembered that every 
shorteut and reduction in cost was put into effect. If any criticism can be made 
it would be that insufficient or impractical engineering was evidenced by the 
manufacturer of the equipment. This is evidenced in the fact that the waste 
heat boiler was improperly engineered. This was definitely the fault of the Ken- 
nedy Van Saun Corp., who, however, have been very agreeable as shown by the 
fact that without cost they have agreed to make any adjustments or alterations 
necessary. We believe that this was only an error in judgment from a personnel 
standpoint and is being remedied to the satisfaction of all concerned. 

Our general comment on the cement industry of Iran is one in which we be- 
lieve that there is a great potential demand for cement within the nation. As 
soon as the Iranians are definitely educated in what can be done with cement, 
they will have a great market in the construction of bridges, roads, buildings, air- 
strips, etc. Owing to the fact that the raw materials used in this product are of 
local origin, it will not depress the foreign exchange to the extent that it did dur- 
ing the time where practically all cement of good quality had to be imported. 

The Marvdasht Valley and other irrigation districts in this part of Iran will 
benefit by the cement manufactured as it will be needed in conservation of water 





1228 UNITED STATES AID OPERATIONS IN IRAN 


projects, irrigation, etc. Persepolis, the ancient palace city of Darius, Cyrus, and 
Xerxes is in this region as is Pasagardae, the capital of ancient Persia. Cement 
predecessors are apparent here. Massive masonry is held together by iron clamps 
that are leaded in the bedding planes. Bitumen floors and mortar are also in evi- 
dence. Architectural forms are envied even today. The engineering would be a 
problem teday, let alone at that ancient date. The sculpture and artistic forms 
are a model of preciseness, and one wonders how all this was accomplished at that 
time with the tools and materials available. 


Fars cement plant, project No. 1 
EXPENDITURE LIST 


Dollar expenditure : 
Cost of machinery and equipment paid by Plan Organization $3, 000, 000 
Cost of machinery and equipment paid by USOM/Iran 1, 261, O80 
Sea transportation freight paid by Plan Organization 100, 000 
Sea insurance paid by Plan Organization 47, 702 
Engineering costs paid by Plan Organization 49, 950 
Rial expenditure paid by Plan Organization: Rials 
Customs duty 40, 000, 000 
tle Caer unten Conn... eee 5, 382, 000 
1, 000, 000 
Comerractiona: G@xpenditerce oe a a St at iS 100, 000, 000 


Total 146, 382, 000 
ExH1Bit I-B. COMPLETION REPORT ON FA8SA SUGAR REFINERY, No. 4 


Project No. 4, Fassa sugar refinery, was signed June 21, 1952, between Seven 
Year Plan Organization and Technical Cooperation Administration whereby 
TCA was to contribute through the Joint Fund for Economic Development 
$635,000 for foreign exchange costs of equipment and machinery. 

December 22, 1951: Contract signed between Plan Organization and Backau 
= Wolf for furnishing equipment f. o. b. German ports and erecting same at 

assa. 


Contract for equipment $1, 410, 980. 95 
Contract for erection a 225, 547. 80 
220, 973. 02 


Total 1, 857, 501. 77 
February 1, 1952: Plan Organization paid Backau R. Wolf $646,218.45. 


June 21, 1952: Project agreement No. 4 signed between Plan Organization and 
Technical Cooperation Administration. 

January 30, 1953: Letter of credit made available for payment of $635,000 to 
Backau R. Wolf. 

April 1, 1953: Contract signed between Plan Organization and Ali Reza 
Fahimi and Orso Co. for construction of all buildings in connection with Fassa 
sugar refinery. Schedule of construction furnished by contractor follows: 

November 21, 1953: Foundations to be completed for steam boilers. 

March 21, 1954: Foundations to be completed in main building so erection of 
equipment could start. 

May 21, 1954: Foundations to be completed for lime kiln. 

July 6, 1954: Foundations to be completed for turbine generator set. 

August 21, 1954: All building work scheduled for completion. 

May 25, 1953: Report of technician visiting Fassa reports building construc- 
tion work just getting started. 

November 2, 1953: Letter from Director Warne to Plan Organization com- 
plaining that erection of buildings not proceeding according to schedule. Prac- 
tically no work done in 3 months. 

May 3, 1954: Letter from Director Warne to Plan Organization advising that 
Backau R. Wolf had shipped material to entirely use up letter of credit. 

June 28, 1954: Technician report shows 65 percent of industrial building con- 
struction completed ; 35 percent of the residential building construction completed. 

February 8, 1955: Factory started processing sugar beets; 2,267 tons of beets 
were purchased from beet growers. The factory operated 11 days and produced 
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214 tons of sugar. A maximum of 320 tons of sugar beets per 24 hours was 
attained. 

February 1955: Committee of Iran Sugar Factories Co. officials visited Fassa 
to make plans for increased beet plantings. 

February 21, 1955: Committee of USOM/Iran technicians arrived in Fassa to 
work on plans with management for increased planting of sugar beets and to 
inspect factory. As result of this visit, recommendations were made to Plan 
Organization for change of factory management which was made shortly after- 
ward. 

March 1955: Work was started to complete construction work of buildings, 
equipment, and yards. 

March 1955: 1,184 hectars of sugar beets planted in Fassa district. 

November 8, 1955: Fassa factory started operations processing beets. 

January 19, 1956: Fassa factory operations completed, 14,169 tons of sugar 
beets purchased from farmers; 1,779 tons of sugar were produced, 1,239 tons of 
lump sugar, and 540 tons of granulated sugar ; 85 men are employed on permanent 
basis and 327 for operating season or a total of 412 during operations. Factory 
averaged 303 tons of sugar beet processed in 24 hours without stops; 381 tons of 
beets processed per 24 hours was the largest quantity in any one 24-hour period. 

November 1955: Seven-man committee appointed by Plan Organization spent 
about 3 weeks at factory and after many minor changes the factory was accepted 
from contractors. 

June 1, 1956: Fassa sugar factory has 1,659 hectars planted to sugar beets 
Factory manager estimates crop of approximately 25,000 tons of sugar beets for 
processing this fall. Due to the prohibition of poppy growing it now appears 
plant should attain an output of 6,000 tors of sugar in the next 2 or 3 years. 

April 9, 1956: Completion report of Fassa sugar refinery was sent to Wash- 
ington. This report shows total cost of factory $2,103,730.27 plus—119,037,106.5 
rials. 

USOM/Iran contribution 30.18 percent of the dollar costs or approximately 
17.3 percent of the total cost. 


Exurisit I-C. CoMpLetTion Report ON SuHrRAz Power, No. 7 
NARRATIVE HISTORY 


Blectricity as a public service was brought to Shiraz in 1929 by the Fars 
Electric Co. The initial installation was two 75-kilowatt diesel generator sets 
of which delivered only about 100 kilowatts through a low tension radial dis 
tribution net. By 1939 the supply had increased only to about 150 kilowatts of 
distribution capacity. During the war years in spite of the many difficulties 
because of conditions the capacity was increased to 1,200 kilowatts. This supply 
created additional demands that were estimated to be up to 6,000 kilowatts 
of central station power. More load had been connected to the power supply 
than could be supplied so that the service was very indifferent with voltage drops 
in the low tension lines up to 40 percent. The Fars Electric was financially 
incapable of either furnishing additional power nor of improving what there 
was. They therefore gave up their rights in 1948 to supply the city. <A series of 
financial efforts by the city and a private company in 1950 resulted in an order to 
the Enterprise Engine Co. of San Francisco for three 750-kilowatt and one 400- 
kilowatt diesel generator sets. One 750-kilowatt and the 400-kilowatt machines 
were shipped to Bushire in 1950. When the two machines arrived there, the 
hew company was unable to get them out of customs because of lack of funds. 
The British Bank of the Middle East held the documents. The old Fars Electric 
Co. was in the meantime supplying the city with what power it had, and was 
doing so without any charter or other legal operating privileges. 

Such was the condition when point 4 commenced operations in Iran. By June 
1952 a loan of $200,000 under project agreement No. 7, for the improvement of the 
Shiraz municipal power system, had been negotiated. In January of 1954, 
amendment No. 1 to the original agreement added an additional $250,000 to the 
loan making a total of $450,000 with interest at 4 percent from OMI. The city 
agreed to commit Rials 34,500,000 ($431,500 at Rials 80 equal $1) as its share 
of the enterprise. These funds were to be spent: (a) dollars, for releasing the 
2 engines at Bushire and the purchase of 2 more 750-kilowatt diesel sets from the 
Enterprise Co. and other auxiliary equipment, and (0b) the rials to purchase 
local requirements, buildings, labor, property from predecessor companies, ete. 
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CLLY OF SHIRAZ 


In this report it is worthwhile to describe this city of Shiraz which has such 
a large place in the long history of Iran (Persia). As is known, Persia gets its 
name from the province of which Shiraz is the capital, Fars or Pars as it has 
been written at times in history. At the time of Alexander the Great, Shiraz 
remained the capital of the Greek Province of Persia and it remained so for 
several hundreds of years. It is said that a system of prearranged signals could 
be sent from Shiraz to Athens, some 2,500 miles, in one night. From that early 
time until the present, Shiraz has remained an important city and an intellectual 
center of Persian thought. It has the tombs of two of Persia’s most famous 
poets, Hafez and Sa’adi, among its other attractions, as well as some of the out- 
standing Islamic architecture, and a most salubrious climate. The ancient 
grandeur of Persia is symbolized by the ruins of Persepolis and the burial areas 
of the Great Hakhamaneshi Dynasty of kings. 

It remained for an Iranian emigre, a Mr. Nemazi, to wake Shiraz from the 150- 
year somnolence which had afflicted all of Persia as well. This man went to the 
United States and made a fortune in shipping and while there, dreamed of 
making Shiraz the tinest city of the Near East. This, he is attempting to do 
by giving the city a complete piped supply of pure water, which incidentally 
has one of the best water-treatment plants to be found anywhere and the first 
in Iran. He paved most of the principal streets with asphalt and is working 
out a land reclamation scheme for land laid waste in the center of the city by 
periodic flooding from the river. However, his outstanding philanthropy is the 
gift of a 500-bed hospital, complete in all details with gardens, swimming pools, 
and other outdoor recuperative equipment. The United States is supplying 
technical assistance and some physicians, nurses, and equipment. This hospital 
is becoming known as the best in the Middle East. 

This example of altruism has produced a citizenry who are doing their share, 
also, to make of Shiraz the finest city in the Middle East. 

With this as a background, the management of the Shiraz Independent Elec- 
tric Supply Co., (STESCO) which is a municipal corporation, is dedicated to 
making of the company the outstanding electric utility of Iran. 

The funds, dollars, $450,000, have been spent for: 

A. Purchase of two new Enterprise engines of same type as above of 
750 kilowatts capacity each. Total generation capacity 2,650 kilowatts. 

B. High tension distribution. 

Ten kilometers of H. T. 3 x 95 square millimeters, 11,000 volt primary 
distribution net underground cable. 

Seven kilometers, cable as above, and 1,200 meters, 3 x 10, 11 kilovolts 
underground cables to connect Fars Manufacturing Co. with distribution pri- 
mary. 

Switch gear for all of above cables. 

C. Low-tension distribution. 

$59,181.14 spent for cables, copper wire, switches, and other miscellaneous 
gear. 

D. 11—250 kilovolt-ampere, 11000/380/230 volts transformers for the 
present 9 substations and 2 spares together with substation switchgear. 
1—750 kilovolt-ampere transformer at Fars Electric. Step up 380/11000 
volts. 1—1,000 kilovolt-ampere and one 500 kilovolt-ampere transformer at 
SIESCO powerhouse. 1—500 kilovolt-ampere step up transformer at Fars 
Manufacturing Co. 

The funds, Rials 34,500,000 were spent to purchase: 

The power site of about 5 hectares and wall it in and release the 2 Enter- 
prise engines held by the BBME at Bushire. 

To build: 

The powerhouse which is large enough to house the 4 engines pur- 
chased and 2 more. 

The office building. 

A warehouse and garage. 

A workers’ canteen. 

Two 15,000-gallon oil-storage tanks. 

One large cooling pond. 

A workers’ village for operators. 

A concrete pole yard for making poles. 

A materials-storage yard. 
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To install: All of the purchased overseas equipment, including: 

Four diesel-engine-driven generators. 

Some 13 kilometers of high-tension cable. 

Nine substations with about half being combination pay station for 
customer's convenience and all other miscellaneous work appertaining 
to such a construction complex. 

The actual distribution of rial funds between the several items noted has 
not been reported to this office. However on the end-use audit now underway by 
the MJF comptroller such a breakdown has been asked for and will be forth- 
coming in due time. It is understood that the total rial contribution has been 
of the order of Ris60 million rather than the R1s34,500,000 as stipulated in the 
agreements. 

All of the dollar funds have been committed and everything has been received 
and installed except one PA No. 65—22-007—40756 (A-1) for: 


Total cost at Khorramshahr $17, 395. 00 
Less amount to be paid by SIESCO__ =~ 956. 00 


Amount of PA (exhausts the $450,000 loans) ____~_ 16, 439. 00 


This sum of $16,439 was the total amount remaining in July, 1955, when the 
tinal PA for powerhouse-control equipment was on purchase agreement. The 
total requirement for funds was greater than that amount: therefore, to com- 
plete the plant the SIESCO, with the consent of Siemens, made up the difference 
of $936 by paying an equivalent amount in rials. 

This equipment is now (June 1956) arriving at Shiraz and is being installed 
by the forces of the company. This action will complete the physical aspects of 
the plant. 

The power system is now going through the phase of taking over the 24-hour 
supply of energy to Shiraz which hitherto has been the problem of the old Fars 
Electric. Just as soon as the gear noted above is fully installed the SIESCO 
Will be completely in business. The Fars Electric and the Fars Manufacturing Co 
will, however, continue to generate power to help the SIESCO meet its evening 
peak of approximately 5,500 kilowatts. Its own supply as has been noted is 
only 2,650 kilowatts. 

The whole plant of this company is an excellent example of a modern elec- 
tric utility in its physical aspects. It is clean, well built, kept immaculately, 
and in general is a credit to its builders and operators. 


DISCUSSION OF PROBLEMS 


The SIESCO, literally while it was aborning, ran into serious trouble because 
it is too small. It has a capacity of 2,650 kilowatts, which is sufficient to serve 
only 20 percent of the potential consumers. This fact, along with that of the 
peculiar evening lighting loads of Iran which are several times the daily average. 
forces a fairly large kilowatt-hour cost for all energy. In April of 1956 a boycott 
of the company was started by a group from local vested interests who spread 
rumors and falsehoods to the extent that the Governer General of the Province 
interceded. In the conference which was called to clarify the situation the rates 
were lowered from 5 rials per kilowatt-hour to ‘4.5 rials, which will cause an esti- 
mated annual deficit of 5 million rials according to STESCO authorities. 

This action probably resulted from lack of basic information. The situation 
that has developed in Iran is that electricity is used principally for lighting. 
This causes a very high evening peak load, many times the normal daily average. 
Since this peak lasts only for 4 hours or less it causes a very low capacity factor. 
This means in effect that the power system must earn most of its income from 
the 4-hour peak period, but also it must furnish power during the remaining 20 
hours of the day. This condition is also aggravated in Shiraz by insufficient 
generating capacity. As noted, the company can serve only about 20 percent of 
the potential consumers and must refuse to accept several potential big loads. 
This lack of capacity works into a vicious circle whose only solution is to increase 
generation capacity. With the decrease in revenue which, it is reported, will 
cause an annual loss of Rls 5 million the possibility of increasing capacity by 
purchasing additional equipment looks rather bleak. On the other hand, if addi- 
tional capacity were made available the prospects for improving the situation are 
very good. The SIESCO has not been negligent in the matter of investigating 
possibilities for increasing their capacity. A firm offer from the Enterprise 
Co. for 7,000 kilowatts of additional power has been received. The total cost to 
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the SIESCO would be $450,000 or $65 per kilowatt, an extraordinarily low cost 
under present conditions. With this power at hand a vastly improved situation 
would ensue which would have the effect of reducing rates, increasing revenues 
and produce a condition which would prevent any future difficulties from dis 
crimination. Anything that the USOM/Iran could do to assist the SIDSCO to 
obtain this additional power should be done. This for two reasons: The first 
being to protect the present investment there of $450,000, and the second being to 
continue the good work already commenced of assisting the city to become the 
best in the Middle East. 


PROGRAMING 


The Shiraz power system in its physical aspects is an excellent example of a 
modern electric supply. It should be equally as modern in its financial structure 
and procedures. 

The present accounting system is hardly more than double-entry bookkeeping. 
A proper accounting system is as important to a utility as is delivery of energy, 
and is set up and designed to help management to make policy decisions. It is 
largely because of lack of adequate financial knowledge that the rate reduction 
noted was ordered by the Governor General. Had adequate financial knowledge 
of the workings of the SIESCO been available it is probable that a reasonable 
solution could have been arrived at. 

This one incident is a sample of what can happen from ignorance of basic facts. 
In order that an accounting system may be installed and become a part of the 
normal function of the utility, arrangements have started toward developing a 
training program for two Iranian accountants, who would upon their return be 
made responsible for the accounting and banking procedures inherent in the 
Shiraz power development. 

These men would be sent to the United States for training in the Federal 
Power Commission’s uniform system of accounts for electric utilities. They 
would also be indoctrinated with the principle of private funds used for supply- 
ing public services in a monopolistic aspect, but under regulation by the public 
through a public utilities commission. They should also study money and bank- 
ing with emphasis on the financing of utilities. 

This training will have a twofold emphasis. First, the desire is to train these 
people in accounting from the managerial point of view and, second, give them 
basic training in the subject of stocks and bonds and money markets. 

The reasons for this training program are that the Shiraz Electric to be a 
modern utility in all its aspects must have an up-to-date modern accounting 
system. Also, the SIESCO has embarked upon a role as a banking concern. It 
has made forced collections of sums ranging from 1,000 to 10,000 rials from its 
customers. For these funds it is paying interest of 4 percent. These loans, 
instead of being individual loans payable only to the lender, should be changed 
into negotiable securities and thereby make possible a small security market. 
This action should result in establishing a place, a money market, where the 
ability to buy and sell securities openly would induce similar action in other types 
of business. This all to the end that a place would be established, other than 
the bazaar, where trading in money could be engaged in. This sort of thing is 
a requirement for Iran if the country is to succeed in the program of industriali- 
zation it has set for itself. It is realized that a tiny securities market in Shiraz 
will have very little effect on the country as a whole, but it will be a beginning 
and an example of what can be done. 

Other cities are looking to Shiraz for leadership because of the publicized pro- 
gram for a completely new public utility operated by a municipally formed cor- 
poration, which was set up to be a politically inert and favoritism-free installa- 
tion. It will be a grand occasion for Shiraz when this training program has been 
completed, the contemplated betterments are instituted, and the effects begin to 
be felt in the local economy. 


Appendix No. I—Dollar allocations and use for project No.7 


Loan agreement No. 4, Oct. 28, 1952 200, 000 
Amendment No. 1, Jan. 13, 1954 250, 000 


The funds were committed as follows: 
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Amount Item Status 


1 $140, 385.00 | High-tension cables and transformers____ fae Received. 
59, 181.14 | Low-tension distribution ____- Do. 
157,000.00 | Diesel-electric generators ___-_-_-.--- Purchase by FOA/W; 
received. 
47,841.00 | Transformers, panel boards___---- at ...-| Received. 
27,650.00 | High-tension cables Do. 
40005....----| a re 


1 Amounts reported from various sources do not agree. Some reconciliation has been effected in the 
Comptroller’s Office as the sum of $16,439 from fiscal year 1954 exhausted all allocations. 


Purchases by fiscal years: 
Fiscal year 1952: 
* $140, 830. 36 
59, 181. 14 


200, 011. 50 


157, 000. 00 
27, 650. OO 
1, 070. 0O 
47, 841. 00 
216, 439. 00 


250, 000. 00 


? Amounts reported from various sources do not agree. Some reconciliation has been 
effected in Comptroller's Office as the sum of $16,439 from fiscal year 1954 exhausted all 
allocations. 

2 June 1956 equipment now being received 8 months late. 


Exurisit I-D. Status Report, TcHITsaZ1I Mitt, No. 8 


Project No. 8 was signed on June 28, 1952, between Seven Year Plan Organiza- 
tion and Technical Cooperation Administration whereby TCA was to con- 
tribute $1,330,000 for foreign exchange, costs of equipment and machinery con- 
sisting of opening, picking, spinning, winding, warping, slashing, bleaching, print- 
ing, and finishing machinery. 

An agreement between Seven Year Plan Organization and the Technical 
Cooperation Administration signed on February 17, 1954, provided additional 
TCA funds to the amount of $450,000. 

This agreement also provided for 35,000,000 rials to be supplied by Plan 
Organization. 

The capital investment provided was required, because at that time private 
capital was not available to finance the purchase of necessary equipment. 

The purpose of the Tchitsazi mill was to demonstrate efficient cotton pro- 
cessing facilities and techniques, provide for Iran an economically sound busi- 
ness venture, furnish employment for Iranian personnel and by producing over 
6,500,000 yards of cotton cloth yearly lessen the need for imported cloth. 

The machinery at this plant was furnished by American and German manu- 
facturers. 

The spinning mill machinery comprising, opening, and pickers, cards, drawing, 
roving, spinning, winding, warpers and slashers have been erected and ready 
for operation for the past year and await only sujfficient power and heat for 
complete operation. 

Four steam boilers, purchased with mission funds, to supply steam and heat 
are due to arrive in Teheran the later part of 1956. 

It is Plan Organization’s responsibility to furnish the electrical power 
(diesel engines with generators) and while bids have been received for this 
type of equipment, to date no award has been made nor logical reason given 
as to why it hasn’t been purchased. 

That the Tchitsazi mill (spinning and weaving departments) wasn’t in 
operation at the later part of 1954 or early in 1955 was due to lack of coopera- 
tion with the mission by the textile division of Plan Organization. Machinery 
laid at the port of Khorramshahr for months before any attempt was made 
to ship it to Teheran for installation. 
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Our own Government agency GSA Washington, has also been remiss in expe- 
diting the purchase of needed equipment. Cloth fininshing machinery specifica- 
tions were prepared and sent to our procurement office in October 1953. About 
85 percent of the cloth finishing machinery has been delivered to the factory site. 
However there are numerous items that GSA Washington has not as yet ordered. 

Numerous airgrams have been forwarded to GSA seeking information as to 
why this equipment hasn’t been purchased. To date we have never received a 
reply to these airgrams. Included in these items are machines that will take 
8 to 9 months to manufacture after the contract is awarded. To this must be 
added the time it will take for shipping and delivery of the machinery at the 
factory site which will be about 3 months. 

If this machinery was at the factory we could start the erection of the cloth 
finishing department and have it ready for operation in from 5 to 6 months 
time. 

Due to this delay the factory will not be in operation as a complete unit until 
1958. The tour of duty of the two American textile technicians will have expired 
before this machinery will arrive at the factory site. 

The present installation of the 10,080 spindle spinning mill is now in the process 
of being moved from its original position to accommodate the 30,000 spindle 
spinning mill that was purchased by Plan Organization for installation at the 
Tchitsazi mill. The moving of the machinery which is being done on order of 
Pian Organization without advice or concurrence of the mission is a violation 
of the project agreement. It is felt that in view of the memorandums for- 
warded to the Chief of Industry and Engineering Activities Division USOM/Iran 
stating our objections to this procedure is sufficient and there is no need to dwell 
further on this subject in this report. 

The machinery and equipment supplied and, on order by the mission for 
Tchitsazi mill is the finest obtainable and when completed will be the most 
modern textile factory in the world. 


ExHisit I-E. COMPLETION REPORT, REY CEMENT PLANT, No, 16 


The Rey cement plant is located 5 kilometers south of the city of Teheran and 
on the Rey highway. The plant location is within the ruins of the old city of 
Rey, famous in the history of old Persia. The plant history goes back to the 
year 1931 when the late Shah, Reza Shah Pahlavi, in his modernization schemes 
for Iran ordered the plant built. The original plant was a 100-ton per day 
iffair and was manufactured by F. L. Shmidt of Denmark and erected by them 
on the Rey site. This plant was completed in 1935. After 3 years of operation, 
having developed a pool of skilled labor and technicians and acquired a knowl- 
edge of cement manufacture the plant authority expanded production by the addi- 
tion of a 200-ton kiln and plant. Production of cement from this plant started 
in 1987. Again in 1939 a decision was made to double the plant output and the 
result was a 300-ton kiln and plant installation which went into production 
in the fall of 1955. World War II and the political situation during the Mossa- 
degh regime delayed the completion of this plant until this late date. 

USOM/Iran entered the picture in the year 1952 when on June 28, project 
ugreement No. 16 granted the Rey cement plant $800,000 to complete purchase of 
the 300-ton unit, specifically for the power generation machinery. This agree- 
ment was amended on August 12, 1953, to read $147,000 for completion of pay- 
ment of the cement plant and to partially pay for the power generation equip- 
ment $453,000. The Teheran Power Co. and Teheran was admitted as a 
contracting party in this amendment. The whole of this agreement was later 
changed by project agreement No. 8 dated 13th day of January 1954 wherein 
$475,000 were granted to the joint fund for purchase of heavy construction equip- 
ment, and the remaining $125,000 was used to pay on an escalator clause in a 
contract for machinery for Rey cement plant. 

The physical plant layout at the Rey plant consists of a 100-ton F. L. Shmidt 
kiln. The 200- and 300-ton units are Polysius Sepol kilns. Total production of 
these kilns is 600 tons per pay, all attendant machinery. such as raw mills, 
clinker mills, crushers, etc., complementing the plant layout unit by unit and 
being in balance. In fact the whole of the plant layout are three separate plants 
under one roof and would be poor design if compared to a single 600-ton modern 
plant. However, account must be taken of past problems, economic and other- 
wise, so the whole can be considered an economically good industrial installation. 
The present problem is to produce a good uniform cement and steps are being 
taken to improve the uniformity of the raw materials, limestone and clay, and 
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their blending and burning. Management is aware of all problems and has the 
knowledge necessary to preceed, and is in the process of implanting necessary 
steps to improve their product. Raw materials necessary are present in abund- 
ance at the plant site, Alborz coaifields, and the Iranian oilfields. 

Cement manufacture is a basic industry. Iran has never produced sufficient 
cement until recently to satisfy demands, which were rather restricted due to 
lack of foreign exchange, high transportation costs, and the resulting high price 
for the product. All modern construction materials are in short supply in Lran. 
The market that exists is governed by high costs of imported cement and the 
reliance on the old materials such as lime, gypsum, mud and straw, and brick. 
Many needed improvements in agriculture, housing, and t.ansportation have been 
held back by the lack of cement. Imports into Lran have averaged 34,000 tons in 
the last 5 years while production was 66,000 tons per year. The 300-ton unit at 
Rey went into production in October of 1955, and the new 200-ton plant at Shiraz, 
a USOM/Iran project, started production being 800 tons per day and greater by 
192,000 tons per year than the total of yearly importation and production of the 
last 5 years. The black market price of cement has been as high as rials 4,000 
per ton. This increased productive capacity has broken the black market and 
the price is now rials 1,900 per ton, which is the fixed government price. This 
decrease in the cost of cement has already created a greater demand, and planned 
projects will help generate a market that will absorb the total production of both 
plants. 

USOM/Iran assistance has given impetus to the cement industry in Iran by 
assistance to Fars cement plant in Shiraz and the Rey cement plant and by show- 
ing that it is possible to train people in cement technology, building and erecting 
the industrial installation, and producing the product, using [ranian nationals all 
through the process. The result so far is more than gratifying as the following 
plants for the manufactwre of cement with the approximate time of their comple- 
tion are under construction: Teheran Cement Co., 300 tons per day, production 
starts fall of 1956; Isfahan cement plant, 200 tons per day, production starts in 
the fall of 1957 ; Menjil cement plant, 400 tons per day, production starts in the fall 
of 1957 ; and the Dorud plant for 600 tons per day should start in the fall of 1957. 
The Meshed cement plant in Meshed has produced an inferior grade of natural 
cement in the past at about the rate of SO tons per day. This plant has been 
shut down and is being converted to a portland cement plant with a capacity of 
150 tons per day and should go into preduction in the fall of 1956. When this 
total expansion is complete the total production of cement in Iran will be 2,450 
tons per day. 

Iranian civilization, one of the oldest in the world, forms a background that 
bolsters Iran in its determination to go forward. Retrogression is unthinkable, 
progress imperative. In the past, poor roads, isolated villages, poor transport, 
lack of harbor facilities, and the cost of importing construction materials have 
kept construction of modern facilities, which are the sinews of modern industrial 
forces, to a bare minimum. The present production of 800 tons of cement per 
day, and the future 2,450 tons per day total will be absorbed by the market 
automatically generated by the fact that it will be a superior construction ma- 
terial produced locally, by the construction of roads, bridges, dams, buildings, 
houses, factories, and a possible export to nearby countries less favored in the re- 
quired raw materials available in Iran. All in all the most important factor will 
be higher living standards plus employment opportunities in the plants themselves 
and in allied industries created by the cement factories. 

The ruins of the old city of Rey at the plant site bear evidence of mankind's 
advance from prehistoric past through the Islamic conquests to the present 
time. Evidence of the cements of the times before modern cements evolved 
are manifest through the ruins. Lime mortar, gypsum, bitumin, and the old 
Roman cement, lime, and ashes mixed into a possalanic cement, were used. 
Mud brick, burned brick, and tile are here, evidence of the ancient method of 
mixing lime, ashes, and the hairlike petals of the pussy willow into a mortar 
and then using this as a plaster which while drying was laboriously wetted 
and polished with rubbingstones until a highly glazed surface resulted. This 
had excellent hydraulic properties and also the rare property of not cracking 
or peeling. It might be also added that evidence of the process used by the 
old Armenian craftsmen of mixing eggs with lime and ashes for mortar used 
in massive masonry might be found here. 

Conclusion.—It should be realized that prior to the completion of both the 
Rey cement plant and the Fars cement plant a terrific shortage of cement existed 
within Iran. From the foregoing narrative it is readily indicated that there 
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will be an excess of cement. Now that the black market has been completely 
disrupted, ways and means will have to be found to market the cement produced 
within Iran. Fortunately, the quality of this cement is excellent but for so 
large a scale of production efforts will have to be made to make the Iranian 
people cement-conscious. Steps have been taken in this direction through the 
Ministry of Industry and Mines. The produce and its use will be on display 
within the new museum which is just being completed. This product as well as 
other approved Iranian products will not only be on dispiay but for sale with 
in this museum. At the same time extensive use of newspapers and radio 
will be made, which will cause the Iranians to be more cement-conscious. Fur- 
ther, every effort is being made by contacting building contractors, highway pro- 
moters, and bridge construction men so that the use of cement will become more 
universal. Summing up it can be stated that in the past imports of cement 
were required. Now that the black market is destroyed the final problem will 
be the marketing. Finally, due to the fact that no more cement will necessarily 
be imported, the foreign exchange situation of the country will be strengthened 
thereby benefitting the national economy of Iran. 


Rey cement—Project No. 16 


EXPENDITURE LIST 
Dollar expenditure : 


Cost of machinery and equipment paid by Plan Organization______ $984, 016 
Sea freight paid by Plan Organization___ ~~~ Bitch eae 2 ed ee 94, GOO 
Erection paid by Plan Organinuation._. 1... 2.1.2... . 68, 000 
Cost of machinery paid by USOM/Iran______---_------__-----_- 125, 000 
Rial expenditure—paid by Plan Organization: Rials 

ae itil. wl intnioiaip saieontios _ 5,176, 242. 70 
a i cries canine dear ek tecieetinda aatciniinied 4, 342, 422. 85 
ORIN 7 CU in ceirireench aurigseh ineerpeninennhienatiieetntes 37, 163, 356. 65 
Administrative, bank, insurance, etc__.____--_.---_--__-___-_~_- 39, 573, 273. 15 

I ii ies Aches ngu iat anna Niele en lll nde hance _. 86, 255, 295. 55 
Cost of machinery paid before World War II__-~----------- 21, 487, 559. 35 


Exuisit I-F. Starus Report, Automatic Looms, TcHiTsazi Miz, No. 53 


On April 22, 1953, project agreement No. 53 was signed between the Technical 
Cooperation Administration and the Seven Year Plan Organization of Iran. 

Purpose of project.—To demonstrate, for the first time in Iran, modern auto- 
matic looms and weaving practices in the Tchitsazi Mill, Teheran. 

Project demonstration costs.—TCA contribution for purchasing 304 looms and 
spare parts $491,000. Plan Organization contribution for steel and building 
material $150,000. Plan Organization contribution for building Rls15 million. 

Benefit derived from project.—The annual consumption of cotton cloth in Iran 
is about 180 million meters of which 30 percent, or 54 million meters, are locally 
produced by 2,236 power looms. The raw cotton used in the textile mills is all 
grown in Iran. The excess of cotton above national requirements (15,000 tons) 
is the largest single export item of the country. It is estimated that between 
25,000 and 30,000 tons of cotton will be exported in 1956. 

Cotton piece goods constitute the largest single import and will amount in 
1956 to approximately $14 million (computed at 76 rials per dollar). 

The cotton spinning capacity of Iran is considerably larger than its weaving 
‘apacity; and whenever surplus yarn exists, the spinning mills are forced to 
reduce prices and close periodically until the surplus is reduced, though it is 
still necessary to import woven cloth in considerable quantity. 

Plan Organization has recently purchased 30,000 spinning spindles plus weaving 
equipment, and by providing these means domestic cotton can be manufactured 
economically into yarn and cloth and provide employment for hundreds of people. 
With the introduction of modern automatic looms the real income of these people 
will be greatly increased. 

These 304 automatic looms will produce annually over 6,100,000 meters of 
cloth and will serve for training Iranian technicians in mill operation, main- 
tenance, and scientific management. 

They will also provide training with the objective in mind of reaching American 
standards of machines attendance and performance, 
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Looms ordered as follows.—Supplier: Draper Corp., United States of America ; 
letter of credit No. 59051 established by Plan Organization, October 14, 1953; 
machinery arrived at Khorramshahr March 1954; machinery arrived at Teheran 
August 1954. 

Conclusion.—These 304 looms have been erected and await only sufficient elec- 
trical power for complete operation. 

Sufficient electrical power for partial operation has at various times been 
available and from this part-time operation 70,000 meters of high-grade cotton 
cloth has been produced. 


Exarsit I-G. Srarus Report, BANDAR ABBAS FisH CANNERY PROJECT, No. 56 


Condensed objectives of project: Subject project, signed June 3, 1953, prac- 
tically authorizes a carte blanche program for reactivation of the Bandar-Abbas 
Cannery. Marketable fish, other seafoods and by products obtainable from the 
Persian Gulf and Sea of Oman in commercial quantities were to be processed, 
marketing programs developed, and local fishing encouraged. Food processing 
equipment and fishing boats were to be supplied by OMI. 


PROBLEMS AFFECTING PROJECT IMPLEMENTATION 


I. From June 3, 1953, to May 1954, assistance in general overall prugram pro- 
motion was provided. Technical assistance, relative operating program, equip- 
ment, plant remodeling, and seafood processing was not available. 

II. From May 1954 to June 1955, no assistance in any category was provided. 
During this period the following program changes developed : 

(a) Commitment by OMI to provide modern equipment for processing 
tuna and sardines was reduced to cover only sardine processing, whereas 
original plans for development of Persian Gulf seafood processing was 
based on production of canned tuna. 

(b) Fishing boats, committed by OMI, were not ordered and no efforts 
made to procure this equipment. 

III. Status of project on June 1955 was relatively the same as it was on June 
3, 1958, with the following exceptions: 

(a) Approximately, a 4-year supply of tinplate to be used in local fabrica- 
tion of obsolete type European cans and cottonseed oil had been furnished 
by OMI. 

(b) At the request of OMI and with no assured supply of fish, the plant 
was reopened for operation, using the same processes and equipment ini- 
tially installed at Bandar-Abbas 18 years ago. 

(c) Due to inadequate liaison, FAO Rome provided an ill-equipped small 
vessel for research when exploratory and experimental fishing was needed. 

(d) Once plant operation was started it has continued solely in order to 
hold the personnel together awaiting arrival of promised machinery. 

IV. Due, principally, to lack of an adequate program and technical assistance, 
project 56 became the subject of countless conferences in which the original 
intent and purpose of the project became submerged and no clear course of 
implementation could be followed. Exercising prerogatives, considerably beyond 
their sphere of reference, FAO through their Iranian representative, was in 
effect, dictating the policies and program for project implementation. 

V. Project development since June 1955: In June 1955, the branch completed 
a detailed survey and evaluation of project 56, and made recommendations to 
the office of the Director. As a result, we were instructed to proceed with the 
establishment of a positive program for Bandar-Abbas and to bring the entire 
program into proper perspective. The following progress is thereby reported: 

(a) GSA/W was querried, contracts and subsequent shipment obtained 
on equipment orders placed originally on September 4, 1954. All of this 
equipment arrived in Teheran in May and June of 1956 and now awaits 
transportation and installation at Bandar-Abbas. 

(b) The project program was replanned and through negotiations with 
Plan Organization the original program agreement amended, whereby the 
(1) Plan Organization would furnish suitable boats, adequate gear, equip- 
ment, and crews for developing a specific fishing program to supply Bandar- 
Abbas Cannery; (2) OMI would provide food-processing equipment only ; 
(3) project dollar amount woud be reduced by $165,000 and this sum made 
available for reprograming by other agricultural activities. 

(c) All funds remaining in equipment budget have been subobligated to 
provide refrigeration, freezing facilities, shell ice and food-processing equip- 

79239—56——_79 
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ment necessary to the development of this facility, but which had not beem 
requisitioned previously. 

(7d) On basis of recruitment criteria furnished ICA/W June 30, 1955, 
PIO/T was issued for five food processing technicians, October 28, 1955, and 
a third party contract finally executed on June 30, 1956. From these techni- 
cians assistance will be provided for remodeling the Bandar-Abbas Cannery, 
installation of the food-processing equipment which is now on hand await- 
ing installation or on order. 

(e) Beginning with 5 fiscal year 1957 all dollar funds are subobligated 
and no further requirement for equipment expenditure is anticipated. 
Project 92, food-processing services, will provide all technical assistance 
neecssary to development of Persian Gulf fisheries program. Project 56 
will be merged into project 92, food-processing services, for direct assistance 
and liaison in the development of the Persian Gulf program. 

Conclusion.—F ood-processing services are now integrating under the special 
activities account with the Division of Food Processing Industries and Services 
of Plan Organization. The Division is working directly with the Metal Smelt- 
ing and Foundries Co. (Plan Organization), who are responsible for the operation 
of the Bandar-Abbas Cannery. 

Installation of all equipment and the modernizing of this plant is expected to 
be completed by June 30, 1957. It will require at least 2 years to develop a Plan 
Organization financed fishing program in the Persian Gulf. It is our desire to 
establish a program which will, in large measure, rehabilitate the local economy 
of the Persian Gulf and Sea of Oman coastal region. 


Exureir I-H. Stratus Report, HAND Loom Prosrct No. 6} 


In Iran there are approximately 40,000 hand looms and 500,000 people depend- 
ent on this hand loom industry. The purpose of the project is to raise the stand- 
ard of living of these people by introducing a more modern and efficient, though 
comparatively simple “Handloom” and by the forming of true cooperatives. 
This would be done at four demonstration centers. 

The project agreement was signed May 6, 1953. This called for the purchase 
of 300 looms by OMI for the 4 locations of Isfahan, Koupayeh, Yazd, and 
Kerman. 

The first extension of the project agreement was signed February 10, 1954. 
This called for the purchase of dyeing equipment for each of the four locations 
by OMI. 

The procurement of the looms began August 15, 1958. All of the looms had 
arrived here by the first of September 1954, 

The procurement of the dyeing equipment began December 4, 1954. All of the 
dyeing equipment had arrived here by the first of February 1956. 

GOI by the project agreement and extension was obligated to furnish Ris5 mil- 
lion. On January 11, 1954, MJF received from Plan Organization Ris5 million, 
which they assumed to be intended for project 61 and applied it to this project. 
On January 19, 1956, MJF received Ris5 million from Plan Organization with a 
statement that this Ris5 million was for project 61. The previous Rlis5S million 
was not for project 61 but for another project. 

Though actually the Ris5 million for project 61 was not contributed by Plan 
Organization until January 19, 1956, for all practical purposes this contribution 
was made January 11, 1954. 

The present status of the project at the four locations is as follows: 
Isfahan 

The land and building have been acquired and the looms erected. A cooper- 
ative has been formed. The plant is not in operation due to lack of operating 
capital which is the responsibility of Plan Organization to furnish. 

Kouhpayeh 

The land has been acquired, the building erected and the looms installed. A 
cooperative has been formed but the plant is not in operation due to lack of oper- 
ating capital which is the responsibility of Plan Organization. 

Yaed 

The land has been acquired and a deep well dug. The building has yet to 
be erected. The erection of the building is the responsibility of Plan Organiza- 
tion. Plan Organization has the plans for the building but the contract for its 
erection has not yet been signed. No cooperative has been formed. 
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Kerman 


Here the land has been acquired. The building has to be erected, which is the 
responsibility of Plan Organization. Plan Organization has received bids for 
this erection but the contract is not yet signed. No cooperative has been formed. 


Exurseit I-I. Stratus Reporr. Construction or Two SuGar REFINERIES, PROJECT 
No. 65 


This project agreement No. 65 for the construction of two sugar refineries was 
entered into by Technical Cooperation Administration and Seven-Year Plan 
Organization on June 28, 1953. The Plan Organization had entered into a con- 
tract with Buchau R. Wolf for the furnishing of the equipment and the erection 
of two 350-ton sugar beets daily factories. The locations were to be decided on 
later by Plan Organization and were to be approved by TCA. The contract with 
Buchau R. Wolf which was signed by Plan Organization on January 30, 1953, 
called for a total payment of $2,601,127.40 for equipment and $418,244 for the 
erection. A payment of $520,253.40 had been paid on the contract October 15, 
1952. Technical Cooperation Administration was to contribute $931,355.65 
through the joint fund for economic development. 

At the time the project agreement was signed, it appears that several areas 
were under investigation as factory sites. 

October 16, 1953: Approval by Plan Organization engineers, USOM/Iran Tech- 
nicians and Kerman Provincial Director of Kamalabad in the Bardsir district 70 
kilometers southwest of Kerman as the location for one of the sugar factories 
designated “Sugar Factory No. 11.” 

November 4, 1953: Letter written to Plan Organization from Director Warne 
approving payment to Buchau Wolf of $910,000 (35 percent) second installment 
of the purchase price. 

November 6, 1953: Plan Organization formally advised by mission director that 
location at Kamalabad in Bardsir area is approved for site of sugar factory 
No. 11. 

January 1 and 12: Cable and letter to Plan Organization from Buchau Wolf 
that no shipments of equipment can be made until arrangements are completed 
for letter of credit for payment of ocean freight and 2 payments of marine in- 
surance for contract value of 2 sugar factories. 

January 12, 1954: Successful bidder determined by Plan Organization for 
buildings for factory No. 11. This contract was not formally approved and 
signed until nearly 5 months later. 

February 23, 1954: Letter from Buchau Wolf to Plan Organization that ocean 
freight contract not yet signed to Buchau Wolf forced to store equipment in 
Germany. . 

February 9, 1954: Letter from Buchau Wolf to Plan Organization asking for 
settlement of escalator clause as contract called for settlement of this after 50 
percent of material is ready for delivery. This escalator clause in the contract 
used January 1, 1951, as base for determining prices. If prices at time of delivery 
had increased or decreased over 5 percent an adjustment would be made in two 
periods: (1) after 50 percent of the equipment is ready for delivery; (2) after 
100 percent of equipment ready for delivery. 

March 17, 1954: Letter from Plan Organization to mission director advised that 
Plan Organization had decided to erect a second sugar factory (No. 12) in 
Khorasan Province. 

June 5, 1954: Contract for all buildings for the sugar factory No. 11 signed 
between Plan Organization and Sherkat Sakhtemani Keshvari. This was sent 
to the High Council of Plan Organization April 3, 1954. 

June 21, 1954: Chief, Industry Division, advised mission director that Sugar 
Industries Section of Plan Organization had engineers in Khorasan Province 
picking out site for sugar factory No. 12. 

July 27, 1954: Letter from provincial director to mission director advised 
that work on sugar factory buildings at Kamalabad (No. 11) had started about 
July 1. 

July 31, 1954: Letter from shipping firm to Iran Bank Transport that 2.861 
tons, or slightly more than 50 percent, of equipment had been shipped from Ger- 
many to Iran. 

September 11, 1954: Letter from provincial director, Kerman, to mission 
director advised that building contractor had ceased work at Kamalabad and 
moved his crew and started work in a new location about 6 kilometers distant. 
Both lecations are in Bardsir area. 
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September 25, 1954: Letter from Acting Director of Plan Organization ad- 
vising that factory site had been moved from Kamalabad to new site without 
consultation with USOM/Iran. Meeting held same day with Managing Director 
of Plan Organization and two of his staff. Managing Director of Plan Organiza- 
tion promised full investigation of the matter. 

October 9, 1954: Four of Plan Organization staff members met with Chief 
of Manufacturing Branch of Industry Division to explain reasons for change 
in plant location from Kamalabad to new site. All explanation was verbal. No 
written report received. 

October 9, 1954: Letter written by Plan Organization to mission director stated 
that location for sugar factory No. 12 had been selected at village Khajeh-Nassir, 
5 kilometers from Chenaran and 60 kilometers north of Meshed. Letter asked 
for USOM/Iran approval. 

October 28, 1954: Agricultural division of mission approved the Chenaran area 
for factory No. 12. 

November 10, 1954: Letter was sent from Chief, Indust:v Division, to mission 
director listing the procedure which was followed in locating factory site at 
Kamalabad for factory No. 11. He also listed objections raised verbally in 
October 9 conference by Plan Organization staff members and also listed reasons 
from provincial director at Kerman why site should not be changed. 

November 16, 1954: Letter from mission director to Plan Organization ad- 
vising that the mission had received a formal complaint from Buchau Wolf that 
Plan Organization had done nothing about setting the escalator clause and the 
delivery of equipment was being held up. 

November 18, 1954: Letter from mission director to Managing Director of 
Plan Organization asking for a report of the investigation which was promised 
on moving of factory site. 

November 23, 1954: Letter from Managing Director, Plan Organization, to 
director of mission stating that he had written on November 19 on the location 
of the Kerman sugar factory (this letter of November 19 was never received 
by the mission). 

December 1, 1954: Letter from mission director to Plan Organization advising 
that USOM/Iran technicians approved the change of the steam boilers so that 
either provided coal or fuel oil could be burned in these boilers instead of just 
fuel oil as originally ordered. Original inquiry regarding this change made 
by Plan Organization to Buchau Wolf in cable November 23, 1953. Buchau 
Wolf had replied by letter, November 27, 1953, stating change in firing methods 
could be made but it would delay delivery of boilers. Over a year elapsed before 
matter was referred to USOM/Iran. 

December 13, 1954: Letter from mission director to Plan Organization ap- 
proving site near Chenaran as site for sugar factory No. 12 approval of exact 
location on site to be made after Plan Organization engineers had completed 
survey. 

December 25, 1954: Letter from Managing Director, Plan Organization, to 
mission director enclosing engineers reports leading to change of site for sugar 
factory No. 11 from Kamalabad to near Mashis in Bardsir area. 

January 11, 1955: Technicians report through Chief, Industry and Engineer- 
ing Activities Divisions, to mission director recommending approval of new 
site near Meshis for factory No. 11. 

February 12, 1955: Letter from mission director to Managing Director, Plan 
Organization, approving new site near Mashis on main road from Kerman to 
Sirjan for erection sugar factory No. 11. 

January 18, 1955: Letter from Managing Director, Plan Organization, to 
mission director advising that Buchau Wolf official invited to Teheran for 
settlement of escalator of contract. 

February 17, 1955: Agreement between Plan Organization and Buchau Wolf 
on settlement of escalator clause. 

February 19, 1955: Letter from mission director to Plan Organization that 
USOM/Iran approves exact site near Chenaran 60 kilometers north of Meshed 
for location sugar factory No. 12. 

April 16, 1955: Letter from Managing Director of Plan Organization to mis- 
sion director stating that Buchau Wolf had started shipping balance of equip- 
ment. Construction work at Chenaran (factory No. 12) to start in 1 month 
and Chenaran would be completed for test run in spring 1956. 

April 19, 1955: Sugar Industries Section of Plan Organization advised tech- 
nician, Industry Division, that shipment of sugar factory equipment had stopped 
due to dispute between shipping company and Plan Organization over ocean 
freight rates because shipment was not completed within year. 
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April 19, 1955: Letter from Buchau Wolf to Plan Organization complaining 
that ocean shipments were being held up. 

May 3, 1955: Plan Organization advised technician verbally that shipping 
difficulty settled and ocean shipments from Germany resumed. 

April 16, 1955: Letter from Buchau Wolf to Plan Organization stated that 
steam boilers being held up because formal order had not been received for 
changing firing method so that either powdered coal or oil could be used for 
fuel. 

May 1, 1955: Order signed by Plan Organization authorizing firing method 
of steam boilers to powdered coal and oil. 

July 25, 1955: Letter from Plan Organization to mission director advising 
that contract for factory buildings for the Chenaran factory had just been 
signed. 

September 1, 1955: Verbal report from Plan Organization stated that building 
construction had moved on site at Chenaran to commence work. 

October 3, 1955: Report of sugar technician meeting with Buchau Wolf repre- 
sentative on status of material shipments from Germany. Steam boilers still 
in Germany due to delay in receiving order for change. 

October 5, 1955: Trip report of sugar technician covering trip to Kerman. 
Buildings 85 percent complete; equipment 50 percent in place. Estimate of 
factory completion March 1956. 

October 12, 1955: Report of meeting of sugar technician with Sugar Industries 
Section, Plan Organization, revealed considerable equipment at Khoramshahr 
which is not being loaded on trucks due to shortage of cranes. It was estimated 
it would take over a month to get material loaded out of Khoramshabhr. 

October 26, 1955: Letter from Chief, Industry Division, to Managing Director, 
Plan Organization, requesting speeding up of the Chenaran schedule which ac- 
cording to schedule would be January 20, 1957. 

Novmber 17, 1955: Trip report of sugar technician to Chenaran November 8, 
1955. Excavation of main factory building started. Brick kiln and lime kiln 
are almost completed. Plan Organization estimates 80 percent of equipment 
at site. 

March 5, 1956: Kerman factory in Bardsir area scheduled for completion. 
Parts of steam boilers not received. Sugar beets for test operations trucked to 
Marvdasht factory for processing. 

March 31, 1956: Manager of Kerman sugar factory reports 400 hectars land 
contracted to sugar beets. Expected 200 hectars more. Floods had damaged 
62 ghanats in beet-growing area. The factory was not then complete but would 
be completed for 1956 operations. 

July 7, 1956: Trip by sugar technician to Chenaran with Managing Director 
of Plan Organization and manager of sugar company. Erection of steel and 
equipment main factory building just starting. Factory shops nearly complete. 
Both building contractor and Buchau Wolf expect completion about January 21, 
1957. 

Beet crop for Khorasan Province large so if factory at Chenaran is completed 
as scheduled, it should have at least 2 months operation. 


Exuisir I-J. Stratus Report: IMPROVEMENT OF SHIRGAH Woop TREATMENT 
PLANT, Progect No. 80 


1. PROJECT ESTABLISHMENT AND ITS OBJECTIVES 


This project was planned in the fall of 1953 and the agreement prepared and 
signed in January of 1954. The Shirgah wood-treatment plant located at Shir- 
gah, Iran, in the forested area of the north, was at that time under the jurisdic- 
tion of the Plan Organization and they were responsible for its operation. This 
Organization made a request for funds to purchase equipment to improve the 
plant. The Iranian State Railways had urgent need for crossties. It was con- 
sidered a logical plan to have a tie-processing operation and coordinate activity 
with the wood-treatment plant. 

The objectives of the project include: Improvement of the Shirgah wood- 
treatment plant through purchase of needed equipment and to organize a woods 
operation on a permanent basis so as to assure the railroad receiving at least 
100,000 ties each year for use in the upkeep of the railroad track. 

One hundred and eighty-seven thousand dollars was provided by the United 
States under this project to purchase equipment for the improvement of the 
plant and set up a woods operation for cutting of crossties. The necessary rial 
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expense for local costs is being borne by tne railroad. The original project agree- 
ment called for the Plan Organization to furnish Rls5 million for local costs, ete. 


2. SHIRGAH PLANT—-NEW EQUIPMENT 


This plant was established about 20 years ago and it was used primarily for 
the treatment of ties. Wolman salts and petroleum oil were the preservatives 
used in the past few years. There is also a wood distillation unit included in 
the plant setup but it has not been of much use in its present condition. Further- 
more, there must be a steady supply of wood material to keep such a unit in 
operation. The chemical corporation of the Plan Organization had requested 
that this wood distillation unit be enlarged so as to produce byproducts such 
as wood-tar creosote, acetic acid, etc. The cost of this work was in excess of 
funds available so the idea has been at least for the time being, set-aside and the 
treatment part of the plant is receiving the attention at this time. This plant 
has recently been released to the railroad to operate. 

To improve the wood-treatment machinery it was necessary to obtain seven 
pumps for the boilers and for pumping the preservative into the retorts. The 
pumps on hand are worn out and parts are unavailable hence only one of the 
retorts can be kept in operation for treatment of crossties. When these pumps 
are installed both retorts can then be-used and the tie output can be doubled. 
The present output is 720 ties per each 24 hours of operation. 

The pumps have arrived and they have been dispatched to the plant for in- 
stallation by railroad personnel. 

The electric generating plant at Shirgah is in poor condition and to improve this 
situation 2 new diesel electric units have been purchased. These plants will 
provide 55 kilowatts each of electricity and meet all the electrical needs at this 
point. These units are at present in the MJF compound. The concrete founda- 
tions for these plants are under construction. 

There was need for a small diesel locomotive (30 horsepower) for hauling the 
tie-carrier cars within the wood treatment plant yard. Such a unit was purchased 
and it is now at Shirgah and in operation. 

Due to the high cost of creosote, it was decided to try out some pentochloro- 
phenol at this plant to see how effective it is in the treatment of crossties. A 
quantity of this chemical has been purchased and it is being used at Shirgah in 
treatment of the crossties. 

Additional equipment purchased under project 80 include the following: 

Two Caterpillar D7 crawler tractors with angledozer attachment and power 
winches complete with cable. One of the tractors has a double-drum donkey 
winch to be used in logging operations and the other has a single drum winch. 
These machines have arrived in Iran and were in use on the entrance road to 
Lajim Forest. A trailer mounted lubrication unit has been purchased for this 
job to be used in the servicing of the woods and road repair equipment. 

Two dump trucks of 16,000 gross volume weight and one 30,000 pounds gross 
volume weight flat-bed truck with tandem rear-driving axles have been pur- 
chased, the latter truck will haul ties from the Lajim Woods to the railroad 
at Zirab or to the plant at Shirgah. The two dump trucks have arrived and are 
on the job. 

A portable sawmill was purchased and it is now being setup at Lajim. Twelve 
doublebitted chopping axes, 12 six-foot crosscut saws, 24 falling wedges and 
twelve 6-pound double-faced sledges together with spare parts are on hand. 

A mobile machine shop for servicing and maintaining the equipment in the 
woods and at the plant has been purchased and it has arrived. 

A truck crane with special attachments for use as a power shovel, a dragline 
and log-loader unit arrived and is on the job. This machine can be used in the 
woods oneration and also in the repair of the entrance road and the roads within 
the forest. 

A skidding pan with chokers was purchased for the logging operations. 

A motor grader for maintaining the roads in the woods and the road from 
Zirab to Lajinm is in use. 


3. ENTRANCE ROAD FROM ZIRAB TO LAJIM FOREST AND ROADS AND TRAILS WITHIN THE 
FOREST AREA 


The entrance road which goes from Zirab to Lajim Forest is 32 kilometers long 
and has been constructed by the Iranian State Railroad. The road has been 
widened, ditched, and is surfaced with gravel. However, more gravel will be 
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needed on parts of it to make it an all-weather road, serving the forested area. A 
permanent water crossing will be needed at the Kesilian River crossing, 8.6 kilo- 
meters from Zirab. <A suitable crossing must also be provided at the Lajim River 
road crossing. 

Roads should be constructed into the forest as required in order to facilitate 
the removal of the timber. The locations of these roads should be carefully se- 
lected so that no more of them will be built than is necessary. Furthermore, these 
roads and the skid trails should be kept out of the stream bottoms. 


4. FOREST AREA TO BE MANAGED ON A SUSTAINED-YIELD BASIS 


The Lajim Forest is estimated to cover approximately 10,225 hectares of land, 
and it is about 35 kilometers from Zirab. This includes both the public domain 
and the private ownerships. Steps are being taken by the railroad to obtain cut- 
ting rights on the privately owned lands in order to make for a better overall tim- 
ber management program. This will consolidate the operation and make it more 
efficient and thus reduce the cost of cutting and processing of the ties. 

The topography in this area is very rough as some of the slopes are as much as 
85 percent. This will present some logging problems and require some type of 
cable skidding ; however, this can best be determined when a more detailed study 
of the actual logging ‘‘chances” are made. When this study is completed a 
request will be made for the purchase of a Wyssen cableway system for logging 
the steep slopes. 

There are some excellent timber areas in this forest, and there are also some 
that have been badly abused through mismanagement. 

It is essential that a complete forest inventory be made so that it may be known 
where the timber is and how much by specie. The predominant species in the 
area are beech, hornbeam, elm, and alder. There are some maple and oak but in 
lesser volume than the other species indicated. 

Mr. H. W. Camp, the forest survey adviser who was sent over from the United 
States on a short detail in the fall of 1954, estimated that there are 30,000 board- 
feet of stand volume of timber per hectare. The growth is fairly good, and the 
rotation age is about 80 years. This is the length of time that it would take to 
grow the trees to usable size. Mr. Camp further stated that this forest should be 
able to produce 100,000 ties per year if it is operated on a sustained-yield basis 
and a well-organized Operation is placed in effect. It is important that poorer- 
grade trees be used along with some good; and that the operations be less selective 
in the use of species other than beech. The Lajim Forest should not be dedicated 
to any other timber operation at this time other than for the production of rail- 
road crossties. A charcoal program should, however, be carried out along with 
the tie cutting in order that the waste material may be used and also to clean up 
some of the areas that have been abused through improper cutting practices in the 
past. Trees of high quality and vigorous growth in this forest should be left 
standing to add quality growth and to regenerate the cutover areas. 

(a) Recommendations by Mr. Camp on this forest are given below : 

(1) “There is an ample supply of timber available in this urea .o supply 
at least 100,000 ties a year on a continuing basis. A better estimate of pro- 
ductive capacity will have to await completion of the forest inventory. 
This judgment is based on the qualifications contained in the following 
statements. 

(2) Presently the waste factor in producing hewed ties is between 50 and 
65 percent. In hewing ties only the best trees of selected species such as 
beech, maple, and elm are being used. Further, only these trees that are 
felled in a convenient workiug position will be utilized. These factors 
force me to qualify statement 1 to the extent that if these practices are con- 
tinued, management of the area will be set back many years and far less 
than 100,000 ties per year can be sustained. It is conceivable that the area 
will be left in such condition that good management practices can never be 
attained. 

(3) With a sawmill of portable type, tie production can be stepped up 
tremendously ; better utilization will result through the sawing of material 
that cannot be easily hewn; better cutting practices can be followed in the 
woods, utilizing trees of poorer form and quality, reserving the finer grades 
for lumber, veneer, and structural timbers. I recommend strongly that a 
portable mill be installed in the forest above Lajim. A suitabie site exists 
at the present tie piling station. This places the mill near the source 





1244 UNITED STATES AID OPERATIONS IN IRAN 


of supply and means that the finished product only is transported to the 
rail head. Furthermore, employment will be provided for the local villagers. 

To further substantiate my recommendation for the production of sawed 
ties, I present the following advantages of sawed over hewed ties as listed 
in Forest Products by Panshin, Harrar, Baker, and Proctor (American For- 
estry Series, 1950) : 

(a) There is less waste of raw material in the manufacture of sawed 
ties. Such material that would be wasted in the form of chips in 
hewing can be converted into lumber by sawing. 

(b) Sawed ties are more uniform in size particularly when sawed 
on four sides. This means a saving in transportation costs per tie, 
because a greater number car be loaded into a car or truck. At the 
preservation plant, a greater number of ties per charge can be put into 
the treating cylinder and it is possible to determine mofe accurately 
the amount of preservative needed to attain a given absorption per 
cubic foot of wood. 

(c) Ties sawed on four sides are less expensive to replace in tracks 
because there is less disturbance of the ballest in the process of removing 
the old tie and placing the new one. 

(d) Ties sawed on four faces usually have less sapwood than hewed 
ties. 

(e) Sawed ties are more easily adzed and bored prior to preserva- 
tive treatment because of the parallel faces. 

(f) In the absence of adzing, sawed ties provide a better bearing 
surface for the tie plates and nails. 

(4) Ties should be transported to the railhead as soon as possible after 
cutting rather than being left in the woods to deteriorate. This means that 
drainage must be provided and rock ballast put on the road from Zirab to 
a In its present condition, this road is usable only a small portion of 

e year. 

(5) Sufficient waster material will be available from the mill and the woods 
operation to maintain a supplemental operation such as a charcoal kiln, and 
or distillation plant. I recommend that as long as a market exists for this 
product, a charcoal kiln be operated in connection with the sawmill. In my 
estimation, there will be sufficient waster material to operate the distillation 
plaut at Shirgah or one considerably larger. 

(6) A training program in the various phases of logging; i. e., felling, buck- 
ing, and skidding must be installed at an early stage. 

(7) I propose that a set of standards be adopted to identify trees contain- 
ing material suitable for ties. By adopting such standards, poorer grade 
trees, meeting the minimum standards, will be utilized. This will result 
in at least partial attainment of better cutting practices. Following are 
specifications proposed for use in identifying hardwood tie or heavy timber 
logs: 


Specifications for hardwood tie or heavy timber loge 


Position in tree: Butt and upper 

D. I. B. small end: 8 inches or 20.3 centimeters 
Length without trim: 8 feet or 243.8 centimeters 
Clear cuttings: No requirements 


UNCLASSIFIED 


Sweep allowance, maximum: %4 d/i. b. at small end of log 
Sound surface defects: 
Single knots: Sound knots permitted if diameter of knot collar is not 
more than \% of log diameter at point of occurence 
Whorled knots: Any number occurring within 6 inches or 15 centimeters 
vertical distance permitted if aggregate knot collar diameters do not 
exceed 14 of log diameter at point of occurrence 
Unsound defects: 
Surface: Any number permitted if they can be slabbed off 
Interior : No interior unsound defect permitted 
Because of the fact that the dimensions of ties used in Iran are 260 centi- 
meters by 25 centimeters or 814 feet by 10 inches, a log just meeting the 
minimum specifications listed above will not make an acceptable tie. I would 
not recommend modifying the proposed specifications, rather I recommend 
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that a smaller tie be used. Standard-gage ties size 2, 3, or 4 (6 inches by 7 
inches, 6 feet by 8 feet, or 7 feet by 8 feet) acceptable in the United States, 
should be acceptable also in Iran. Using a smaller tie will reduce waste 
material and a greater number can be placed in the treating cylinder at one 
time. This would be another step toward better management practices in 
the forest. 

A knot collar is the average of the vertical and horizontal diameters of the 
limb or knot swelling as measured flush with the surface of the log. 

(8) Management practices: Detailed markirz rules and management 
practices should be defined for this area based on the assumption that it will 
be devoted to the production of ties as a primary product for at least the 
next 10 years. I am firmly convinced that high quality lumber can be pro- 
duced along with an adequate supply of ties. This should not be overlooked 
in defining the marking rules. 

In the field of management I have the following general recommendations 
to offer : 

(a) Adopt a standard set of minimum specifications for the logs, and 
insist that these logs be taken into the mill. 

(b) Mark for cutting only those trees predominantly suitable for ties, 
reserving the higher grade and more healthy trees for later operations 
and for regeneration purposes. It is a great economic waste to cut good 
lumber logs into ties. 

(c) Cut the trees on presently cutover lands and put them back into 
good productive conditions. Planting should be done wherever natural 
regeneration is doubtful. 

(d@) Grazing should be greatly reduced or preferably eliminated from 
all cutover areas. This is a must if the objective is to continue growing 
timber. 

(e) Lay out the cutting area and progress across it in an orderly 
fashion. Haphazard cutting increases the cost and difficulties of log- 
ging. 

(f) Prepare a plan for improvement of the cutover area. This plan 
is for utilization of funds supposedly available from receipts for timber 
removed. 


5. ORGANIZATION FOR OPERATION OF THE PROJECT 


It is important that the Iranian State Railways have an organization for 
handling the woods operation and tie this in with the Shirgah wood treatment 
plant operation. A charcoal operation as a byproduct activity should also be 
placed in effect in the woods. 

One of the first things that is needed is a map of the forest, including the 
public-domain areas as well as the interspersed privately owned areas so that 
an overall management plan can be developed to put this forest on a sustained 
yield basis. The railroad has prepared a boundary survey of Lajim Forest. 

The staff and the crew for the treatment plant are on hand but there will be 
need for a woods manager, to be in charge of the sawmill, and logging operations 
and to get the product from the forest to the Shirgah wood treatment plant. This 
crew will include a sawmill operator, equipment operators for the tractors and 
trucks, and a mechanic and serviceman to maintain and service this equipment. 
Laborers for felling of the trees and maintaining the roads and cutting out skid 
trails will be required. 

A bunkhouse has been built at Lajim for the principal staff for the project. 

It will be necessary to have a forester for the job and he should plan the woods 
work so that all the tree to be cut are marked, that the trails and roads are laid 
out in such a way as to save the timber as much as possible and that they can be 
permanent for future skidding and logging operations. 

The necessary training in all phases of the operations must be carried out to 
insure that the forest will be managed properly and that equipment is utilized 
and maintained as it should be. 

It is important for the railroad to obtain long-term utilization cutting rights on 
the public domain areas and they should also negotiate with the interspersed 
private owners for cutting rights of their timber with the understanding that it 
will be cut on a sustained yield basis. Such an arrangement is necessary if the 
forests are to be operated on a basis which will assure that they will not be abused 
and so exploited as to leave them valueless except for watershed purposes. 
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Improper logging may cause the soil to erode resulting in major impairment of 
the forest. Hence, it is to the public benefit for these forests to be operated in 
such a way that they will be maintained to perpetuity. 

It is proposed, in the 1957 program, to have a transportation facilities project 
No. 119, which will include projects 62, 51, 80, and 93. 


Exuisir 1-K. Stratus Reporr: CoTron CLASSING AND GINNING IMPROVEMENT, 
No. 81 


1. Project plan and justification was prepared April and May 1953. Project 
agreement signed January 27, 1954. Bquipment ordered June 1954. Received 
in Teheran about February 1955, and transferred to Cotton Bongah in November 
1955. It has been under covered storage, boxed, in the Djitou gin in Varamin 
awaiting erector from Murray gin. 

2. Purpose of the project was to introduce universal standards for cotton class- 
ing and grading in Iran, and to train Iranian operators in the proper gin adjust- 
ment, repair, and maintenance. 

3. Two American technicians spent 3 months in Teheran, from December 1952 
to March 1953, conducting classes in cotton classing and grading with universal 
standards received from the United States. About 200 men enrolled from gov- 
ernment and private gins, and from government offices. Of these, 170 graduated 
with grades ranging from 68 to 98. One of the top graduates was sent to the 
United States for 1 year for further training. On his return he conducted addi- 
tional classes, graduating 30 additional students. 

4. A cotton technician arrived in Teheran in March 1954 and assigned to this 
project. Due to ill health the technician returned to the United States after close 
to 1 year stay, and no other technician has been recruited. 

5. The mission has not been able to recruit a gin Specialist requested since 1954. 
A request made by the mission in January 1956 that a contract be signed with the 
Murray Co. for the services of a gin specialist to conclude this part of the project 
was finally denied on July 5, 1956. 

6. A jeep station wagon included in the project has been “frozen” in the OMI 
compound since September 1955. 

7. The mission contribution to the project was $20,000 for parts and $25,000 
for gin technician. Of this amount, once the mission is able to contract for the 
needed gin specialist for a limited time, the balance estimated at $20,000 can be 
reprogramed. Rials counterpart for local cost of Iranian personnel, travel, per 
diem, training material, etc., is available in the project (rials 750,000). 


Exuisit I-L. Status Reporr: LUMBERING DEVELOPMENT IN CASPIAN AREA, No, 82 
HISTORY 


Project plan and justification prepared August 1953. Project signed January 
27, 1954. $275,000 subobligated June 30, 1954. Specifications, prepared by UN 
technician, call for bids issued in Iran and Washington. Bids opened August 
27, 1954. Project technician left on home leave September 12, 1954; returned, 
December 14, 1954. 

During his home leave contract was awarded to United States Machinery Co. 
for sawmill machinery, truck-trailers, dry kiln. Diesel powerplant was con- 
tracted with Klockner-Humboldt Deutz, A. C. of Germany. Protest was made by 
Wheland Co.’s Washington representatives. March 1955, OMI legal adviser flew 
to Washington with files covering all bids for review of award by ICA/W tech- 
nicians. Award was confirmed. 

Contract signed October 1954. Shipments started about March 1955, consigned 
to Plan Organization, who instructed its transportation company to bring equip- 
ment to Teheran. Written assurance was given by Plan Organization with letter 
of June 19, 1955, that adequate storage was available. This, however, was not 
confirmed when Division was informed March 1956 by provisional director in 
Resht that all boxes had been unloaded on the beach beyond Pahlavi. Later 
information justified this action by the fact that existing bridges could not 
stand weight of loads, as high as 17,000 pounds for diesel generating units. Ap- 
parently the intention was to take equipment to site where mill is to be con- 
structed. 

As the machinery is running the risk of being seriously damaged by rain and 
moisture, a preliminary precaution is being taken by covering the boxes with 
waterproofed tarpaulin. In the meantime provincial director has been requested 
by Division to contact Governor General and endeavor to negotiate for covered 
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storage within facilities of Iranian Army at Pahlavi. Information obtained is 
that army has facilities also for handling the heavy boxes. 


PROJECT STATUS 


Plan Organization and Forestry Bongah have appointcd Mr. Sedeghiani, of 
Forestry Bongah, as project manager during construction period. 

Plan Organization has instructed Interetude, French consulting engineers, ap- 
proximately May 1956, to undertake all engineering planning covering buildings, 
machinery, layout, road improvement to forest, etc. Interetude has already 
made studies of site for foundations. Water samples are being tested to deter- 
mine type of water treating plant required. Plans are being prepared in France, 
following general drawings, measurements, weights, etc., and all other necessary 
data supplied by equipment manufacturers. 


ACCESSORY EQUIPMENT 


The following equipment is still required for completion of sawmill: 
With procurement : 
1. Steam boiler. 
2. Fuel tanks (locally made). 
38. Compressor. 
4. Saws. 
Specifications to be prepared: 
1. Water treating plant for boilers and powerplant. 
2. Log cranes for yard. 
3. Electric welding equipment for repair work. 
4. Portable fire-fighting equipment. 
5. Machine shop. 
TECHNICIANS 


Under PPA to be contracted when buildings are completed are: 1 erector, 
1 sawyer, 1 saw doctor, 1 sawmill manager adviser (fiscal year 1957). 


PARTICIPANTS 
One sawmill manager. 


FINANCIAL 


Original project budget was for $250,060 for equipment and $25,000 for saw- 
mill technicians. During discussions over bids (reporter was on home leave) it 
was found that above sum was not sufficient for procurement in the United 
States. Program office allocated an additional $200,000, with project amend- 
ment calling for a veneer and plywood mill. Subsequent checking of equipment 
originally specified uncovered various omissions of equipment necessary for 
operation of the mill. The procurement of this necessary equipment will require 
the balance of the committed amounts plus a small addition provided in fiscal 
year 1957. 

As the veneer and plywood mill can no longer be supplied for each of funds, 
project agreement should be so amended. 


GOI CONTRIBUTION 


The Plan Organization has already contributed Rls6 million out of the Ris10 
million called for in the project agreement. Although the project does not call 
for the latter amount to be deposited with MJF, the Ris6 million was deposited 
with the request that a revolving account of 500,000 be set up to defray transporta- 
tion, storage, and other incidental charges connected with the project. Vouchers 
are approved by Project Manager Sadaghiani and countersigned by project 
technician. Contribution by Forestry Bongah of Rls10 million has not yet been 
made and it is anticipated that it will be applied against engineering, materials, 
and construction costs. 


CONCLUSION 


With the proper and timely cooperation of the contract and procurement 
offices, the balance of the equipment can be procured to arrive in Teheran in 
ample time for the completion of the mill by July or August 1957. 

However, in view of the magnitude and complexities of the project it is strongly 
recommended that a technician from the engineering section be assigned on a 
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full-time basis to expedite its completion, as it is rather difficult for anyone, not 
a technician and with two other projects and many other daily duties to perform, 
to spend most of his time holding conferences with Forestry Bongah, consulting 
engineers, Plan Organization, suppliers of equipment, procurement, etc., without 
falling behind in some of his assignments. Some of the dates given are approxi- 
mate since, during reporter’s absence, all pertinent records of the project have 
been transferred to procurement, and the industry section now located in the 
Ministry of Industry, has no ready access to these files. 


Exuisit I-M. ComptetT1on Report: Tea Processine PLant, No. 85 
PROJECT DEVELOPMENT 


As originally requested by Plan Organization and agreed by OMI, 10 tea 
processing plants were to be built, OMI to provide $265,000 for offshore procure- 
ment and the Iranian Government to provide Rls4 million for local procurement 
and expenses, and the U. N. to provide the 5 technicians, 2 in the field of processing 
and 3 on cultivation. The project was started in June 1952 and signed in 
February 1953, under the title of “Tea Processing Plant, Project No. 85.” 


HISTORY 


Tea represents a major part of the Iranian diet in its daily life. The Plan 
Organization owns and operates 6 plants and, up to 1953, private companies 
operated 40 plants. Between 1954 and 1955 private interests built an additional 
40 plants, increasing the total privately owned plants to 80. All the plants 
have a rated production capacity of 500 tons; however, as planting has not been 
increased and the plants are all in the same area, each plant does not produce 
more than half its capacity. Official production figures are given as only 5,000 
tons, while consumption figures are given, officially, as 12,000 tons, while private 
sources give an estimate of 20,000 tons. The figures for imports are given as 
between ten and fifteen thousand tons which, added to production, come close 
to the average of 1 kilo per person per year for the close to 20 million population 
of Iran. 

Subsequently the OMI contribution was reduced to $20,000 due to the transfer 
of the funds by the program office to the Karadj project. The U. N. agreed to 
provide $500 for laboratory equipment. The project was reduced to the con- 
struction of a pilot demonstration plant. 

The main purpose of the pilot plant is to demonstrate to processors, through 
the use of modern equipment and improved methods, ways and means to produce 
a better quality of tea, create standards, and eliminate waste. The new equip- 
ment, not yet known in Iran, and new plant layout were expected to create among 
processors an incentive to change from old methods to more economical practices. 


PROJECT STATUS 


All anticipated offshore procurement has been made and the equipment has been 
received and installed. The plant is now in operation with the exception of a 
sorting machine which will be installed shortly. 


INDUSTRY STATUS 


As mentioned before, private factories have doubled in number, but tea planting 
remained the same. With greater demand for leaves, prices to private plants 
have been increased by the growers, and picking of unsuitable leafs is becoming 
the practice; if this practice continues, it won’t be long before the plantations 
will be completely depleted. There are only 2 U. N. techniciansgat present working 
in Iran; 1 in charge of the tea pilot plant and the other conducting experimental 
planting to improve leaf quality. There are large tracts of suitable land for 
tea planting; however, no effort has been officially made for such development 
although the existing law provides that Rls20 of the Rls45 import duty on tea 
be reserved for the development of new tea plantations. This, however, is not 
being done. 

The 40 new factories were all built according to old practices as to layout and 
equipment, without benefit of expert advice. This means that although they 
are new in construction the methods and equipment date back to 30 to 35 years 
ago. The cost of each of these factories is estimated at Rls5 million for buildings 
and Ris5 million for equipment. 
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CONCLUSION 


The new pilot plant will show improved layouts and equipment and better 
methods of processing tea with consequent better quality of finished product. 
Development of a better tea industry cannot be expected until planting is 
expanded and processing methods are modernized. 


Exursit I-N. Stratus Report, Deep WELLS, YAZD AREA 


In the city of Yazd and immediate vicinity water from about 40 power-driven 
deep wells had been used for irrigation purposes for a number of years. There 
was no uniformity of machine types, in fact each well was an individual enter- 
prise and operated as such. Over a period of time most of the machines became 
inoperative due to neglect and lack of proper maintenance. As the area is largely 
agricultural, lack of irrigation water was a serious threat to the economy of the 
region. 

At the request of the people of Yazd and through the efforts of the Governor of 
the province, the area was surveyed by TCA. The first official work performed 
by this mission was this survey which was done on April 8, 1953. As a result 
of this and following investigations, a project for the rehabilitation of the exist- 
ing wells was consummated. 

As the wells were owned by individuals it was obviously infeasible to deal with 
the situation without an all-inclusive operating agency. The organization set up 
is known as the Yazd Water Users Association, a corporation made up of the 
individual well owners and designed to operate at a profit. The primary func- 
tions of the corporation are: 

1. To assist the deep-well owners at Yazd and vicinity to repair and 
maintain the machinery, and buildings and to operate a repair shop. 
2. To purchase and sell deep-well equipment. 

The association is capitalized at Rls. 1 million represented by 1,000 shares of 
Rls. 1,000 value stock. Membership is limted to shareholders. The only limita- 
tion on a shareholder is that he must be an Iranian national. 

The association differs from most corporations in many respects as enumerated 
herein : 

1. Transfer of shares must be approved by the directorate. 
2. Transfer of shares to nonnationals is prohibited. 
3. All shareholders, irrespective of the number of shares held, is entitled 
to only one vote. 
‘i = No shareholder may be assigned the voting right of more than 8 share- 
olders. 

The association is operated by a 5-man board or directorate elected for a 3-year 
term. Upon assuming office each member of the directorate will be required to 
deposit with the association, 10 shares of stock and during his term of office the 
shares cannot be transferred. 

The association will provide, by election, an inspector to supervise operations. 
This inspector is not necessarily a shareholder in the association. At the present 
time (July 1956) the operation is handled by a director, Mr. Yeganegi. 

Upon the creation of the described corporation, project agreement 87 known 
as rehabilitation of Yazd deep wells, was signed. The agreement was between 
the Minister of Agriculture, Plant Organization, Yazd Water Users Associa- 
tion and USOM to Iran. The project was signed May 12, 1954. 

The agreement provides that the Joint Fund for Economic Development will 
advance $150,000 to the Yazd Water Users Association, which sum will be re- 
paid in 10 equal yearly installments, with interest at 4 percent per annum, the 
first payment to become due 2 years after equipment is installed and the project 
is in operation. The Yazd Water Users Association agreed to the several opera- 
tional functions as listed herein: 

(a) Advance Rls 300,000 for construction of a shop building. 

(b) Pay the salaries of employees and other operational expenses during 
the life of the project. 

(c) To improve existing pump houses and distribution systems. 

(d) To conduct a preventative maintenance program and regular inspec- 
tion services to all wells. 

(e) To employ qualified operators and mechanics. 

ICA will furnish technical services in operation and maintenance of the equip- 
ment and guidance and advice on irrigation practices. 

The program objective is to put into operation about 30 wells which, due to 
lack of proper maintenance, are in need of rehabilitation. 
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The $150,000 loan is a liability of the association. The association will, 
however, charge the individual well owners for services performed such as re- 
pair and maintenance charges, machinery installations and replacement of 
parts. In this way the association is expected to cover fixed charges and earn 
a surplus for distribution to the shareholders. 

Bids were opened on October 2, 1954, for procurement of new equipment and 
replacement parts. The principal items involved were 25 diesel motors and 
5 well pumps. The successful bidder on the diesel motors and pumps was 
Thomas W. Simmons of Los Angeles, Calif. bidding International Motors & 
Peerless pumps. 

The contract for concrete foundations and installation of 5 pumps, 20 diesel 
power units, and 25 fuel tanks was awarded to the Butane Co. of Teheran. 
Due to many delays, described herein, no actual work was accomplished up 
to the time of the contract completion date. The entire job was completed by the 
Butan Co. after the completion date of the original contract and a revision of the 
contract was not in effect until July 11, 1956. At the present time, however, 
the work as planned under the existing contract and extension thereto is com- 
plete and the project in operation. 

Delays were caused primarily by lack of rials to pay installation costs, mis- 
understandings as to who would pay custom and storage costs, as well as de- 
cisive action in regard to which wells would be improved and the method to 
be used. Settlements were finally accomplished but a great deal of time was 
used. 

At the present time, all but 5 of the 25 diesel units are installed. The 
remaining 5 are in reserve as replacements. The shop building is completed but 
not in operation. There remains approximately $20,000 in shop equipment 
which has not been delivered to the site, for the most part power tools and 
general shop equipment. Much of this is at the MJF warehouse and this office 
is attempting to get it released ; all has been ordered but not all received. 

Of the $150,000 advanced as a loan, all but $272 has either been expended or is 
subobligated. 

Until the shop building is fully equipped and in operation, the project cannot 
be considered as finished. This shop, properly operated, is as important to the 
operation as the wells themselves. While the previous failure of the existing 
wells was not so long ago that the present owners are apt to forget the experience, 
nevertheless, TCA should institute a system of inspection to protect their own 
investment. 

It is recommended that this particular project be followed very carefully. 
Pumping of water from deep wells is, in general, not the time-honored method 
of producing irrigation waters. If this installation, with due consideration 
to all factors involved, can pay fixed charges, than it may be the answer to 
the irrigation problems in other parts of Iran. 


Exuistrr I-—O. Status Report, Foop PROCESSING SERVICE, PRosgect 92 (FORMERLY 
Provgects 31, 68, 69 AND 92) 


CONDENSED OBJECTIVES 


Completion of project food processing plants and application of the various 
forms of food processing to the many phases of Iranian agriculture, providing 
means for marketing agricultural commodities and making available nutritious 
foods throughout the year to Iranian people. 


PROBLEMS AFFECTING IMPLEMENTATION 


Since each of the projects merged into project 92 originally was planned as aa 
individual program, we will discuss the problems on the basis of each original 
project. In creating reality from the ideas of others unforeseen problems 
mst be expected and must be solved. 


Project 31. Dried fruits and nuts, Maraghah, signed April 15, 1953 


I. Whereas the Maraghah areas already contained many large grower owned 
and operated fruit and nut drying factories, needing assistance only in hortt- 
culture and food processing through field work and demonstration, project im- 
plementation was based on construction of a plant requiring 40 tons raw fruit 
per day, thus establishing a competitive industry to local enterprise. Prograr 
approach was based on fundamental changes to the Iranian dried fruit industry. 
starting with selected growing and ending with consumer preference, disr< 
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garding possibility of improving present quality of products and processing 
methods. Through development of this single plant, we were endeavoring t 
bridge the gulf that separates Iranian from American dried fruit industry 
practices. 

II. All equipment, ordered June 12, 1954, was based on 1953 price quota- 
tions. 

(a) Orders were inadequate to cover needs of plant. 

(b) Specifications were incomplete. 

(c) Due to delay by GSA/EPS in processing orders, advance in prices 
made impossible establishment of this plant on original plans within the 
limits of the budget allowed. 

III. Design for plant buildings were incomplete and failed to provide 
for: (@) storage, (b) plant drainage, (c) direct food flow through the processing 
operations and (d@) plant design exceeded the recommended budget established by 
Plan Organization for construction. 

IV. Site was selected and approved without regard to supply of potable water 
and with no agreement that PO would supply adequate potable water for plant 
operation. 

V. From August 1954 to May 1955 project was provided no technical assistance 
or leadership. 


Project 68. Demonstration community canning plants, Meshed, Azarshahr and 
Isfahan, signed June 30, 1953 


I. The original project covered development of a community canning center at 
Meshed for the purpose of (1) conducting canning classes, using home canning 
methods to teach commercial canners, (2) providing a community canning center 
so that local families could process foods for family consumption and (3) even- 
tual transfer of this home canning facility to local growers for operation as 
commerical plants. 

II. Though there are no canners in Azarshahr and Isfahan, project 68 was 
extended to include construction of similar plants for the same purpose at these 
locations. A supplementary program was planned whereby American technicians 
would go into villages with home canning equipment and teach illiterate people 
the science of food preservation, using tin cans and glass jars which are not 
available in Iran, and if imported, would be beyond the means of the villager. 

III. Adequate liaison was never maintained with nor was the PO counterpart 
informed relative to proposed project implementation program. 

IV. Building designs provided for plants in Meshed, Azarshahr, and Isfahan 
were inadequate and based on home canning. 

V. Boiler capacity provided for each plant, was 15 horsepower, less than half 
the requirements for a small commercial operation. Insufficient retorts and 
steam-jacketed kettles were provided. With the exception of these items, all 
other equipment was specificaliy for home canning and could be properly used 
only in a home economics kitchen. This equipment consisted of frying pans, 
spatulas, churns, pots and pans, etc. 

VI. On the basis of 50 packing days per year, if everyone worked diligently, 
the 3 community centers could produce a maximum of 125,000 cans per annum. 
For this purpose 1,750,000 cans were purchased, are now in MJF compound and 
represent a cash expenditure exceeding the total cost of all other canning- 
plant equipment combined including boilers. 

VII. No electricity was provided for Azarshahr and Isfahan. 

VIII. Plant sites were selected and approved without provision for adequate 
supply of potable water for plant operation, with no agreement that PO would 
furnish same. Consideration was not given to disposal of waste plant water 
from plant sites in a sanitary manner agreeable to adjoining property owners. 


Project 69. Date curing and packing, signed June 30, 1953 


I. The original plans required two plants—one for curing and the other for 
packing. Design, engineering, and planning was never completed prior to place- 
ment of orders for equipment of two plants. These plants were later consolidated 
but designs were not developed nor were equipment orders revised. 

II. All funds were subobligated on the basis of 1953 prices. Equipment sreci- 
fications were inadequate and proposed processing techniques were faulty. Due 
to failure of GSA/EPS to process orders, increasing cost prices precluded acquisi- 
tion of original equipment from project budzet funds allowable. 

III. Design for building was not provided to house consolidated plant proc- 
essing equipment. 
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IV. No electricity was provided for Khorramshahr. 
V. From August 1954 to May 1, 1955, project was provided no technical assist- 
ance and leadership. 


Project 92. Processing services, signed June 12, 1955 

Since inauguration of this project the mission has: 

(1) Redesigned 5 food processing plants (formerly projects 31, 68, and 69). 

(2) Obtained agreement from PO to provide adequate potable water at all 
project plants and electricity for Azarshahr, Isfahan, and Khorramshabhr plants. 

(3) Obtained agreement from PO to provide necessary drainage and sewage 
facilities for plant waste water disposal. 

(4) Revised dried fruits and nuts plant equipment, design, and specifications, 
bring proposed plant into proper perspective, salvaging $55,000, using these funds 
for procurement of additional necessary plant equipment, keeping overall plant 
cost within original budget limitations. 

(5) Revised three project 68 plants from home canning to small modern 
facilities equipped for commercial production, commensurate with ability and 
economic status of Iranian food processors and country agricultural production 
programs. 

(6) Revised date curing and packing plant equipment design and specifica- 
tions salvaging $110,000, using these funds for procurement of necessary plant 
equipment, keeping overall plant cost within original budget limitations. 

(7) Surveyed and replanned project 56 Persian Gulf fisheries program; ob- 
tained GOI approval of a revised program agreement and returned $165,000 to 
OMI for other project requirements. 

(8) Developed recruitment criteria for five food processing technicians needed 
to implement project 92 and to furnish Iran technical assistance in the various 
fields of food processing; obtained third party contract between PO and SRI 
whereby these technicians will report in Iran in August 1956. 

(9) Inaugurated local manufacture of food-processing equipment from avail- 
able materials. 

(10) Developed reactivation program for Shahi Cannery (Caspian area) with 
GOI funds to provide food subsistence for IIAF and to utilize a considerable 
portion of the cans in surplus supply now stored in MJF compound. 


PROJECT STATUS 


Meshed canning building is completed and ready for installation of equipment. 
Azarshahr 70 percent complete, Isfahan 65 percent, Maragheh 70 percent, and 
Khorramshahr 20 percent. 

All equipment is on order except limited amounts for canneries which was 
delayed pending receipt of fiscal year 1956 funds. 

Canneries at Meshed, Isfahan, and Azarshahr are expected to commence oper- 
ation in summer of 1957. Dried fruits at Marakheh and date-curing at Khor- 
ramshabr should commence in the fall of 1957. 

Project operation is newly integrated into the Division of Food Processing 
Industries and Services of Plan Organization and efforts are underway to as- 
semble adequate staff and to install a food processing laboratory. 


RESUME 


Project 92, Food Processing Services now provides technical assistance to 
GOI and/or privately owned food industries insofar as our staff will permit. 
Development of all GOI industries is based on soonest possible transfer to 
private industry. Training of Iranian personnel is continuous in laboratory 
established under the project and to provide career personnel to Government 
and/or privately owned industries or the establishment of new food industries. 

With the arrival of the five technicians from SRI, project 92, Food Processing 
Services, in fiscal year 1957 emerges as an overall technical service division, 
assisting Iranian food processing industries in all fields, while at the same time 
developing project plants and training Iranian personnel. These technicians 
will bring to Iran many talents which, supplemental one to another, will provide 
the necessary guidance in development of the agricultural economy through food 
processing and conservation. The combined expenditure of OMI and GOI fiscal 
year 1957 funds for technical assistance will represent an amount equivalent to 
1 percent of the capital investment of these two agencies in GOl-owned and 
operated plants. 
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ANNEX II. List or INDUSTRY PROGRAM PARTICIPANTS 


INDUSTRY 1953 


Name Position 
. Ameri, Soltan Khalil Carpet management. 
Banisadr, Shoa Economic development. 

Canning and food technician. 

Davoodi, Taleghani, Abdol Hahim_-. Dried fruits. 
Ferdown, Hossein Ali Chemical and dried fruits. 
Hooshidar, Roohollah Steam power. 
Medhat, Jamshid Food technician. 


. Nasser, Morteza Business administration and market- 


ing. 


. Navvabi, Mahmood Textile, spare parts. 
. Nikpour, Manuchehr Industrial and cost accounting. 


. Rostami, Ismail Fisheries industry. 


. Siavoshi, Khalil Textile finishing. 
. Shamso Bayan, Aziz Cotton grading. 


bet 
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INDUSTRY 1954 


ij II II os are hs omc as teens Marketing and distribution. 

. Darabi, Mohd. Taghi Textile industry. 

CO OUI ii ence tle . Textile mill management. 

. Jalayer, Mostafa G Canning. 

Kamalinafar, Ahmad Agriculture economics. 

Khamsi, Habidollah Manfacturing and management 
Maleqpour Behbehani, Sadgh Economic development cooperatives. 
Minai, Gholamreza Public administration. 

Monjazeb, Enayatollah Automatic looms. 

. Moaddib Industrial credits and banking. 


. Niazmand, Reza Industrial management. 


INDUSTRY 1955 


. Amery, Houshang Industrial economics. 


. Salim, Assadollah Saeed Textile industry. 
. Shidfar, Mohsen Sugar refinery repair and mainte- 


SO PN AOU ON PS 


nance. 
INDUSTRY 1956 


. Ashtary, Abolghassem Metal fabrication. 
Bayat, Parviz General manufacturing. 
Ebrat, Mohamad Business management. 
Etemadi, Taghi Industrial economics. 
Evazzadeh, Yacoob Isac Industrial institute, 
Ezhari, Pariz Cost accounting. 
Khosrovi, Hossein R Lumbering operation. 
Motamedy, Ahmad Ceramics. 

. Zarbakhsh, Ataollah Cost accounting. 


Appenpix XIII 


UNITED STATES GENERAL ACCOUNTING OFFICE, 
CriviL ACCOUNTING AND AUDITING DrIvISIon, 
Washington, D. C., July 27, 1956. 


Mr. MAuRICE MouNnNTAIN, 


Counsel, International Operations Subcommittee, 
Committee on Government Operations, House of Representatives. 


DeaR Mr. Mountain: Enclosed are three sets of statements showing a com- 


parison of budget presentations and physical data for fiscal years 1953 and 


1955 relative to the assistance program for Iran. 
The above is in response to your verbal request about 2 weeks ago. 


Sincerely yours, 


GEORGE H. STAPLEs, 
Assistant Director. 
79239—_56——_80 
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INTERNATIONAL COOPERATION ADMINISTRATION 
ASSISTANCE PROGRAM FOR IRAN 
REVIEW OF Fiscat YEAR 1955 BupGET PRESENTATION 
Statement 
number 
Summary 
Development assistance : 
By major activity field 
By major cost component ; 
Summary of commodity imports 
Technical cooperation : 
By major activity field 
By major cost component 


STATEMENT No. 1.—Summary 


{In thousands] 


Obligations per budget | Based on fiscal records at 

As re- presentations for— June 30, 1955 
Type of aid quested 
for 1955 


1956 1957 | Obligations | Expenditures 


Development assistance !___. $40, 000 2 $65, 800 2 $65, 565 | 2 $65, 565 | $55, 135 
Technical cooperation ats ‘ 10, 000 8, 500 38, 763 3 8, 763 4, 518 


Total program for1955.........-| 50,000 74, 300 | 


74, 328 74, 328 59, 653 
1 Designated defense support since fiscal year 1956. 
2 Includes $10 million made available from military assistance funds. 
3 Amount of $8,778,000 shown in GAO report includes $15,000 of regional funds used for range management 
in Iran. 


Note.—Footnotes were not included in budget presentation. 


STATEMENT No. 2.—Development assistance by major activity fields 


[In thousands] 


Obligations per budget | Based on fiscal records at 
| Aste | presentations for— June 30, 1955 
Fields of activity quested | : 

for 1955 


1957 Obligations | Expenditures 


| 
i 
Project costs: 
Agriculture and natural resources. - $360 f $75 iat ox 
Health and sanitation 940 811 $393 
Education. __ ssn te tay 80 | 82 | aes 
Transportation ___- | 1, 440 | 767 | 
Industry, mining and labor-_--__-_- | 2, 480 653 | 
Public administration _ __ 230 93 
General and community develop- | 
ment___- : sii 5 | 1 3, 259 36 
Local costs financed with rials | | 
generated through: 
Import of salable commodities. (3 2) 3, 460 1, 966 
Cash grants : = 3 4 | 3, 800 3, 800 








Total... b 5, 730 3, 14, 000 6, 195 
Import of salable commodities. _. -- i, 16, 000 13, 565 5, 815 
Other costs . : ' , | 44, 070 . - 
Budgetary loan___- E (3) | 30. 000 30. 000 
Cash grants for budgetary aid (3) 9, 000 9, 000 
Expenditures in transit = hy prceecndhl wien 4, 125 





Total development assist- 
Spies ate 65, 565 


1 Represents $2 million development assistance loan and $1.259 million of other project costs. 
2 Included below under ‘‘import of salable commodities.”’ 
* Included under ‘‘other costs.” 


Note.— Footnotes were not included in budget presentation. 
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STATEMENT No. 3.—Development assistance by major cost components 


[In thousands} 


Obligations per bucget | Based on fiscal records at 

As re- presentations for June 30, 1955 
Types of cost quested 
for 1955 


1956 1957 Obligations | Expenditures 
Supplies and equipment $33, 321 $21, 180 $22, 577 $22, $8, 210 
Contract services 1. 820 188 
Local or other costs 1 5, 589 2 42, 800 2 42, 800 2 42, 42, 800 
Expenditures in transit 4, 125 


Total... ¥ 40, COO 65, 800 65, 565 5, 55, 135 


1 Represents commodity imports for rial generation to cover local currency costs 
2 Includes the following items: Local project costs financed with rials generated through cash grants, 
$3,800; budgetary loan, $30,000; and cash grants for budgetary aid, $9,000. 


Note.—Footnotes were not included in budget presentation. 


STATEMENT No. 4.—Development assistance: Summary of commodity imports 
and services 


[In thousands] 


Obligations per budget Based on fiscal records at 

As re- presentations for June 30, 1955 
quested 
for 1955 


1956 1957 Obligations Expenditures 


Commodities: 
Food and agriculture: 
Bread grains—wheat 
Sugar. 4 3, 5 5. 5, 000 
em. oc. - 5 50 
Others _. 
Total____- 5, 58! ; 7, 770 


Industrial: 
Fuel___- § ) 80 
Raw materials and _ semi- 
finished products 3, 68: 1, 624 , 50% 4,473 
Machinery and vehicles 21, 2, 165 9, 59% 6, 613 
Miscellaneous and unclassified 2.17 9, 306 , 04: 651 
Textiles ; 2, 5S 990 


Total 32, 32: 13,175 ; 12, 807 
Total commodity procure- 
ment 38, ¢ 21, 180 
Contract services , Of 1, 820 : 188 


Cash grants 12, 800 12, 800 12, 800 
Loans ' 30, 000 1 30, 000 32, 000 


cn iecinn 42, 800 42, 800 44, 800 42, 800 
Expenditures in transit 4,125 


Total development assistance 40, 000 65, 800 65, 565 55, 55, 133 


! Development assistance loan of $2,000,000 included above under industrial commodities. 


N OTE.— Footnotes were not included in budget presentation. 
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STATEMENT No. 5.—Technical cooperation by major activity fields 
[Thousands omitted] 


Obligations per budget | Based on fiscal records at 


presentations for— June 30, 1955 
Fields of activity 


1956 1957 Obligations | Expenditures 


Agriculture and natural resources $1, 134 $1, 134 
Health and sanitation 84 29 

Education 

Transportation 

Industry, mining, and labor 

Public administration 

General and community development. 
Expenditures in suspense 
Expenditures in transit 


Total technical cooperation 





1 Includes $1,632,000 of technical-support costs. 
NotTE.—Footnotes were not included in budget presentation. 


STATEMENT No. 6.—T echnical cooperation by major cost components 
{In thousands] 
Obligations per budget | Based on fiscal records at 
As re- presentations for— June 30, 1955 


Type of cost quested 
for 1955 


Obligations | Expenditures 


Project costs: 
Supplies and equipment 
Local or other cost 
Contract services 


Training 
Expenditures in suspense 
Expenditures in transit 


Total technical cooperation 


1 Includes contribution of $500,000 for student assistance program. 
NOTE. Footnotes were not included in budget presentation. 


REVIEW OF FiscaL YEAR 1953 Bupeet PRESENTATION 


Statement 
Technical cooperation : number 


By major activity field 
By major cost component 
Status of projects 
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STATEMENT 1.—Review of fiscal year 1953 budget presentation’ by major fields 
of activity 


{In thousands of dollars] 


Obligations per budget | Based on fiscal records at 
As re- presentations for— June 30, 1955 

Field of activity quested 

for 1953 


1955 Obligations | Expenditures? 


Project costs: 
Agriculture, forestry, and fisheries. 
Agriculture and natural resources _- 
Natural resources 
Health and sanitation 
Natural resources, public works, 

and transportation 

Transportation and communica- 





Industry, handicraft, and housing_. 
Industry 
Sedans. mining, and labor 
Public administration and Gov- 
ernment services 
Public administration 
Joint commission and economic 
survey 
General projects 
General and community develop- 
ment 
Domestic program costs 
Technicians, technical support, and 
contract services pecgdcsetatsdiesccban 














23, 324 | 





1 The figures in this statement are not strictly comparable because of the following factors: 

(a) Fields of activity as shown in the 1953 budget presentation were significantly changed in subsequent 
years, 

(b) In the budget presentations, items such as rial generation, technicians, training, etc., have been 
shown by fields of activity, however, in the ICA fiscal reports they are not allocated in this manner. 

2 Expenditures applicable to fiscal year 1953 appropriations are no longer segregated in the statements 
of ICA and are therefore not readily available in Washington. 


Note.—Footnotes were not included in budget presentation. 


STATEMENT 2.— Review of fiscal year 1953 budget presentation summary by major 
cost components 


[In thousands] 





Obligations per budget Obligations 
As re- presentations for— June 30, 1955 
Types of cost quested oe based on 
for 1953 fiscal 
1954 records 


Supplies and equipment $10, 328 $10, 602 

Local costs 8, 985 | 10, 371 

Technicians, contract personnel, and support | 
costs 3, 192 | 1, 659 | 


595 | 692 | 
23, 100 23, 324 | 


Note.—Expenditures applicable to fiscal year 1953 appropriations are no longer segregated in the state- 
ments of ICA and are therefore not readily available. (Footnotes were not included in budget presentation.) 
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Appenpbix XIV 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 27, 1956. 


Hon. Porter Harpy, JR., 
Chairman, International Operations Subcommittee, 
Committee on Government Operations, House of Representatives. 


Dear Mr. CHAIRMAN: There is enclosed for your information a copy of our 
letter of today to the Secretary of State concerning the propriety of the Iranian 
student-assistance program conducted by the Technical Cooperation Admin- 
istration and the Foreign Operations Administration during the period 1952-55. 

You were advised during the recent hearings before your subcommittee that 
this matter was under consideration by our Office and the enclosed letter is 
furnished in accordance with the informal request of counsel for the subcom- 
mittee. 

Sincere!" yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 


COMPTROLLER OF THE UNITED STATES, 
Washington, July 27, 1956. 
The Honorable the SecrETARY OF STATE. 

DEAR Mr. Secretary: During the course of our audit of the United States 
assistance program for Iran covering the period from 1952 through 1955, we 
examined activities conducted by the Technical Cooperation Administration and 
the Foreign Operations Administration under program agreement No. 5 con- 
cerning student assistance. A total of $4,700,000 was made available for this 
program through the United States mission to Iran: $1 million for the academic 
year ending August 31, 1952, $1,500,000 for the year ending in 1953, $1,700,000 
for the year ending in 1954, and $500,000 for the year ending August 31, 1955. 

In March 1952, approximately 800 Iranian students were attending schools of 
higher learning in the United States when the Iranian Government announced 
the termination of foreign-exchange funds theretofore available to these students. 
The oil crisis had cut off Iran’s foreign-exchange sources, and the students’ 
parents or sponsors were no longer permitted to transmit the dollar funds 
needed by the students. Thereupon, TCA and the Department of State worked 
out an arrangement whereby the United States Government provided the dollar 
funds required by the students to continue their studies, and the students’ 
sponsors in Iran made available to TCA local currency (rial) funds for use 
in United States financed assistance projects. 

The funds committed for the 3 years ending August 31, 1954, were advanced 
to, and administered by, the Near East Foundation which, under a contractual 
arrangement with TCA, and then FOA, acted as agent in carrying out the 
assistance program in the United States. Upon notification that the students’ 
sponsors had deposited rials in Iran to the credit of TCA/FOA, the foundation 
m..de available equivalent amounts of dollars for subsistence, tuition, fees, 
books, travel, and emergency expenses of the students while they attended 
recognized institutions of learning and complied with the eligibility require- 
ments set up by the United States and the Iranian Ministry of Education. For 
the academic year ending August 31, 1955, the Ministry of Education assumed 
full responsibility for the execution of the program, both in Iran and the 
United States. The American contribution of $500,000 was paid over to the 
Ministry in quarterly installments as a partial contribution toward the total 
cost of the program, which was estimated to be approximately $2 million. The 
Ministry pledged a specific contribution of $325,000, or such sum as would be- 
come necessary to complete the program. We were informed that the students’ 
sponsors contributed an additional sum of approximately $900,000. Under the 
modified arrangement for 1955 the services of the Near East Foundation were 
no longer required and hence were discontinued. 

The agency has treated the student-assistance program as an integral part 
of the technical-assistance program and the language of the cooperative agree- 
ment makes it appear as a point 4 training program. However, it was in fact 
significantly different in nature and manner of execution from point 4 training 
or other activities generally financed with technical-assistance funds. The 
original agreement provided for United States aid on the premise that the 
students receiving such assistance study in preparation for, or specialization in, 
professional work in fields of activity closely related to the point 4 program. The 
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agreement mentioned as a special objective of the program “to facilitate and 
support the development of agriculture, health, education, industry, and related 
fields in Iran through cooperative action * * *.” In practice, however, these 
criteria were not complied with. Whereas in point 4 training activities, in- 
dividual trainees are carefully selected on the basis of educational and technical 
qualifications in specialized fields of knowledge, all Iranian students then in the 
United States and in need of dollar funds were brought under the assistance 
program, regardless of qualifications. The majority were undergraduate stu- 
dents, who had not yet developed specialized skills. Among the fields of study, 
agriculture, health, and education—which were the basic point 4 activities— 
were in the minority. Our review of student files as of June 30, 1954, indicated 
that many students carried courses termed unacceptable in the instructions of 
the Near East Foundation, such as foreign languages, music, arts, history, and 
others. 

The view has been expressed by representatives of the International Coopera- 
tion Administration that expenditures for this program were authorized under 
appropriations made to carry out the Act for International Development, par- 
ticularly sections 405 (d) and (e) and 418 (a) thereof, and by section 203 of the 
Mutual Security Act of 1951, as amended. Also, the view has been advanced that 
continuation of the program was authorized by title III of the Mutual Security 
Act of 1954. 

The authority granted by sections 405 (d) and (e) and 418 (a) of the Act for 
International Development (22 U. 8S. C. 1557a (d) and (e), 1557 (a)), and sec- 
tion 302 of the Mutual Security Act of 1954 (68 Stat. 841), is limited to pro- 
grams— 


“* * * for the international interchange of technical knowledge and skills de- 
signed to contribute * * * to the balanced and integrated development of the 
economic resources and productive capacities of economically underdeveloped 
areas.” 

Furthermore, the programs authorized by these sections are specifically de- 
clared to exclude such educational activities authorized by the United States 
Information and Educational Exchange Act of 1948 (22 U. 8. C. 1431 and follow- 
ing sections) as are not primarily related to economic development. 

The distinction between student training in the United States under the tech- 
nical-assistance program and under the similar program carried on by the State 
Department was stated in Department of State instruction No. CA-3013, Decem- 
ber 3, 1953, as follows: 

“* * * the international educational exchange program of the Department em- 
phasizes the exchange of key people who through their jobs and their contacts 
ean foster an appreciation of American institutions, traditions, and achieve- 
ments; help to meet certain mutual needs of the United States and the foreign 
countries concerned; and contribute to the development of a climate of public 
opinion abroad which can correctly interpret our actions, motives, and policies. 

“The technical-assistance programs seek to aid the efforts of the peoples of 
cooperating countries to develop their own resources and improve their working 
and living conditions. The principal means toward this end is the exchange of 
technical knowledge and skills which will aid in creating new sources of wealth, 
increasing productivity and expanding purchasing power. 

“While the primary purpose of either program is a collateral purpose of the 
other, the projects of each must be developed in terms of primary objectives.” 

During the course of the hearings before the Senate Foreign Relations Com- 
mittee on the Mutual Security Act of 1954, Senator Fulbright questioned Mr. 
Stassen concerning the exchange program for young scientists which the Foreign 
Operations Administration was conducting. In response to this inquiry FOA 
furnished a lengthy report which appears at pages 91 to 122 of the hearings. 
It is pertinent to the present question to note statements made in that report 
concerning the differences between training under technical-cooperation pro- 
grams and under the United States Information and Educational (Smith-Mundt) 
Exchange Act. 

ue) respect to the FOA visiting scientists program the report states (hearings, 
p. : 

“This program is similar to other programs of exchange of persons as carried 
on under the authority of the Smith-Mundt Act, the Fulbright Act, and others. 
It does, however, have definite distinguishing characteristics which make it more 
specifically of interest to the Foreign Operations Administration and place it 
ee nae NS. of activities of exchange of persons carried on by the 
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“* * * this program seeks to bolster foreign economic strength by increasing 
the close relationship between fundamental science and its industrial applications 
so characteristic of the highly effective American technological structure. It 
seeks to do this by bringing to the United States especially competent and 
promising young scientists at the postdoctoral level to work in basic research 
in American universities for a period of 2 years. * * * 

“This program is, therefore, somewhat longer range than many other FOA 
programs, but its aims definitely place it within the category of operations char- 
acteristic of FOA. Nevertheless, it does have aspects similar to those of the 
Fulbright program and of the Smith-Mundt program in that there is every rea- 
‘son to expect that these brilliant young scientists in returning to their own coun- 
tries will carry with them into key spots in their own economies and academic 
activities an improved understanding of America and its ways. 

“While it is conceivable that all of the exchanges contemplated and occurring 
under this program could possibly have been carried out under the Smith-Mundt 
program, it is clear that it is quite unlikely that this would have occurred, since 
the Smith-Mundt program applies generally to all fields of academic interest 
and it is very doubtful that in the equitable selection of appropriate numbers 
in all of the various fields that there would have been any substantial number 
of this type of young scientist included, unless the Smith-Mundt program had 
been immeasurably greater or unless a program of this kind had been given 
overriding priority. * * *” 

The report contained other pertinent distinctions between the FOA training 
programs and those carried out by the Department of State. The following are 
illustrative of differences cited. 

“* * * ROA-sponsored training is therefore essentially technical and special- 
ized in character. 

“* * * the Department’s programs are essentially ‘opinion molding’ in nature” 
(hearings, p. 91). 

“* * * FOA technical-cooperation programs provide assistance for specialized 
training in the fields of medicine and health, educational systems and techniques, 
planned community development, and public administration. 

“The foreign nationals who receive FOA-sponsored training in the United 
States are selected by the cooperating foreign government and the FOA mission 
on the basis of an agreed-upon program for the economic advancement of the 
country and an evaluation of the types of skills and knowledge needed. Thus, 
the individual trainee is selected and trained because of the contribution such 
training will make to the advancement of the program, and not because the train- 
ing is desirable for the trainee as a person. 

“The great bulk of the FOA-sponsored foreign trainees are adults whose formal 
academic education is well behind them; their age is generally in the 35-50 
bracket. The training they want, therefore, is nonacademic, and they receive it 
in most cases in the farms, laboratories, factories, Government offices, and simi- 
lar places of America at work. 

“In contrast, nearly half of the foreign nationals who come to the United States 
under the Department of State’s programs are students who attend American 
universities and colleges for academic education. * * * Only a negligible pro- 
portion study or observe specific techniques at all, as do FOA-sponsored visitors, 
and in their study programs as much emphasis is placed upon the general social 
and cultural aspects as upon the technical side” (hearings, pp. 92-93). 

In the table appearing at page 97 of the hearings the statement is made that 
under FOA training programs there is “No regular college study for degrees.” 
The statement is also made (p. 108, hearings) that an FOA program “almost never 
involves regular academic course work.” 

Based on the criteria contained in the report referred to above it seems obvious 
that trainees under the Iranian student program were not selected or trained 
on the same basis as other FOA trainees. Indeed, the FOA report itself shows 
that they were not considered by FOA as included in their technical cooperation 
exchange program. On page 101 of the hearings there appears a table listing the 
number of technical exchanges sponsored by FOA for the fiscal years 1953, 1954, 
and 1955 showing only 170, 135, and 100 participants from Iran under FOA pro- 
grams for these years, while approximately 800 to 1,000 students were furnished 
assistance under the subject student-assistance program. 

In our view the program was not authorized under the technical-cooperation 
program of TCA and FOA, and the appropriations used were not available for 
such program. Accordingly, to the extent proper under the act of May 19, 1947 
(31 U. 8. C. 821), exceptions will be taken to the involved expenditures in excess 
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of the market value of rials received in exchange for the dollar contributions and 
the artificial value which rials were made available for proper technical-aSsist- 
ance programs. 


Sincerely yours, 
JOsEPH CAMPBELL, 


Oomptroller General of the United States. 


APPENDIX XV 
SUBMISSION OF WILLIAM E. WARNE REGARDING IRAN ASSISTANCE PROGRAM 
TCA TO HANDLE IRAN PROGRAM 


The decision was made by Mr. Harriman in 1951, several months before I was 
asked to head the aid mission to Iran, that the TCA would conduct the Iranian 
program under the Act for International Development. This decision set the 
stage for the type of operation used, one geared to programs that were designed 
to help the Iranians to help themselves in a wide field of endeavor intended to 
raise the level of living in the country. That decision also introduced a complica- 
tion that later came to light, namely that the TCA did not have readymade prece- 
dents for many actions that would be required in Iran, whereas ECA did have 
for some of them. At least one of the points of criticism made by the General 
Accounting Office auditors grew out of this fact. That was the point made that 
in 1952, until September, the letter of credit procedure was not utilized in some 
transactions where in ECA it would have been appropriate to have used it. That 
was a wise ECA procedure that TCA had not mastered in Iran or elsewhere, I 
believe, in the first few months that we operated there. We did adopt it, however, 
in September of 1952. 


RELATIONSHIP OF COST OF TECHNICIANS TO COST OF EQUIPMENT AND SUPPLIES TECH- 
NICAL-COOPERATION PROGRAM, 1953 FISCAL YEAR (IRAN) 


The discussion concerning the “purity” of the technical-cooperation program in 
Iran in the 1953 fiscal year resolves around the relationship of the cost of tech- 
nicians and equipment and supplies. The Congress expressed some concern that 
aito 4 relationship be maintained. The Washington office in several ways raised 
the question with those of us in the field. This was during the period when 
concepts were being developed and before there was a separate appropriation from 
which economic aid to Iran was drawn. The table that follows gives the facts: 


1958 technical cooperation program—Iran 


States supplies, 
technicians | etc., financed 
in dollars 


Field of activity 


United | Equipment, 
| 
| 


Agriculture and natural resources _ . . $723, 664 $1, 637, 968 
Industry and mining... sid d soon ib JetL seeete’ i 56, 734 2, 066, 854 
Transportation. --__._._- de ini  atiticcbetd ay e 9, 532 550, 667 
IT ne ethene’ a as a leceaeiat haan : on aed 8, 000 
Health and sanitation _- ‘ Me Agi 7 564, 652 2, 383, 806 
Education __......-...-- tA Sawa oaditat — ..| 405, 378 301, 000 
Public administration - ---- sik dh Rechalaie Sb > 35, 558 | 232, 000 
Community development, social welfare, and housing. --.--..--- ' 817, 392 904, 002 
General and miscellaneous : Decasiwtvbewe d . 17, 370 | 5 bie 
TRAN GE i Sasaki ee se Job Sek cdi lade tee , 1, 392, 456 |---.- 


Tic die -A-pusteeshatrnny nob siglenineriacebesnh ares shel comt taamtpilin lee 4, 022, 786 | 8, 084, 297 


The entire program for fiscal yéar 1953 is summarized as follows: 
Technicians $4, 022, 786 
8, 084, 297 
1, 691, 098 
7, 764, 359 


525, 679 


22, 088, 219 
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THE TEHERAN WATER TREATMENT PLANT 


This was one of the major health projects undertaken in Iran. One might have 
been misled by the testimony of the GAO witness, given, I am sure, without the 
intent to mislead, to the point of thinking that the jubes of Teheran were a part of 
the project, or that treated water ran in them, or that it is somehow possible to 
make house connections for water service before there is a system with which to 
connect the houses. The contaminated jubes, which from time immemorial served 
the purposes of providing water for most of the people of the city for all of their 
needs, were also, at the same time, the sewers which carried away the wastes of 
the streets. The water-piping project, as it was called, of the city of Teheran, was 
designed and is now in the process of supplying a safe domestic and culinary 
supply to the residences by connection and for the people through standpipes at 
the street corners. The jubes will still be needed for irrigation of gardens. They 
must also continue to serve as sewers until a closed sewage system can be pro- 
vided at some time in the future. It was known to me and to the mission in Iran 
that the water-treatment plant, in which we participated in cooperating in the 
much larger project of the city, would not be fully useful until house connections 
were made with the closed water piping that the treatment plant served. Work 
was started just as soon as water could be put in the pipes and before our coopera- 
tive treatment plant was finished, in making the house connections. Point 4 pro- 
vided the services of a master plumber, Mr. Dreyer, who trained Iranian workmen 
at the actual task of making water taps in the art of making house connections. 
I do not know how many connections had been made when the GAO auditors were 
there nearly a year ago, but during the last fortnight that I was in Teheran I 
visited this project with Engineer Makhaday, director of the Teheran water pip- 
ing, and with Dr. Adl, then Minister of Agriculture and chairman of the Joint 
Commission. 

It was one of many inspections of the project that I had made personally, but 
the first since Mr. Dreyer and his Iranian coworkers had started making the 
house connections. Mr. Dreyer told Dr. Adl, Engineer Makhady, and me that he 
had trained six crews, each of which then was capable of and actually was mak- 
ing house taps. We were standing around one of the crews which was then 
down in the pit doing the job. 

“See,” he said, “that man is the foreman and already he is a good plumber. 
Funny thing but here since they have had no water system they have had no 
plumbers. Maybe natural enough at that. This fellow cannot read. He cannot 
speak a word of English and I cannot talk to him. But he watches me and then 
he can do it. Wonderful. I wouldn’t have believed it.” 

“How many more crews do you need?” Mr. Adl asked. 

“There are now 6 that can work alone and I think Engineer Makhaday’s man 
believes 16 such crews for taps, installation or meters, and maintenance will be 
needed. .That is 10 to go. I can train them in another 6 months. 

Engineer Makhady did not think the training could be done that soon and 
said so. 

“If your master plumber candidates are as good as those we got so far, it can,” 
Mr. Dreyer said. 

Of course, after the training was done the work of making all of the remain- 
ing connections was yet to be finished. I understand that this work is proceeding 
steadily. 

KERADJ ROAD AND DAM 


Some discussion at this hearing might leave the impression that the Karadj 
Dam was a tentative project and that therefore the assistance given to the essen- 
tial road relocation under the technical cooperation and impact programs was a 
speculation. The only question was how could the project be financed? It was 
never intended that our aid mission would finance the project. We did hope to 
help in getting the project underway again, possibly with the Export-Import 
Bank helping finance the generating machinery, and to do this it was necessary 
to check the engineering plans. The United States Bureau of Reclamation, 
which in many parts of the world, I have found, is considered the authority on 
dam design, at our request checked the plans and recommended some alterations 
and further studies but did not raise questions of basic feasibility. When Sep- 
tember of 1953 came and it became imperative, in order to carry out our assigned 
responsibilities, to help Iran launch an impact, employment, works program, 
there was only one large project in Iran, outside the extension of the Iranian 
State Railroad to Tabriz and Meshed, which in my opinion had sufficient en- 
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gineering planning behind it to warrant undertaking at once. This one project 
was the Karadj Dam. The railroad extension did not lend itself to inclusion 
in such a program because of the need, in order to execute it, of allowing lead 
time of a year and financing the purchase of great quantities of steel rail. 

The main embankment of Karadj Dam would have required more funds than 
we had available, but the relocation of the highway lent itself admirably from 
every point of view. It was near Teheran where there was most unemployment. 
The Karadj Dam Authority had an agreement with Morrison-Knudsen Interna- 
tional, a qualified American firm of good reputation at home and abroad, and 
the project was ready to go. The completion of the road was essential to the 
construction of the main dam embankment and to the use of the reservoir. Its 
construction would reduce by a full construction season the time required to build 
the dam. In actual fact, the road project did serve the purpose intended. The 
Karadj Dam is going to be built. The Karadj Dam Authority has made a con- 
tract with the Harza Engineering Co., of Chicago, to complete the design. I re- 
ceived a letter from a responsible Iranian official, written within the last month, 
in which he said that arrangements were being made whereby the Plan Organiza- 
tion would finance the dam from Iran’s resumed oil revenues. He also wrote that 
negotiations were underway with a reliable construction firm to build the main 
embankment of the dam and the powerplant. 

As for road machinery, I have no extenuation to offer for the fact that 
MKI painted its name on this machinery, as one of the GAO witnesses has 
reported. BExcept for the fact that I am sure that he is a credible witness and 
that the mission in Iran has reported that it has required the machinery to be 
repainted, I would have difficulty believing it to be true. If it was done while I 
was in Iran, it was done without my knowledge. 

The plan for this machinery was that a pool of heavy construction equipment, 
bulldozers, earthmovers, and the like, would be purchased for the joint fund for 
development that we had with the Plan Organization. Funds were used from 
several projects in which such equipment was needed. The joint fund was then 
to rent the equipment out to project agencies, such as the Karadj Dam Authority, 
which would agree to maintain the equipment and repay a portion of the cost 
equal to the depreciation of the equipment while being used. In this way, the 
joint fund would be enabled to replace wornout elements and maintain a pool of 
equipment for diverse uses. There was an almost complete lack of such equip- 
ment in Iran at the time. We were interested in introducing American machines 
and placing them where they could be seen working. The MKI, as agent for the 
KDA, actually operated the equipment that arrived before I left Iran and was 
responsible for maintaining it. ICA regulations require manufacturers to put 
the shield with clasped hands symbol on items purchased with our funds for use 
abroad. This shield should have been on the machinery when it arrived at Kor- 
ramshabr. I think it was. Since MKI had to maintain their equipment, it is 
quite probable that it was repainted. I do not know why the MKI sign was 
put on the machinery, if it was. 

MKI had borrowed, rented, and bought a mongrel lot of machinery gathered 
from any place it could be found in Iran to get the road project underway. The 
company had brought in for its own account or for the account of the KDA some 
additional needed items, such as a core drill. In other words, there was other 
machinery than that belonging to the joint fund on the job. There was none that 
belonged to the United States, I believe. The joint fund machinery was slow 
in coming. It was a great trial to us getting it bought and over there. Some of 
it had arrived by the summer of 1954 and some more by March 1955 when I left. 
Most of it came later. About half of it had not arrived, I judge from his report, 
when the GAO auditor was there several months after my departure. 

I inspected this project several times personally. I specifically remember 
going over the job in the late spring of 1954 and specifically again within 3 
weeks of the time of my departure, either on a day late in February or early 
in March 1955. I have always made it a practice of getting around to see per- 
sonally, work under my charge whenever it has been possible to do so. I do 
not remember ever seeing any equipment purchased by point 4 painted with the 
MKI sign. I saw on the occasion of my last visit 3 or 4 new machines that had 
just arrived standing at the project garage where they were undergoing their 
final servicing before being put to work. There was a large crawler-type tractor 
on which a bulldozer blade was being fitted. There was a big earthmover, 
self-propelled. I like construction equipment and looked it over carefully. 
It made me feel good because it was there and we had brought it there and 
nothing like it very likely had ever been seen in that part of Iran before. Gen- 
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tlemen, my recollection is that these two pieces had the shield symbol on them. 

I saw several other pieces of equipment, including a shovel and some dump 
trucks. They were not in the yard but were busy. I am not equally convinced 
in my own mind now that they bore the shield, but they were pointed out as 
point 4 purchases. I do not believe they bore MKI markings, because I feel 
sure that I would have noticed it, and I did not notice it then. 

There is a question, of course, as to how long after title has passed away from 
ICA to the joint fund, the shield should be expected to remain. If it had been 
reported that the equipment bore markings of the joint fund, that question might 
have been pertinent. We put the decors of the joint funds on much equipment. 
In any event, I am informed that every piece of this equipment that was bought 
by us for the joint fund has been checked and identified from records that were 
kept of its arrival and received in Iran by us, and that it all is properly recorded 
in the joint fund records, and that it does now bear the shield with clasped 
hands. 

THE STUDENT ASSISTANCE PROGRAM 


The GAO report really only says that the program should have been reported 
separately to the Congress. The reports to the Congress were not made by the 
field, and I do not know why it was or was not reported to the Congress in any 
particular way. One judges from the discussion, however, that other objections 
to the program underlie the report which leaves at least one inaccurate impres- 
sion. 

If I may, I would like to review the history of this program, which I continue 
to consider a good, successful, and important program. Iran has only one uni- 
versity, which is about 25 years old and which is developing nicely, the Univer- 
sity of Teheran, but it was not sufficient nor was all of its work highly enough 
developed to provide the needed higher education of the people in a country of 
18 million population. The Iranian Government, I believe correctly, considered 
it essential in the public interest to have some of its citizens educated as engi- 
neers, physicians, teachers, and so forth, and from a time before there was a 
Teheran University, it had maintained a public policy of assisting students 
obtain educations abroad through providing foreign exchange to their sponsors 
at the official rate of exchange for rials. This program had worldwide applica- 
tion, and for many years before 1952 most Iranian students went to France. 
This accounts for a heavy French cultural influence in Iran. In 1952, just 
before the end of the Iran fiscal year on March 21, it was announced that 
Iran would not be able longer to provide foreign exchange for students abroad. 
We were faced with the prospect of about 800 Iranian students being stranded 
at American universities. It was felt important from every point of view 
that they be enabled at least to finish out the term. 

A program agreement was prepared, approved in Washington, and completed 
in time to succor these students. The agreement provided that we would pro- 
vide a reasonable maximum of foreign exchange for the sponsors of individual 
students who were actually enrolled and doing successful work at American col- 
leges for the official rate of exchange. Between March and the end of August 
1952, when the first agreement expired, there was much discussion of this pro- 
gram. I advocated, Ambassador Henderson advocated, and I believe all of us 
in Iran advocated the continuation of the program as a relatively inexpensive 
means of strengthening our relations and our cultural and technical contacts. 
It was also believed that some or many of these students would eventually be 
useful in Iran in carrying out programs in which we were interested or were 
supporting. There were examples of this given before the program ended. 
Some improvements were made in the program when it was extended. Iranian 
students were included only when they studied courses appropriate to the tech- 
nical cooperation program. They were required to turn in other types of visas 
and take out student visas that insured their return to Iran. No student could 
participate who had been in an institution of higher learning more than 6 years. 

The wisdom of this program was soon demonstrated by occurrences in France 
and other European countries. There Iranian students rioted. They picketed 
Iranian Embassies. They were expelled from schools in great numbers. Liter- 
ally scores were enticed behind the Iron Curtain by offers of full scholarships 
and had not reappeared when I left Iran. 

The rate at which the foreign exchange was supplied was raised to 41.5 rials 
to the dollar from 32, but the Iranian Government strongly represented that, in 
protection of its permanent policy which it hoped to resume just as soon as it pos- 
sibly could get foreign exchange of its own, the rate should be modified upward 
no higher. In September of 1954, even before the oil settlement was finalized 
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and just as soon as a source of foreign exchange became a prospect, we entered 
a final extension of the program agreement that did these things: (a) Turned 
the administration of the program back to the Iranian Government; (0) main- 
tained the same restrictions that we had imposed as to technical training, student 
visas, and, I believe, length of study; (c) scaled down the United States partici- 
pation to a grant of $500,000, which passed the major burden in foreign exchange 
over to the Iranians. 

The program was completed on August 31, 1955, and had been completely suc- 
cessful in achieving its objectives. It had made it possible for a large number 
of Iranian students to continue, begin, and complete their work in United States 
universities in an orderly way. It shifted the emphasis on higher education 
in Iran completely out of Europe and to the United States. 

It is inaccurate and unfair to infer, as has been done here, that the student 
assistance program was a sort of subsidy for rich Iranians. It comes pretty 
close to being equal to saying that State-supported universities in the United 
State are a means of subsidizing the education of children of the well to do. 

No matter how rich an Iranian might have been, he could not legally have 
obtained dollars to educate his son in the United States in 1952 without our 
program. Exchange was no longer legally available because of the Government 
action and a shortage that in fact existed. One hears a great deal about rich 
Iranians, aud is led to believe that they abound in great numbers. The truth is 
that about 97 percent of the people in 1952 were illiterate and 90 percent were 
living it very close to a bare subsistence level. I know many families in Iran who 
were usually referred to as rich. They were well off by comparison with the 
peasant in a village. They, for the most part, were not rich by any standards 
that I know. Many such families could not afford a car. Most of them could 
not have afforded to send a son abroad to school except for the Government 
policy. The heads of a considerable number of these families had only what 
they earned themselves on which to live. I did know some families which com- 
manded wealth. The point is that a great majority of Iranian students in 
American universities in 1952 and today are kept there by their families by 
reason of scrimping and saving, just as you and I scrimp and save to send our 
sons and daughters to college. 

The Iranian educated families from which most students of the higher 
education level are drawn in Iran are certainly generally better off than the 
peasants. A great deal must be accomplished along the lines of broadening the 
base of education in Iran, on which a start was made by the point 4 program, 
before there will be any students qualified to enter an American university from 
any of the submerged segments of the Iranian population. I agree with the 
Iranian Government, however, that it is essential that policies be maintained that 
will supply for the country as many as possible educated and technically trained 
young men and women. If our program had not stepped into the breach in the 
emergency, there would have been a blank of almost one whole college generation 
in the ranks of the educated people in Iran. What we did was appreciated. 
This program won and held many friends for the United States. 


FARM MACHINERY 


The touchstone sought by most advocates of rural improvement in under- 
developed areas all over the world is farm machinery. I do not exclude many 
American thinkers on the subject. In really depressed farming zones, however, 
farm machinery, as we usually think of it, is not widely useful. I can think of 
no greater debacle than for TCA in 1951 and 1952 to have purchased in larger 
lots farm machinery and forwarded batches of it to areas where we were estab- 
lishing missions abroad. It did not do that. 

In Iran where wheat is the staple crop, the only crop grown extensively in every 
province, 80 percent of the wheat is planted in tiny, patchwork fields. More than 
90 percent of it is harvested with a hand sickle and nearly all is threshed by 
trampling in a threshing circle. Tractors and gang plows cannot negotiate most 
of the little fields. Even small binders are too big, and a threshing machine 
does not chop up the straw the way the peasant likes to get it in the threshing 
cirele for use in mixing in the mud that is his principal building material. 

Most of the farm machinery bought by point 4 in Iran was ordered in October 
1951. Our farm machinery expert, Dr. Cleve Milligan, of Utah, in looking over 
the lists of machines ordered prior to his and my arrival, quickly saw that part 
of the stuff would not be readily adapted to Iranian practices and uses. At the 
start of 1952, he bagan to rework the lists. Except for some items that had 
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already been purchased, the orders were changed to simpler implements, hand 
tools, and the smallest sized wheeled machines. We got, nevertheless, some 
machinery that was less than fully useful. 

This was good, standard stuff in America, such as a seeder that a farmer with 
a team might use on an 80-acre farm in Indiana, or a mowing machine that any 
dairyman with 40 acres of pasture would find essential in Wisconsin, or a hay 
baler of the type that my father used to have in California for which the power 
was supplied by one-cylinder gasoline engine. jut it was too big for most 
purposes in Iran. I would estimate that not over a very small percent in cost 
of the farm machinery actually received was of this category that proved difficult 
to use. The rest was fully useful, including all of the hand and walking tools 
and tractors. The more difficult remainder was used, but more slowly and 
not as fully and sometimes not as originally intended. For exampie, the mowing 
machines and hay balers proved fully useful on the new livestock stations in 
which we cooperated to establish, but they were originally not intended for 
that purpose. The tractors without exception, I believe, found adequate uses by 
farm machinery cooperatives, on experimental and demonstration plots and 
elsewhere. The seeders were the hardest to use. They were only needed during 
a short season. Most farms were not of a size to accommodate them. It was 
decided, for reasons that I could explain in executive session, not to put the 
agriculture program in the north. This area of large dry farms and new 
irrigated farms was included in the intended program when the machinery 
was ordered. That is where the seeders most appropriately could have been used. 
I do not think there is any substitute for the judgment of an expert who has 
been on the ground long enough to appreciate the limitations placed by the 
culture of the area in deciding what machinery to try. We tried to do exactly 
that. 

THE CEMENT HAULAGE CONTRACT 


The subject of a transportation contract for haulage of some 5,000 tons of 
cement. for a joint fund in connection with the impact program has figured in 
these hearings. 

My recollection of this is what Mr. Byrne or someone else in the OEP 
(Office of Emergency Projects) brought to me a problem concerning the move- 
ment of cement. The cement was badly needed in many places. It was at 
the port. What could be done to get it out? I think that I called Randy Dickens 
on the telephone and told him what our problem was. He handled, among other 
matters, transportation for the Embassy and the point 4 mission under the Joint 
Administrative Services. “Do you think you could help us get this stuff going.” 
was roughly the question I put to him. 

Several days passed during which I was assurred that the cement was moving. 
Then, perhaps a week later, my recollection is that Mr. Dickens came to me and 
said that he had thought the transportation of the cement was something that 
fell under his responsibility and, therefore, he had just gone ahead and had 
moved it. Now, he said, he discovered that he actually had no authority to act 
as contracting officer for the joint fund. The stuff was rolling and someone, 
meaning the codirectors of the joint fund, Mr. Panahy, of the Plan Organization, 
and myself, would have to bail him out. I remonstrated, but he said, as I 
remember it, “You asked me to move the cement, and I moved it, didn’t 1?” 
I got the point and I felt I would have to straighten the matter out for him. 

Shortly I talked on the phone with Engineer A. H. Rodjy, Mr. Panahy’s as- 
sistant, and explained the situation. I remember this telephone call as origi- 
nating with Mr. Rodjd and him asking me about a contract that had been given 
to him by OEP so that he could get it signed by Mr. Panahy. It was unusual, he 
said, because most of the work had already been done and he wondered how a 
situation such as this had developed. He was sure, he said, that Mr. Panahy 
would want an explanation. I told him what I knew, and shortly the contract 
with Mr. Panahy’s signature already on it was laid before me and I signed it. 
It had been surnamed by my comptroller and legal counselor by a recent com- 
munication from Teheran, and it is dated February 8, 1954. 

I do not remember now whether I had ever heard even a rumor that we were 
not to do business with the contractor in question before the cement haulage 
matter came up. I think not. I did not negotiate such contracts, nor usually 
sign them. I did hear of the instruction regarding the contractor at some time, 
but I think it was afterward. I know that it was after the period of this con- 
tract that I was given full information regarding the instruction and saw the 
file because the cement haulage was what brought that about. Such matters 
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ordinarily were not divulged to those who were deemed not interested in them ; 
in other words they were divulged to the staff that was expected to need the 
information in its work and on a regular basis not much further. 


Appenpix XVI 
SEPTEMBER 27, 1956. 
Mr. Joun B. HOLLIsTer, 
Director, International Cooperation Administration, 
Washington, D. C. 

Dear Mr. HOLLISTER: You will recall that in our recent hearings on the Uniied 
States aid operations in Iran mention was made of the conduct of Operation 
Search by the mission, and the subcommittee requested that a copy of any report 
made on the results of this undertaking be supplied when it was available. 

According to statements of Mr. Gregory, the Mission Director, before the sub- 
committee the scheduled completion date was July 31, 1956. I have been in- 
formally advised that this date has had to be extended. We have been holding 
the record of our hearings open in the hope that we could include a copy of the 
final report on Operation Search but we are now at the point where the record 
ee have to be closed unless the report will be available within the next week or 
10 days. 

Will you please inform me as to what the current completion date of this study 
is and how soon thereafter a report may be expected. 

Sincerely, 
Porter Harpy, Jr., Chairman. 


x 





